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Budgeting for Local Self-Governance 

 

The Budget Guide for Councilors and Citizens is intended as a practical guide to assist municipal 

councilors and the public in better understanding and recognizing respective roles and 

responsibilities in the process of budget preparation and planning.  The budget process is 

complicated: it has its own vocabulary, specialized set of 

skills, and assignments of roles and functions, all of which 

makes understanding difficult for those not directly 

involved in its preparation and execution.  Effort made to 

improve this understanding is well rewarded, however, as a 

budget is more than just an accounting exercise: it is the 

means by which a government sets and implements its 

priorities.  It is not an exaggeration to state that the 

preparation and adoption of the annual budget is the most 

important task a government undertakes on a regular basis; 

increased involvement in the budget process by councilors 

and citizens is critical to improvements in the budget and in governance in general.  As the 

former chairman of the U.S. Senate Budget Committee once stated:  “Budgeting is 

governing.” 

 

What is a budget? 

For a government, a budget is a special law allocating the authority to individuals or entities, 

called budget users, to expend resources from public funds and, in some cases, how those 

resources are to be collected.  This annual budget law is typically prepared under the 

authority of another governing law, commonly called an organic budget law or act, that 

specifies how the annual budget law must be prepared, adopted, implemented and reviewed.  

In FBIH, this law is the Law on Budgets in the Federation of Bosnia and Herzegovina; in the 

RS it is the Law on the Budget System in the Republika Srpska.  

 

In a democracy, the authority to raise and spend public funds is delegated to an elected body 

by the public, with that elected body entrusted to operate in the public’s best interest in both 

collecting and allocating these resources.  In the case of municipal budgets, that authority is 

�'�L�G���\�R�X���N�Q�R�Z�"��

The word “budget” comes 

from the old French word for 

a small leather bag.  It later 

came to mean the king’s 

purse, meaning to be paid 

from the budget meant to 

receive money from the 

king’s purse. 



given to the municipal council or assembly, with the role of the executive, or mayor, limited 

to budget preparation and subsequent authority over budget execution, or spending money.  

The public therefore has a central role in the budget process as both the source of funds and 

the source of authority for their collection and allocation.  The entire budget process should 

therefore operate in the public’s best interest, meaning that the process should be transparent 

with opportunity for public input throughout, and with full accountability to the public 

through regular reporting and independent assurances of integrity.   

 

A budget document – the budget law – specifies the amount of resources available, the source 

of these resources, both tax and non-tax, their allocation to budget users.  It commonly covers 

a period of one year, typically a calendar year, although longer term planning estimates are 

often included (and very good practice).  As resources are limited, so too must be 

expenditures in order for the budget to be balanced.  These limitations are usually stated in 

monetary terms, and that as a maximum expenditure, by budget user and by expenditure 

classification.  The budget (or other legislation) may also limit expenditures or revenues in 

other means, including directions on how money can be spent, on timing of payments, and, 

increasingly, on results that should be achieved through their expenditure.       

 

The Budget Cycle 

There are four phases in the budget cycle, as shown below: 

 

Figure 1: Budget cycle 
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�%�X�G�J�H�W�� �S�U�H�S�D�U�D�W�L�R�Q is the process of estimating resources, analyzing policies, developing 

proposals, and allocating resources among budget users.  It is typically the responsibility of 

the mayor, as delegated to an internal agency such as a finance department, and the budget 

users themselves.  As the budget is prepared using authority granted by the public, it is the 

responsibility of those involved in budget preparation to obtain public input as to their 

priorities and wishes.   

 

�%�X�G�J�H�W���U�H�Y�L�H�Z���D�Q�G���D�G�R�S�W�L�R�Q is the process of evaluating the budget as proposed, amending 

or otherwise modifying that proposal, (or rejecting, in some cases) and providing final 

approval. This is the responsibility of the municipal council or assembly. Again, as the 

council or assembly is acting under the authority of the public in approving the budget, public 

involvement in the budget review process is essential, often implemented through public 

budget hearings.    

 

�(�[�H�F�X�W�L�R�Q�� �D�Q�G�� �U�H�S�R�U�W�L�Q�J is the process of expending budgetary funds, monitoring budget 

implementation and reporting on their expenditures, both to the public and to higher levels of 

government as governed by the organic budget laws.  This is typically the responsibility of 

budget users and of the financial department overseeing this implementation.  As these are 

public funds, these expenditures should be transparent and the public kept informed of their 

effect and effectiveness through regular reporting. 

 

�$�X�G�L�W�L�Q�J�� �D�Q�G�� �H�Y�D�O�X�D�W�L�R�Q is the final stage of the budget process and typically occurs 

following its conclusion as governed by the organic budget laws.  Auditing provides 

independent assurances of integrity, that the public’s money has been spent in accord with 

the budget and other law, and that reports are accurate.  An audit is typically undertaken by 

an independent agency, a higher level government or a special agency within the 

government.  Evaluation determines the effect of budget expenditures, whether programs met 

their specified goals and the relative cost of so doing, information that is of value in 

preparation of the next budget.   Evaluation can be undertaken by any of the actors in the 

budget process, especially under the direction of the mayor or the municipal council or 

assembly.  Public access to audit information is critical to this assurance of integrity, and as 



the program goals should have been set through public input, participation in evaluation is 

also important in reviewing these programs. 

  



Budget roles and responsibilities  

 

To understand the budget process, it is important to understand who does what within that 

process.  Minimum legal responsibility is assigned by the organic budget laws, but roles have 

evolved far further through tradition and accountability to the public for budgetary decisions.  

 

Citizens 

In a democracy, all authority for the budget flows from the public and all actors in the budget 

process are therefore accountable to the public. Citizens are therefore not without significant 

responsibility, both to participate in the budget process by making their preferences known 

and to demand accountability from those to whom they have given this authority.  In this, 

they are assisted by the media, to keep them informed of government actions, and civil 

society and similar organizations, to represent them in the budget process. 

 

Although budget review and adoption occurs over a relatively short period of time, the 

opportunity for public input should extend well before and well after this period.  Citizens 

have the obligation to make their preferences known to those responsible for preparation of 

the budget, to participate in budget review and adoption, to exercise oversight over budget 

implementation, reporting and auditing, and to be engaged in review and evaluation of 

programs.   

  

The Mayor 

The mayor is the lead person responsible for the preparation of the budget, for developing the 

vision and overall policies outlined in that document and doing so in the public’s interest. 

This essential function is an obligation and responsibility of the mayor in accordance with the 

Laws on Local Self-Governance of both Entities.   The more he or she takes the public’s 

interest into account, the better the quality of the budget and the more likely that this draft 

budget will be approved by the municipal council or assembly.  As a consequence, 

communication with the public in identifying priorities – what results are desired by the 

government – is a key determinant of budgetary success for the mayor.   

 

Public priorities are typically presented as results or outcomes desired, not necessarily 



programs or activities.  It is therefore the mayor’s responsibility to convert these results into 

implementing programs, to determine how best to achieve these public priorities both in 

terms of effectiveness and efficiency.  The mayor must balance conflicting and competing 

demands, demands that are often unclear, to set this overall priority and do so within limited 

resources.  The mayor’s role is therefore the most difficult in the entire budget process. 

 

In addition to public consultation, the mayor should discuss 

general financial policy with members of the municipal council 

or assembly, representatives of departments, direct and indirect 

budget users and the other parties responsible for controlling 

and spending budget funds. In addition, the mayor needs to set 

the policy to be applied to salaries and compensations, 

determine to what extent capital projects are going to be funded 

and other financial issues affecting the municipality, such as 

debt service. These actions will help ensure that presentation of 

the planned budget is in line with fiscal policy guidelines and meets the community’s needs. 

When requests for funds are collected, it is almost certain that the total will exceed the 

resources available. The mayor must identify priorities, based on the administration’s 

preferences, what is legally mandated and what is affordable.   

 

The mayor, with the support of the department heads and other budget users, is responsible 

for: 

�x Review of the economic and financial outlook affecting municipal operations during 

the budget period and beyond; 

�x Estimation of resources available to the municipality (including, as possible and 

desired, increases or reductions in those resources); 

�x Identifying public priorities and converting these priorities into programs or other 

municipal actions; 

�x Preparation of a detailed, balanced and responsible draft budget for  municipal 

council or assembly discussion; 

�x Assisting the municipal council or assembly in review of that draft budget and 

providing details on that budget to the public and media; 

�x Implementation of the adopted budget including oversight and monitoring of the 
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budget and regular reporting to the municipal council or assembly, higher levels of 

government, and the public; 

�x Developing and making recommendations for interim adjustments to the budget as 

needed; 

�x Responding to audit and review requests; 

�x Evaluating the performance of programs and reporting to the public; and 

�x Using the results of the program evaluations and audits to adjust future budgets. 

  

In some cases, the mayor can delegate budget-related authority to competent staff members. 

Based on the municipal organizational structure, the mayor may delegate authority to the 

deputy mayor (where this position exists), the head of the Finance Department, the head of 

budget or the head of accounting. Apart from delegation of authority, the mayor must ensure 

that budget preparation is completed by competent staff, as authority can be delegated but 

accountability remains with the mayor. The mayor should normally delegate authority to the 

head of finance.  

 

Head of Finance Department 

 

The delegation of authority to the head of finance or other relevant staff usually includes the 

following tasks: 

�x Development and issuance of budget preparation instructions and guidelines for all 

budget users, including all details related to the budget planning and preparation 

process such as: 

�R The budget calendar, listing the dates for the submission of budget requests or 

other materials by budget users; 

�R Initial instructions on budget preparation (e.g. expenditure ceilings or cost 

limitations); and 

�R Expenditure priorities or other policies as set by the mayor. 

�x Preparation of a fiscal and economic outlook for the municipality; 

�x Initial revenue forecast and expenditure assessment; 

�x Final direction on budget preparation by budget users; 

�x Review of budget submissions for compliance with budget instructions; 

�x Assessment of budget users’ requests and recommendations for funding to the mayor; 



�x Assistance to the mayor in harmonization of budget requests with actual revenues; 

�x Preparation of a budget draft to be presented to the municipal council or assembly; 

�x Assisting  the mayor in presenting the draft budget to the municipal council or 

assembly and citizens during public hearings or other public input processes; 

�x Preparation, publication and distribution of the adopted annual budget to all budgets 

users and stakeholders; 

�x Implementation of the budget, including assuring compliance with the budget 

document, monitoring expenditures, completing necessary reports, and assisting the 

mayor in determination of the need for interim adjustments; 

�x Providing assistance to independent auditors or evaluators; and 

�x Assisting in or directing the evaluation of municipal programs. 

 

Budget Users 

Budget users play a key role in the budget process. Because they are more directly involved in 

(and often held directly accountable for) public service delivery, they are in a position to understand 

those service delivery needs and requests. There role in the budget process is therefore to: 

�x Prepare precise expenditure requests and supporting information in compliance with 

budget instructions; 

�x Assist the head of the finance department and mayor in preparation of the budget;  

�x Assist in providing supporting information for the public and municipal council or 

assembly;  

�x Implement the programs funded by the budget and prepare a necessary reports; and 

�x Assist in the audit and evaluation of programs.  

 

Role of Municipal Council/Assembly   

The municipal council or assembly represents the voice of the public in the adoption of the 

budget.  Because of its representative nature, council or assembly sessions provide the arena 

in which conflicting interests from different segments of the population are reconciled and, 

through public debate and discussion, provide legitimacy to the budget.  Its approval 

establishes municipal policy and the actions to be taken by the municipality to meet citizens’ 

needs using available funds in the most efficient manner possible.   

 



The municipal council or assembly is responsible for the following 

activities in the budget process:   

�x Public review and analysis of the economic and fiscal 

framework in which the budget will be implemented; 

�x Clarification of priorities in the budget proposed by the 

mayor; 

�x Informing the public and communicating with individual 

citizens on issues relating to the budget; 

�x Accepting formal public input into budgetary issues and 

working with the mayor on necessary changes or improvements; 

�x Adopting the budget; 

�x Monitoring the implementation of programs, projects and policies in the budget;  

�x Accepting and reviewing audit reports and evaluations and recommending changes to 

future budgets. 
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Budget planning and preparation 

 

Planning and preparation of the budget is the most important aspect of the budget process. 

Budget users are expected to plan their respective activities for the forthcoming three year(s) 

and identify the costs associated with implementation on a programmatic basis.  Revenues 

are estimated based on the previous year’s revenue collections and forecasting of increases 

based on tax and non-tax revenues.  The municipality’s priorities are identified and funds are 

allocated based on those priorities.  The budget is a political document and financial assessment of 

municipal plans for the following three years. If it shows positive and appropriate use of funds, 

created in a professional, transparent and cost-effective manner, the budget process will improve the 

quality of governance and citizens’ trust in the administration.   

 

Preparation of Budget 

The budget process includes many activities that should be completed within a precisely 

determined period of time, outlined in the “Budget Calendar”. The Budget Calendar is a 

timetable of various activities necessary for preparation, planning and adoption of the budget. 

The Calendar sets forth a timetable for various phases and procedures within each phase. 

 

The budget calendar is part of the first set of budget instructions, typically issued early in the 

year.  The calendar states when activities necessary for preparation need be prepared and 

accompanying instructions identify the participants are and their responsibilities.  The initial 

set of instructions also likely includes directions on form and format of budget submission 

and may give indication of initial ceiling parameters, e.g. salary increases, inflation, and so 

forth.   

 

Role and Function of the Municipal Finance Department 

The municipal department in charge of budget and finance (hereinafter: Finance Department) 

has significant duties in the budget process.  First, it serves as an information provider, 

providing high-quality and accurate information on budget policy goals; informing all budget 

users of the same and what expectations and obligations are made in support of this policy. In 

addition, the Finance Department delivers necessary information to the municipal council or 

assembly and its committees and commissions. 

Second, assistance to the decision maker: The Finance Department serves as the staff to 



the mayor in sorting out priorities among budget users’ requests and providing advice to the 

mayor.  Budget users are understandably advocates for their own programs and agencies; the 

finance department provides an independent assessment of needs for the mayor’s decision. 

 

Third, promoter of fiscal responsibility: The Finance Department should help budget 

users plan realistically and cost-effectively, demonstrating savings capability and 

professionalism. This can be achieved only through open communication and purposeful 

analysis, establishing control mechanisms and monitoring budget execution. 

 

Fourth, promoter of public accountability: The Finance Department has a responsibility to 

educate municipal councilors and citizens on a variety of fiscal issues, including the 

community. 

 

Basic Phases of Budget Preparation   

Budget preparation follows these basic steps: 

 

1. Development of  budget guidelines setting the overall calendar and submission 

requirements;  

2. Preparation of an initial revenue assessment and fiscal and economic outlook; 

3. Development of instructions for budget submissions containing ceilings, 

requirements, or other limitations;  

4. Collection of budget requests from budget users, review and analysis of requests; 

5. Discussion with users and adjustment of requests in line with the restriction of 

planned budget funds and mayor’s policy;   

6. Organization of public hearings on the draft budget;  

7. Finalization of the draft budget for submission to the mayor for review and final 

decision making, including finalization of resource estimates; and 

8. Submission of the draft budget to the municipal council or assembly, along with 

supporting information.   

 

Budgetary specification principle 

 

Application of the budgetary specification principle ensures budgetary discipline. This 

principle means that the budget is divided into sections, categories, agencies and so forth 



according to how these resources can be spent (or collected).. Revenue and expenditure are 

presented in accordance with these divisions. This principle ensures that the executive only 

spends funds in accordance with the budget and that this is shown clearly in terms of: 

• Quantitative specification:  revenues can only be spent in accordance with budget 

estimates, i.e. that an amount of funds spent cannot exceed the amount which is 

indicated in the budget by specific category. 

• Qualitative specification: funds can only be used for settlement of liabilities that 

have been specified in the budget, subject to what are called virement rules that 

govern movement between budgetary classifications (e.g. money earmarked for rent 

can be spent on supplies). The main purpose of this is to prevent the executive from 

deviating from the budget plan. 

• Timeline specification: funds can only be provided and used within the period of 

time for which the budget has been adopted.  Budget law typically has provisions that 

unused funds do not carry over to the next budget period, but are returned as a fund 

balance. 

 

Budget transparency 

A democracy requires budget transparency from planning and preparation through to 

adoption and realization. The International Monetary Fund has developed a Code of Good 

Practices on Fiscal Transparency that states, in part:  

 

PUBLIC AVAILABILITY OF INFORMATION 

 

3.1 The public should be provided with comprehensive information on 

past, current, and projected fiscal activity and on major fiscal risks. 

 

3.1.1 The budget documentation, including the final accounts, and other 

published fiscal reports should cover all budgetary and extrabudgetary 

activities of the central government. 

 

3.1.2 Information comparable to that in the annual budget should be provided 

for the outturns of at least the two preceding fiscal years, together with 



forecasts and sensitivity analysis for the main budget aggregates for at least 

two years following the budget. 

… 

3.2 Fiscal information should be presented in a way that facilitates policy 

analysis and promotes accountability. 

 

3.2.1 A clear and simple summary guide to the budget should be widely 

distributed at the time of the annual budget. 

é  

 

3.3. A commitment should be made to the timely publication of fiscal 

information. 

 

Both the mayor and the municipal council/assembly (municipal council or assembly) have 

major roles in ensuring this transparency by virtue of their position as elected officials.  They 

are responsible for safeguarding public funds and utilizing those funds for the good of the whole 

community.  Existing laws require local budgets to be comprehensive, precise, timely and 

transparent.  It is very difficult to provide one single definition of the budget and the budget 

creation process that includes all its characteristics.  

 

The Budget in Local Context 

In developing a budget, a key issue is to look “beyond figures” and to recognize that the 

budget can have a far broader effect on quality of life and governance than that directly 

funded through municipal service provision.  Some of these effects include: 

 

�x Impact on local economy: Local government can significantly influence the local 

economy through investment in capital projects, economic development incentives, 

purchases of goods and services, and so forth.  This economic impact should be a 

consideration in budget development. 

�x Local public company and utility service provision:   Local government should 

have insight into the balance sheet and other financial reports of local public 

companies and other budget users. Only then can local government influence the 

efficiency and effectiveness of local agencies. In order to do this the municipal 



council or assembly must insist on proper reporting, including execution reports, 

in order to provide evidence for further financial requests.   

�x Public involvement and civil society:  A participatory budget environment results in 

more than just better budgets, it can also strengthen the linkage between the general 

public, civil society and the government.  Better knowledge of the issues facing local 

government can increase understanding of the decisions made; expertise in civil 

society can improve the quality of decisions in government and provide resources for 

their implementation; and the knowledge that government listens to people can 

improve the support from the public.   

 

Budget calendars 

The budget calendar is typically the first formal communication on budget development.  It is 

issued by the finance department, and based on legal requirements for formal submissions, 

working backward to the dates by which information is needed.  The two legal calendars are: 

 

Federation of Bosnia and Herzegovina 

 

The Budget Calendar begins not later than May.  In this month, municipalities are obliged 

to start the process of analyzing the Budget Framework Paper from the MoF.   

By 30 June, municipalities are to provide their respective budget users with the Manual on 

Draft Budget Preparation.   

By 1 August of the current year, budget users must submit a request to their Finance 

Department for the following year.   

By 1 October, the Finance Department creates draft budget in compliance with the Manual 

guidelines, paying special attention to budget users’ needs. 

 By 31 December, a competent municipal executive body adopts the budget proposal and 

submits it to the Ministry of Finance.   

The calendar provides an opportunity for harmonization of timeframes related to adoption of 

all budget documents.   

 

Republika Srpska  
 

The Budget Calendar starts from the month of July (5 July).  On this date, municipalities 



are obliged to begin analyzing the preliminary Budget Framework Paper. 

By 20 July, municipalities are to submit the Manual for Preparation of the Budget Draft to  

their budget users.   

By mid September, budget users submit requests for the following year to their Finance 

Department. 

By 15 October, the Finance Department will create a draft budget, taking into consideration 

needs of budget users and guidelines, as stated in the BFD 

By 1 November, the competent executive municipal body adopts the budget draft and 

submits it to the Ministry of Finance.   

The Ministry of Finance can give recommendations for and approval of the proposed draft by 

20 November. 

By 5 December, the competent executive municipal body adopts the budget draft, which is to 

be passed-adopted by the Municipal Assembly by 15 December.   

 

Finance Department is obliged to submit the adopted budget for the following year to the 

Ministry of Finance by no later than 15 December. The same procedure is valid for the 

budget of the Entity Government, and offers an opportunity for complete harmonization of 

timeframes for passing all budget documents in the RS.   



Revenue estimation   
The budget preparation process starts from the assessment of available revenues, or a revenue 

forecast, in the context of the local fiscal and economic framework. Although it may be 

possible or desirable to increase or decrease revenues, initial budget development should be 

based on the assessment of available funds. 

 

Basic budget revenues include: 

�x Tax revenues as stipulated by law 

�x Non-tax revenues, such as revenue from entrepreneurship, revenue from property, 

revenue from administrative fees and fines 

�x Revenue from performance of budget user’s basic activity, in compliance with special 

regulations 

�x Domestic and foreign grants in cash and in-kind   

�x Ceded public revenues (tax revenues) 

�x Primary-source public revenues (non-tax revenues)   

�x Financial support as additional funds from a higher level of government (grants)  

 

In BiH, forecasts of most major revenues are prepared 

by higher levels of government and transmitted to 

local governments.  Municipalities do not have the 

necessary information or authority to adjust these 

estimates in most cases; however, it is important to 

understand the risks and assumptions inherent in their 

preparation so that appropriate contingencies can be 

made if revenues exceed or are less than this forecast.  

The budget framework paper is a good source of this 

information, but the respective ministries of finance 

should also provide this information in more detail for 

municipalities on request.  This information should 

include an assessment of each of the major budget 

revenues – direct and indirect taxes – on an individual 

basis. 
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Even though municipalities should not adjust these collection estimates, it is important to 

evaluate projections for all taxes so as to facilitate further understanding of risks to these 

receipts and at the same time to assist in the preparation of estimates for municipal own-

source revenue.  A simple four step process can be used to provide these estimates: 

 

One, obtain and compile accurate data on collection by revenue for the past several years. Put 

this information in a simple table, with revenue source as rows, years as columns, including 

percentage increase by year. At the bottom of the table, indicators from the budget 

framework paper such as inflation, consumption, or GDP growth should be entered as well as 

estimates of population change for the municipality. 

 

Two, correct for law changes or other significant external events that affected collections.  A 

forecast needs to hold current policy constant or otherwise underlying trends cannot be 

identified.  One way of doing this is to adjust historical data for one-time events or law 

changes.  This can be through the addition of a third column that shows adjusted collections, 

adding or subtracting the change in revenue that resulted from these events. 

 

Three, compare percent change in each revenue, adjusted for external events, with the percent 

change in indicators at the bottom of the table. For each own-source revenue, consider those 

factors that affect its increase:  for fees or rental income, population change and inflation; for 

investment income, inflation (and interest rates, if available).  Using the percentage change 

most applicable to each of these revenues, enter the forecast in the columns for future years.  

For those revenues that are affected by unusual events, such as concession revenues, can be 

adjusted based on both past collections and an estimate of future concessions to be granted. 

 

Four, adjust these collections for changes or other policies that are to be effective in the 

forecast period.  If there is to be a fee increase, for example, receipts from fees should be 

increased to reflect this change (although probably by less than the full rate increase).  Enter 

this on the same line as the adjusted collections data, along with an explanation below the 

table.  For revenues forecast by higher levels of government, these adjustments will be 

included in the estimates already.  Summed, these adjusted collections are the revenue 

estimates for each year. Although revenue from the VAT and other direct taxes and income 

taxes should be included as forecast by higher levels of government, a comparison of these 

collections with past trends and trends for other taxes may provide information on relative 



direction of principal risk, i.e. that these collections may be too high or too low, to assist with 

preparation of contingencies.  This table should be included in the budget documentation, 

with a second table showing only actual and forecast collections by tax. 



 2005 2006 2007 2008 2009  

 Actual Adjusted Actual Adjusted % Actual Adjusted % Actual Adjusted % Actual Adjusted %  

VAT  5512              

Income tax  1241              

Fees  756              

Concessions  552              

Investment                

                

GDP                

Inflation                

Consumption                



Expenditure assessment and forecasting 
 

After the projection of budget revenues has been completed, the next step is to forecast the 

cost of providing current levels of service in the budget period.  These estimates serve as an 

initial baseline for expenditure estimation and will allow for the issuance of final instructions 

for budget preparation and negotiations between the finance department and budget users.  

These estimates start with a simple projection of current costs, i.e. an increase in salaries, 

benefits, materials, etc. for inflation using parameters updated following 

this revenue estimate.  At this time, the finance department should have 

the first reasonable estimate of the budget status in terms of overall 

potential surplus or deficit.  This is an important time to communicate 

this information to the mayor, the municipal council or assembly, and 

the public, especially if there is a serious problem.  Not only will this 

help set the stage for upcoming budget discussions, it will become 

known very quickly when actions are taken towards its resolution.  The 

expenditure projection is the basis for budget creation and a baseline for 

budget users to create their own financial plan proposals and to 

complete requests for allocation of funds, in line with all procedures and deadlines.  Should 

there be a potential deficit, budget users should be instructed to prepare both current service 

level budget estimates and alternatives at varying stages of reduction depending on the 

deficit. 

 

Budget requests 

The budget submission from budget users is factored into several components as set out in 

the budget instructions.  The first is the �F�R�Q�V�W�D�Q�W���V�H�U�Y�L�F�H���E�X�G�J�H�W, which may not be the same 

as the initial estimate that contains only cost adjustments and presumes no change in staffing 

or other costs.  Requests for financing current expenditures contain information on businesses 

and services that the budget user is able to finance from the proposed amount of funds and 

other funding sources. The request shows an organizational structure, qualification structure, 

number of staff, jobs and the services which staff provide.  Included in the request are Staff 

costs including the net salary, (based on a payroll list, which contains the name, position 

coefficient, basis for salary calculation and other compensations on a monthly basis) plus the 

total tax and contributions, as well as the other staff costs, providing the information for 
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determining the annual gross salary amount. 

 

In reviewing the constant service budget proposal, it is important that any possible 

efficiencies (or potentially cost increases) be taken into account.  Although inflationary 

increases in salaries, benefits and other costs are a starting point in such calculation, these 

increases should not be considered automatic.    

��

Accompanying this constant service budget can be requests for additional funding, that offer 

a budget user the opportunity to request additional funds for financing future activities that 

cannot be covered by the limited funds covering current expenditures.  In addition, if 

requested, a listing of potential budget reductions can accompany the submission as well. 

  

A���U�H�T�X�H�V�W���I�R�U���I�L�Q�D�Q�F�L�Q�J���F�D�S�L�W�D�O���F�R�V�W�V provides a budget user with an opportunity to request 

funds for the purchase of equipment, realization of ongoing projects and initiating new capital 

investments.  A request for purchase of fixed assets, those with a mid-term duration of usage, 

such as vehicles and equipment (computers, printers, etc) can be a line of either the current or 

capital part of the budget. Purchase of assets with long-term usage, such as land, buildings and 

infrastructure, with a value exceeding 25.000,00 KM are planned and requested as a part of a 

capital budget request. 

 

As part of the budget request, the capital investment request should contain:   

• The economic code   

• The type of capital expenditure 

• The budget expenditure related to actual capital expenditure in the previous year or a 

previous period, as well as what is anticipated for the current year 

• Expenditure from own revenues and donations dating from a previous year, or a 

previous period, as well as the expenditure assessment for the current year 

 

A decision on request for capital investment funds includes the following: degree of urgency 

of the project, goals of the project, impact of the project on the financial position of the 

budget user and readiness of citizens to support such a project. Based on these criteria, a 

determination can be made if there is a need for such a project.  A list of priorities should be 

drafted, with the anticipated start and end dates of the project included. After the list has been 

completed, a mid-term plan of capital investments is prepared, with a timetable and project 



costs, for projects that are under consideration.   

 

Submission of Financial Requests for Consideration and Allocation of Funds   

Budget users are obliged to submit their requests for allocation of funds to the Finance 

Department within the prescribed deadline. If a budget user fails to submit its request, the 

Finance Department is obliged to create and allocate revenues on behalf of that budget user in 

line with expenditures from the previous year. If the Finance Department determines that the amount 

of available revenues is not sufficient to cover realistic budget user requests, the head of Finance will 

propose a reconsideration of requests (reduction) by asking each budget user to establish priorities. If 

there are still deficiencies in revenue for covering all requested expenditures after this step, other 

possibilities will be considered (grants from higher levels of authority, loans/borrowing).   

 

Following preparation of budget requests, it is common to conduct individual meetings with 

budget users to refine requests.  In these meetings, efficiencies can be sought out, alternative 

methods of achieving the same or similar results considered, and an assessment of 

effectiveness of programs in achieving these results made.  If reductions are required the 

impact of these changes can be estimated, and a list of options prepared for decision makers.  

The fundamental problem, of course, is that a thorough analysis takes time, far more than the 

relatively short period of time available for budget preparation.  Longer term analysis can 

help provide this information: the municipal council or assembly can hold oversight hearings, 

citizens groups can work with the mayor to look at alternative means of service delivery, or 

the mayor or the head of the finance department can undertake this analysis. 

 

Program budgeting and performance measurement 

Budgeting is far more than an accounting exercise:  it is the means through which a 

government allocates its resources to achieve the results the public wants and is willing to 

pay for.   As there’s not enough money to do everything, the challenge in budgeting is 

deciding what to do with these limited resources.  The basic budget challenge is defining the 

top priorities and determining what is the most effective and efficient method of achieving 

them in the context of those limited resources. 

 

Most budgets are prepared in what is called a line-item format by department, with costs such 

as salaries, fringe benefits, utilities, supplies, and so forth listed separately and the total 

summed to the budget amount.  Although this type of format is essential for budgetary 



control and discipline, it tells the reader little about what results these expenditures are 

intended to achieve.  Similarly, most budgets are also prepared /using prior year expenditures, 

meaning last year’s allocation determines this year’s budget amount.  If fewer resources are 

available, then reductions are often allocated across the board; if more resources are 

available, a new program or an increase in existing program is often implemented without 

any review of existing expenditures or priorities. 

 

This approach to budgeting will result in optimal allocation of resources only by accident. 

Without clear understanding of what results these expenditures purchase and how effectively 

they do so, there is no means of comparing expenditures from one area to another and of 

measuring effectiveness of these expenditures.  Program budgeting and accompanying 

performance measurement has been developed as an answer to that problem. 

 

A program is a related set of government activities aimed at achieving a common result.  

Instead of listing expenditures for salaries and supplies, expenditures are categorized by their 

intended result:  vaccination of children instead of nurses’ salaries and medicine, street 

repaving instead of expenditures for salaries and construction materials, water supply instead 

of cost of electricity, salaries, repairs and so forth.  By classifying expenditures in this regard, 

their results can be clearly stated and progress towards them measured:  number of children 

vaccinated and consequent reduction in childhood illness, kilometers of roads repaved and 

cost per kilometer, millions of liters of water supplied, water quality, and cost per liter.  These 

measures increase the transparency of the budget and can allow both councilors and the 

public to determine the effectiveness of current efforts, and can allow for the transfer of funds 

from low priority, ineffective programs to high priority, effective programs. 

 

Program budgeting doesn’t need to be complicated.  It can begin with the answers to a few 

simple  questions: 

1. What does a budget user do, or why does the budget user exist? 

2. What does the budget user produce, or what are its outputs? 

3. Why does it produce these outputs?  What are the results these outputs are intended to 

achieve? 

4. How much does it cost to produce these outputs?  

 

The common results – the answers to question 3 – can constitute a program, and the cost of 



producing related results – the answers to question 4 – constitute a program’s cost.  If 

extended to all programs, the result is a program budget:  all of the expenditures of a 

municipality linked to the results they are intended to achieve.  Many of the benefits can be 

realized without going through this complete process, however, by starting with larger and 

higher priority expenditures and asking these simple questions.  

 

To realize the full benefits of program budgeting, however, one more question needs to be 

asked of each budget user: How do you as a budget user know you are successful in 

producing these results?  The answer to this question should be a set of performance 

measures, as noted above.  If the objective of a program is to reduce childhood illness, for 

example, the measures can include number of children vaccinated – the output – and the 

reduction in childhood illness – the result.  If the objective of a program is to collect solid 

waste, measures can include the number of metric tons collected – the output – and the 

cleanliness of streets as measured by citizen satisfaction – the results.  Advances in budgeting 

and improved resource allocations can be attained by little more than directing budget users 

to be prepared to answer these questions -- and then asking them in a public meeting.    Over 

time, as performance measures are developed and published they can be tracked and 

improvements or problems measured.  Similarly, indicators can be compared between 

municipalities and other levels of government, or perhaps between alternative methods of 

implementation. 

 

Budgeting in times of fiscal stress 

All too often, there is not adequate revenue to fund current expenditures, either because of 

slow growth (or decline) in revenues, rapid growth in expenditures, or both.   There are no 

easy ways to reduce budgets, and a number of pitfalls in  so doing.  A few rules that can 

apply to such a situation: 

Short or long term?  Response to a short term problem should be different from the 

response to a long term problem. Short term problems are amenable to short term solutions 

such as reductions in cash balances, hiring freezes, deferral of purchases, and so forth.  Note, 

however, that the effective cost of many short term solutions doubles: if the purchase of 

essential equipment is delayed a year, unless that delay is permanent in the following year 

two years’ equipemnt must be purchased.  If cash balances are reduced, then the cost must be 

incurred to rebuild them, and so on.  

Focus on the money.  Too often, budget reductions focus on politically unpopular, but 



relatively insignificant, programs.  While making speeches about spending on cell phones, 

travel, training, and so on is politically popular, the amount of savings from total elimination, 

were that possible, is small.  Look instead for major programs and major costs; reductions in 

these other areas are more symbolic, and should be treated lightly.  

Make reductions real.  Few government agencies spend their entire budget amounts; most 

build in some small contingencies which then cancel at the end of the fiscal period.  This is 

perfectly understandable, as the problems associated with overspending a budget are less than 

with underspending a budget.  However, initial pressure to reduce budgets may result in early 

recognition of these cancellations, with no real savings.  For each proposed budget reduction, 

budget users should be required to list how these funds will be saved, and this savings should 

be real, specific and sustainable.   

Use a programmatic basis.  Government did not come into existence with all of the services 

it provides overnight.  Government built up on a service-by-service basis, in response to 

public demands.  Reductions should follow that same format for savings to be real and 

sustainable.  Programs should be prioritized, and those with the lowest priority or those 

deemed least effective should be primary targets for reductions.   

Ask for public input.  Decisions on service reductions should not be made in isolation, as 

significant service reductions will likely be noticeable, and without public involvement in the 

decision the response may be very negative, even forcing reinstatement.  At a minimum, 

public hearings are essential, but it may be worthwhile to go on, to determine through 

surveys, focus groupss or others the relative value placed on different services and perhaps 

even determining service reduction options.  

 

 



Questions the mayor and head of finance should ask budget users:   
�x General 

�R How does your budget proposal reflect efficiencies in the delivery of 

services as compared to previous years?  How much are you saving? 

�R Are there additional cost items in your budget and, if so, what are they 

and how much do they affect your budget proposal? 

�R If it were necessary to reduce your budget by ten percent, what 

programs would you eliminate? 

�R If additional funding could be made available for a program, what 

program would you recommend?  Why?  Would you be willing to 

reduce expenditures on an existing program to help finance it? 

�x For all programs: 

�R What is this program’s priority in relation to other priorities? 

�R What would be the consequences if the program is eliminated? 

�R Is there a more efficient way to produce the same results? 

�x For existing programs: 

�R Why do we need this budget line or program?  What results is it 

intended to achieve?  

�R How can you show it is achieving these results? Can these goals be 

implemented in some other way? 

�x For new proposals: 

�R When is this required, or why is this required at this particular time? 

�R Who will benefit from this program, and how can you show they will 

benefit? 

�R Will costs increase in the future, and are additional long term staff costs 

included? 

�R What is the time duration of this program?  

�R How did we operate in the previous period without this program?  



 

The Draft Budget 

The draft budget should contain matching data for the previous fiscal year, new or amended 

assessments for the current year, and anticipated amounts for the following two years.  An 

overall breakdown of expenditure should be clear and understandable, not only to the elected 

councilors, but also to ordinary citizens. 

   

As budget realization is a political process, the level and quality of services have to be 

determined by the elected officials who are, ultimately, responsible to citizens. Municipal 

officials need to consider the balance of services provided by the municipality, including 

those budget users that need to be funded during that budget year. 

 

The mayor approves the proposed financial plans, decides on amendments to the draft 

budget, with advice from the head of finance, determines the proposed budget and submits it 

to the municipal council or assembly. 

 

When these questions are answered, the finance Department will have the necessary 

information to draft a balanced budget, because some proposals will have been rejected, some 

will have been reduced, others may create new revenues, or other revenues may have been 

increased to cover costs.  Over the long-term, a municipality can spend only what the 

municipality possesses. Since demand always exceeds fund availability, it is necessary to 

establish priorities and create a balance between expected revenues and planned expenditures. 

 

Budget Structure 

In order to improve transparency, the budget document presented to the public and submitted 

to the municipal council or assembly must be more detailed.  The budget lines should be 

broken-down (in accordance with the structure of the Chart of Accounts) and proper 

economic codes should be appropriately used. This means that all public expenditures should 

be represented by economic classification, organizational classification (combined with 

economic codes) and functional classification. These are: 

�x Current expenditures such as salaries, compensations, material and service costs, 

current transfers and interest rate payments 

�x Capital expenditures such as the purchase of  property, capital transfers 



�x Loans and shares in registered capital, reduced for the amount of loan repayment 

 

The organizational classification (combined with economic codes) should provide a detailed 

breakdown of the expenditures of all municipal units and budget users.  The budget plan 

should include comparative data and trend indices for comparison, showing the current 

budget plan and realization from the previous period.  A narrative to support the budget must 

be drafted. The budget narrative outlines the administration’s vision for the municipality, but 

more than that, the narrative is not simply a re-statement of the financial figures, in paragraph 

form, but an explanation that clearly justifies and clarifies all significant discrepancies (item-

by-item) between the actual realization in the previous period and the planned figures for the 

next budget year.  The narrative provides explanations for significant increases or decreases 

in the budget, and an explanation of how the budget will be achieved. Finally, the capital part 

of the budget must be separated and broken down by specific projects with an estimate of 

specific costs for each. 

 

Multi-year budgeting 

Those involved with the budget process quickly realize that the ability to change direction or 

significantly affect the budget is very limited in the next year.  By the time a budget is 

adopted, most of the expenditures are already set:  costs such as salaries, materials, utilities, 

and so forth cannot be changed radically in the very short term.  Second, there is also the 

recognition that costs and impacts do not begin and end in a single year, and to enter into a 

commitment for a new program may understate future costs.  Third, a longer term budget also 

provides a consistent framework for decisions, allowing agencies to plan for the longer term 

and to consider the broader impact of expenditures, not just line by line, department by 

department. 

  

For these reasons, governments are required to prepare three year forward budgets.  If done 

with care, these future years provide the opportunity to adjust expenditures in line with public 

demands: resources may be shifted from low priority, low performance programs to higher 

priorities.  These future years’ budgets also provide planning estimates and can allow for 

better policy implementation as a result.  

 

Presentation and Elaboration of the Budget to Citizens   

Once completed, the proposed draft budget should be shared with the public.  The municipal 



council or assembly, with support of the finance Department, should organize public hearings 

to share the administration’s ideas for the budget and receive input from citizens. The budget 

can then be modified, based on citizens’ priorities, taking into consideration the mandates of 

a municipality, as stipulated in law.   

 

Acceptance and Adoption by the municipal council or assembly 

The final stage of budget planning and preparation, presenting and elaborating the budget to 

municipal council or assembly, requires the executive and municipal council or assembly to 

take a decision which is in the interest of all citizens.  The technical procedures must be 

satisfied; eight days prior to the municipal council or assembly session, complete materials 

must be delivered to all councilors, to give them enough time to review all documents 

properly. When presenting and elaborating the budget to the municipal council or assembly, 

the head of finance should create a graphic presentation of the budget, including an 

illustration showing previous years’ trends. This presentation enables the councilors to 

visualize certain financial values through a graph and to see the dynamics of budget 

development.  If there is a Budget and Finance Committee monitoring the planning, 

preparation and implementation of budget, this body is also obliged to submit its own opinion 

of the budget proposal.   

 

The Committee is obliged to state in their report whether:  

�x Legal procedures have been complied with; 

�x Accounting classification has been complied with; 

�x Budget deadlines have been met; 

�x There has been proper transfer of funds to budget users; and 

�x Budget implementation and report submissions were done properly 

 

The Budget and Finance Committee is the link between the head of finance and the municipal 

council or assembly because members of the Committee are councilors and the Committee 

reports and advises the municipal council or assembly as a whole. The members usually but 

do not necessarily have a background in finance.  One of the duties of the Committee is to 

present the entire budgeting process to the municipal council or assembly through its reports. 

It is also in a position to provide the municipal council or assembly with significant financial 

information, if the Committee is working properly. A fully functional and professional 



Budget and Finance Committee, through its collaborative work with the executive, should 

increase the trust between the legislative and executive powers. Accountability of the heads 

of Department must be reflected through a continuous process of communication between the 

executive and legislative bodies, so that those in charge of creating financial policy are 

informed about the full impact of their financial decisions.   

 

The municipal council or assembly and the Mayor are held most accountable for the success 

or failure in the way a municipality operates. This is why provision of timely and relevant 

information by the head of finance is necessary, so that the executive and legislative can 

make sound decisions and develop a productive business policy.  

 

 



Citizen Participation in the Budget Process 

 

Citizen participation is a democratic practice whereby the public sets priorities to guide the 

government in making decisions and holds elected officials accountable for public programs 

and actions. Most municipal decisions have financial implications and municipalities use public 

funds to implement these decisions. Citizens have a right to express an opinion about how public 

funds are spent and discussions about the budget can help to generate greater public 

involvement in local decision-making.   

 

Establishing mechanisms for citizen participation in the budget process is therefore essential 

in order to bring citizens into the decision making process. Having public hearings not only 

provides citizens with greater knowledge about what local government is doing for the 

community, but it can help foster a sense of ownership, if their views are taken into 

consideration in developing the budget plan.   

 

 

Legal Regulations 

Municipal council or assemblies should not only open their doors to citizens for municipal 

sessions, but also municipal statutes should reflect the need for public hearings. This is a 

crucial step towards the goal of making public participation a legal obligation for municipal 

staff, regardless of who holds office.   

 

 

Responsibility of the Mayor 

It is the mayor’s responsibility to support public hearings on the budget. Any public 

participation action plan should be endorsed by the mayor.  In addition, the mayor and the 

relevant heads of Department should be active participants in developing a public information 

strategy and presenting the budget to the public. 

 

 



Public Hearings 

 

Organization of Public Hearings 

There are different approaches to holding public hearings and providing information to the 

public.  As municipal staff gain more experience on how hearings and meetings are held, 

their plans may well evolve.  The following is offered as a suggestion and focuses on three 

main steps in the process:  

1. Planning   

2. Implementation 

3. Follow up     

 

 Planning 

The planning phase starts with the appointment of a public hearing team and continues with 

the development of a strategy and action plan. The general approach, places and times of 

public hearing sessions, manner of informing citizens about public hearings and other relevant issues 

are developed in this phase. 

 

Public Hearing Team 

The mayor must first identify who will take overall responsibility for the public hearing process. 

Some municipalities establish a team to oversee the public hearing process.  The composition 

of this team will vary; however, in the case of public hearings on the budget, the participation 

of the Finance Department is essential.  The selection of the remaining members depends 

largely on whom the mayor has confidence and what tasks need to be done.  If the municipality has 

a staff member dealing with public relations, he/she should also be on the team.  In addition, 

consideration should be given to involving members of the community for specific activities.  

The task of the team is to develop an action plan and prepare a presentation on the budget 

document.   

 

Action Plans 

An action plan should contain all the basic information necessary for organizing and 

coordinating municipal activities for public hearings, including:  

�x The phase of budget development when the hearing will take place (near the end of 



the draft stage of the budget is recommended); 

�x The goal of the public hearing;   

�x Activities (instruments of public participation); 

�x Timetable; 

�x Person responsible for each activity; and 

�x Possible external support, if needed. 

 

 

It is important to name those employees directly responsible for each task. Making 

individuals responsible for implementation provides for more accountability and greater 

assurance that the tasks will be done on time.   

 

 

Other Forms of Public Participation 

There are other forms of public participation that municipalities can use prior to and after the 

completion of the budget development process, in addition to public hearings.  It is important to 

determine the sequence of events and identify which forms of public participation should 

come before the budget development process, the timing of public hearings in particular, and 

which should come after. Having too many meetings on the same issue (especially if 

conducted in a short time period) can be counterproductive and people will lose interest.  

Other forms of encouraging public participation include: 

 

Public meetings   

Public meetings can be used prior to beginning budget development.  The goal is to inform 

citizens about upcoming activities on budget development (surveys, public hearings etc…). 

The mayor and/or heads of Department can be present. Meetings usually have a short agenda, 

unless the information on budget development is tied to a discussion on another issue.   

 

Surveys 

Surveys are commonly used to collect data on various issues related to the municipal budget 

before its development.  In the budget development process it is important to distinguish 

between data collection from budget users, which is a legally prescribed practice (information 

on funding needs), and more general data collection (surveys).  NGOs and other civil society 



organizations or interest groups can often be used for conducting public surveys.  In this way, 

the municipal staff can be tasked with analyzing the collected data and producing a final 

report, which is a better distribution of time and effort than having municipal workers do 

everything themselves.   

 

Focus Groups 

Focus groups are a type of public meeting but with a specific group of people.  For the 

purpose of budget development, these meetings can be held with local entrepreneurs, 

displaced citizens, school boards, agricultural associations, etc. The goal is to obtain specific 

input on a specific issue; for example, planning subsidies for agricultural production, the 

allocation of funds for student transportation to schools, etc.  

 

The Forum of Responsibility 

The Forum of Responsibility is an approach to public participation that is usually used during 

the implementation of an adopted budget, after the entire budget process has been completed 

and adopted. It is usually a single meeting. It can be used for presenting other significant issues, such 

as a forecast of planned activities of municipal officials (mayor, Speaker), a review of 

completed activities, or the status of capital program development.  In terms of the budget, 

the Forum of Responsibility is used for presenting budget figures after the completion of one 

period of the fiscal year (such as quarterly reporting). This type of gathering can be politically 

sensitive because it opens municipal officials to public criticism.  Therefore, a strong political 

will to have such a meeting must be in place before these types of forums are organized.   

 



Gender-sensitive Budgeting 

 

A budget is the means through which a government implements its priorities, and it is 

important in a democratic, accountable system that the government also makes sure its 

priorities are balanced by gender.  Women and girls are affected by government programs in 

a manner different from men and boys; a gender-sensitive budget is a budget that takes this 

into account, that inherently identifies and supports the needs and interests of all its citizen, 

men and women equally.  

 

A gender-sensitive budget is one that considers the differential impact of expenditures and 

programs on different segments of society and makes an effort to balance those expenditures.  

Consideration of gender improves allocation decisions by explicitly considering this 

differential impact, helping provide the greatest good to the greatest number.  A gender 

sensitive budget is more accountable, as the explicit effect of expenditures are stated and the 

results can be measured.  Finally, a gender-sensitive budget encourages participation:  women 

and other marginalized segments of population (the disabled, disadvantaged, minority groups 

and the like) can be involved and listened to. 

 

Under the Law on Gender Equality in Bosnia and Herzegovina, governments are required to 

develop programs of measures for achieving gender equality in all areas and at all levels of 

government.  A gender-sensitive budget is one such program. 

 

Instituting a gender-sensitive budget 

The process of constructing a gender responsive budget should always take account of the 

purpose of such budgeting, which is the improved sector policy aimed at achieving the major 

objectives which include:  

�x Poverty reduction;  

�x Increased level of social democratization, public effectveness and transparency; and  

�x The eventual reduction of gender-based discrimination, and subsequent 

implementation of the principle of gender equality and its integration in the state and 

entity fiscal system. 

 



A gender-sensitive budget is not a separate budget; rather, it the same type of program-based 

budget already prepared, but one that seeks to measure differential impact and to consciously 

involve women in budget decisions.  It may involve (at least initially) nothing more than a 

listing of major programs financed in the budget and a listing of significant revenue sources 

along with an estimate of the effect of the program and revenue collection on men and 

women and a an assessment of whether this program will reduce inequities between men and 

women. 

 

As this initial budget analysis uses existing expenditures, with no effect on allocations, the 

extension of this process would be to involve women and other underrepresented groups at 

other stages of the budget process, from preparation through adoption, implementation and 

monitoring, and auditing and evaluation to ensure better gender balance.  



Budget Execution 

 

Budget execution, also referred to as budget realization, is the final phase of the budget 

process when funds are collected and disbursed in support of municipal activities, which 

ultimately serve the community at large. Budget execution is the implementation of the 

budget plan. 

 

Legal Framework 

 

Legally speaking, budget execution starts with the municipal council or assembly’s decision 

adopting the budget plan for the year ahead, or a Decision of the municipal council or 

assembly for temporary financing, in addition to the Decision of Budget Execution, which 

has to be adopted by municipal council or assembly at the same time as the budget plan.  This 

means that the budget is an act of the mayor, which is confirmed by municipal council or 

assembly and, after its adoption, the mayor has the authority to execute that plan.   

 

Areas of Budget Execution 

In order for a municipality to execute the budget in an efficient and effective manner, the 

budget plan must have been prepared realistically. The municipality has to establish an 

adequate internal structure and efficient procedures for proper budget execution. In addition, 

the municipal administration must give the same importance to both aspects of the municipal 

budget: revenue collection and expenditures.   

 

Revenues 

Budget execution involves not only payment of costs and expenses, but also the collection of 

revenues. Revenues include all funds that come into the municipality through bank accounts 

or in cash.   Revenue collection is based on the implementation of revenue sharing laws, laws 

on taxes and the implementation of the municipality’s decisions that regulate the collection of 

locally generated revenues.  Annual revenues in the budget plan represent an estimate of the 

funds that the municipality anticipates it will collect during the course of one fiscal year.  

  

A municipality has two main sources of revenues, tax revenues and non-tax revenues.  Other 



types of revenue often included in budgets are grants from higher levels government, 

donations and loans. 

 

Tax Revenues 

A significant portion of tax revenues are realized through higher levels of government and 

therefore the municipality has little to do with the management of their collection.  However, 

the municipality can influence improvements in collection of these revenues. Whether in 

FBiH or the RS, a municipality should maintain official communication with the respective 

ministry of finance that is responsible for collection of taxes or the transfer of tax revenues 

through the treasury single account for confirming proper tax distribution.   

 

Non-Tax Revenues 

Non-tax revenues are the only source of income that municipalities can directly collect. Yet 

many municipalities have yet to make the collection of non-tax revenues a priority. For 

planned non-tax revenues, a municipality has to ensure that there is an appropriate system of 

monitoring and collection. Municipalities must identify all possible sources of non-tax 

revenue.  This may include a review of current sources to determine whether all revenues are 

being collected adequately.   

 

The municipality must then ensure that there are appropriate mechanisms for the collection 

of fees and that there is a proper system for recording collected revenues. Monitoring revenue 

collection must be a regular activity and any deviation between the planned and collected fees 

should be addressed immediately. In order to mitigate lapses in collections, the mayor and 

head of finance should identify all critical points in the chain of fee collections, provide 

instructions on proper collections and warn the responsible department or person (in written 

form) that a correction in job performance is necessary.  If contracted claims are not collected 

in an appropriate timeframe, the head of finance should investigate and identify where the 

problem lies.  This may include more aggressive collection, a change in the system, or 

disciplinary action. A delay in correcting the problem could have a long-term negative impact 

on the budget.   

 

Grants 

A grant is a specific kind of revenue provided by a higher level of government. Unlike loans 

which must be repaid with interest, grants do not have to be repaid. A municipality can be 



allocated grants as a support for its administration (in case of a poor municipality) or 

earmarked for special projects.  A municipality can apply for grants from higher levels of 

government when it cannot fund essential municipal tasks. The municipality must provide a 

project proposal, in written form, for funding in accordance with budget procedure.  In other 

cases, a municipality may be responsible for maintenance of roads or cultural monuments that 

should actually be under the competency of a higher level of government. The higher level of 

government transfers authorization to a municipality to organize activities that should be 

supported with grants to fulfill those tasks.   

 

Donations 

Donations are usually collected by a municipality with the help of domestic or foreign 

donors.   Although a municipality cannot accurately forecast this type of revenue, it can help 

to attract financial support from donors by developing general municipal policies, strategic 

and capital planning and investment programs. 

   

Donations may be planned, in which case they are considered “ordinary”, or given by a donor 

unexpectedly, in which case they are termed “extra-ordinary”.  If the donation has been 

included in the budget plan when the funds are received, they should be recorded under title 

“ordinary revenue”.   “Extra ordinary” revenues are not planned and are received during the 

budget year. This unexpected revenue must be offset on the expenditures side.  “In kind” 

donations must also be included in budget execution reports. These donations must be 

correctly valued and entered in the municipality’s books. (“In kind” donations might be a 

project vehicle, handed over to the municipality after a project has ended, or a fire brigade 

vehicle given to a municipality by an organization, computer equipment, etc…) 

 

Loans 

There are strict legal regulations which provide guidelines for municipalities applying for 

loans and how the money can be spent. The legal framework1 allows municipalities to 

borrow7 from a commercial bank or Entities (FBiH or RS).  There are also laws on debt, 

borrowing, safeguards in FB&H (OG FB&H 86/07) and in RS (OG RS, 30/07) allowing 

municipalities to incur a long term debts. 

                                                
1 FBiH Law on Budget Articles 46, 47, 48 and RS Law on Budget System Articles 53 - 57 



 

Borrowing from a domestic or foreign commercial bank is possible for capital projects in 

accordance with special criteria, including the amount borrowed. If a municipality has a 

short-term deficit, it can borrow during a single budget year, but the municipality has to repay 

that debt completely within the year. 

 

The municipal administration prepares all documents required for a loan application and 

ensures that conditions necessary for borrowing and repayment are met. The municipal 

council or assembly must then issue a decision for borrowing in accordance with legal 

regulations.2  
 

Expenditures 

Using budget funds or creating expenditures is the last step in realizing the municipal budget 

plan.  The municipal head of finance is responsible for controlling this process.  The head of 

finance ensures accurate and proper transfer of budget funds and is obligated to follow the 

planned budget and to ensure that budget funds are transferred to planned users in a timely 

manner and that the transferred amount is in accordance with the plan.  The head of finance 

must warn the mayor and budget users in writing that any kind of transfer, which is not in 

accordance with the budget plan, is illegal. 

 

Expenditures and other payments from the municipal budget consist of current expenditures, 

such as salaries, compensations, material costs, current transfers and interest payments, and 

all services and activities for the fiscal year; capital expenditures for financing procurement 

and improvement of major community facilities and structures (capital budget); and lending 

and equity participation, less loan repayments   

 

Priorities in execution of budget expenditures must be scrutinized, in line with the revenues 

generated. When the revenues collected are less than what was planned the mayor and head 

of finance have to decide which expenditures are priorities. A distinction between 

expenditures which could jeopardize the functioning of the municipal administration and 

                                                                                                                                                  

 
2 Exceptions for borrowing from USAID, KFW and World Bank. 



expenditures which jeopardize service to citizens must be made, based on a general 

estimation of what budget execution should be in that period, taking into consideration any 

previous deficits, which should have been included in the budget plan. If a municipality has 

different types of debts and obligations to suppliers, and there is a possibility that liquidity 

will be adversely affected, the municipality has to identify its priorities, including electricity 

bills, contract obligations, transfer to budget users (library, kindergarten, fire brigade etc…) .    

 

Municipal authorities responsible for budget execution determine priorities based on the 

following criteria and in the following order: 

�x Internal obligations including salaries, taxes and contributions as a legal obligation; 

�x Debts which the municipality is under obligation to pay including capital investments, 

services, goods, or works; and  

�x Transfers to budget users and users of grants 

 

The mayor or head of finance must then inform budget users and users of grants about the 

situation and should provide some estimation of how the problem is to be solved. Municipal 

authorities should provide relevant information to budget users regarding the transfer of funds to 

budget users in the next period. Late transfers could jeopardize regular business of budget 

users and they must be able to identify their priorities when shortfalls occur. 

 

 

Budget Execution Process 

 

Timeline   

Although budget execution does not start until a decision on budget execution is adopted by 

the municipal council or assembly, the end of budget execution is defined by legal 

regulations. The fiscal year corresponds to the calendar year, 31 December being the last day 

for execution of budget revenues, while budget expenditures continue to be processed until 

31 January of the next year. All invoices received until the end of January should be 

processed as budget expenditures. In RS budget expenditures present total expenditures and 

other payments made from the budget, incurred prior to December 31 of the fiscal year. The 

                                                                                                                                                  

 



municipality must closely monitor funds in this period in order to pay all obligations.   

 

When the Budget is not Adopted on Time 

In FBiH when the municipal council or assembly does not adopt a municipal budget plan it 

must adopt a decision for temporary financing for no more than the first three months of the 

year. Temporary financing must be planned and executed for no more than the same amount 

planned in the 3 months of the previous year on the expenditures side, regardless of revenue 

collections.  

 

During that first quarter (1 January – 31 March), the municipal administration must correct 

unacceptable items in the budget plan.  Suggested budget items must be realistic and justified.  

If the municipal council or assembly does not adopt the Budget Plan before the end of the 

quarter, the municipality cannot legally disburse any funds for any expenditure after 31 

March, except loan repayments.    

 

In the RS, regulations are slightly different; the municipal council or assembly may pass a 

decision on temporary financing for up to 6 months (1 January – 30 June). Temporary 

financing, must be planned and executed for no more than the same amount used in same 

period of the previous year, up to a maximum of one half of the total revenue allocated in the 

budget of the previous fiscal year. 

 

Notification  

After adoption of the Decision of Budget Execution for Temporary Financing or a Decision 

on Budget Execution, the municipality must inform all budget users and grant users in written 

form regarding the amount of authorized funds in accordance with adopted budget.   

Once budget users have been notified, all the conditions have been met for actually executing 

the plan.   

 

Monitoring Execution   

The head of finance has to establish a financial plan that ensures municipal liquidity because 

cash flow for each month is not the same. The municipality must reconcile its revenue 

collection with the budget plan and realized services on a monthly basis.  Budget users and 

users of grants must provide written requests in a timely manner on a monthly basis and 

provide monthly reports on realized expenditures in a form provided by the municipal 



Finance Department, in accordance with procedures established through an internal control 

system. 

 

Reporting   

Although reporting is discussed in detail in Chapters 9 and 10, the intention in this section is 

to highlight the importance of reporting on budget execution as tool for successful 

implementation of the budget plan and for sound and effective financial management. 

 

Municipality must develop a system of reporting to the municipal council or assembly at 

least quarterly, but ideally, monthly. Only in this way does the municipal council or 

assembly have the ability to monitor budget execution in accordance with the planned budget. 

This is also essential for the preparation of the following year’s budget, as monthly reports 

provide a concrete picture of budget execution on all revenues and expenditures. 

 

The narrative must clearly justify, clarify and explain all differences between plan and 

realization, item by item.  Paid and unpaid obligations should also be included in execution 

reports. 

 

Budget Surplus and Deficit   

Addressing budget surpluses and deficits is one of the most important aspects of budget 

execution.  The legal framework allows a municipality to rebalance the budget in the process 

of budget execution in order to correct revenues or expenditures, but all financial managers 

should ensure that the budget plan is followed as closely as possible. Municipal authorities 

can balance expenditures when there are inadequate budget revenues.   As discussed earlier, 

if there is lower than expected revenues, a municipality can seek a loan or decrease 

expenditures. 

 

Budget Reserve 

According to regulations, a municipality must have a reserve fund.  This fund is used for 

unexpected situations, urgent and unforeseeable expenses that arise throughout the year. The 

budget reserve corresponds to 3% of revenue in FBiH and 2.5% in RS.  The mayor is 

authorized to determine the use of reserve funds but must report on how they were used on a 

quarterly basis to the municipal council or assembly. 



Reporting To Citizens  

Because municipal budgets include financial resources, tasks and projects that are of vital 

interest to citizens there is a need for periodic reporting on budget implementation to citizens 

and decision makers. The FBiH Budget Law and the RS Law on Budget System stipulates the 

framework contents of reports the municipal council or assembly and the competent Ministry 

of Finance (please see figures 3 and 4). 

. 

Figure 3 
Two-way communication of the local self-government with the municipal council or assembly, 

 the public and the Ministry of Finance 

 

 

 

 

 

 

 

 

 

 

 

 

 

Reporting During Budget Drafting 

The municipal Finance Department should consult all involved parties during the budget 

drafting process: The competent Ministry of Finance, municipal councilors, budget users, 

business associations and civic organizations. Drafting a budget requires adequate 

information to support decisions on budget. The budget can be seen as the result of 

harmonization of decisions made by the local authority and based on needs expressed by 

citizens. This is why communication with citizens cannot be one-way. 

 

The mechanisms that citizens can use to create an impact on municipal decision-making must 

be interactive. The municipal administration should make decisions based on the priority 

Municipal 
Council/Assembly Ministry 

of Finance 

Citizens 

Municipality 

NGOs and 

interest groups 



needs of its citizens, taking into consideration mandated legal obligations. It should report on 

successes and failures and fine-tune plans each year.  This is the opportunity to reach joint 

decisions on the best possible solutions for issues that the municipality is facing.   

 

Reporting During Budget Execution 

Municipalities are not legally bound to inform citizens about budget execution unless this is 

regulated locally by a decision of the municipal council or assembly. This explains why there 

is still a need to emphasize the significance of periodic reporting to municipal councils or 

assemblies, citizens and civic groups.  Reporting on budget execution is a way to provide the 

public with feedback on how the municipality and its representatives (including councilors) 

understood citizens’ needs during budget drafting and subsequent adoption. Municipalities 

should be providing the municipal council or assembly with quarterly, if not monthly, 

reporting on budget execution and these reports should be made available to the public. 

 

Monthly Reporting 

 The Finance Department provides the mayor with up-to-date monthly and sometimes more 

frequent overviews of expenditures and revenues according to budget classification and 

provides explanations of any deviations from the budget plan. This allows the mayor and 

heads of Departments to monitor activity and make necessary changes to spending. These 

reports also allow the mayor to inform the citizens about the status of the municipal finances. 

 

Quarterly Reporting 

Quarterly budget execution reports, not only keep the mayor and heads of Department 

informed, but also provide the municipal council or assembly with regular information about 

the activity of the municipal administration. The reports are also distributed to the relevant 

Ministry of Finance. 

 

These reports should contain: 

�x Municipal financial status during the reporting period;  

�x Comparative review of the planned and realized revenues and expenditures, status on 

grants and financing, and an explanation of any discrepancies; and  

�x Recommended measures for improvement if deviations are identified. 

Quarterly reports also provide a solid base for review of seasonal impact on certain types of 



revenues and expenditures by comparisons over time. This can be useful when budget lines 

fluctuate significantly during a budget year. 

 

Budget Execution Reporting FBiH 

The FBiH Law on Budget and the FBiH Rulebook on Financial Reporting (31 March 2005) 

regulates reporting to the Ministry of Finance and requires that budget execution reports of 

towns and municipalities are submitted quarterly.  They should be submitted to the competent 

canton Ministry of Finance within 15 days following budget execution report adoption.   

 

Figure 4 

Dynamics of reporting on realization of the municipal budget in FBiH 
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According to the Law on Budget System in the RS, reports on budget execution of 

municipalities and towns should be forwarded to the Ministry of Finance quarterly for the 

current fiscal year within 15 days following their adoption.  (Please see Chapter 9 Reporting 

to Ministries of Finance for further details). 

 



Figure 5 

Dynamics of reporting on realization of the municipal budget in the RS 
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Annual reports are needed for monitoring budget execution and should be shared with 

citizens prior to forwarding them to the municipal council or assembly and the competent Ministry of 

Finance. These reports should clearly contain: 

• Budget revenues and expenditures approved and assigned to the municipal budget 

during the previous and current year by the municipal council or assembly 

• Budget revenues and expenditures realized during the previous and current fiscal year 

clearly presented in order to distinguish the approved budget from its execution 

• Explanation on major discrepancies between the planned and realized budget items 

• Information on debt accumulation and managing that debt  

• Information on the use of the budget reserve 

 

The Annual Report should indicate the impact of legal changes or regulations adopted during 

the fiscal year and its estimated impact in the near future. Citizens should have access to 

these reports with clear explanations. This can be provided at Citizen Service Centers (One 



Stop Shops) or other municipal information desks, through an official web site of the 

municipality, or via civil society organizations.  The execution of one year’s budget provides 

a reasonable start point for planning the following year’s budget. 

 

Questions That Should Be Asked 

The municipal council or assembly and citizens need to be informed in a timely manner on 

all discrepancies that have occurred regarding the revenues collected and expenditures 

allocated during the budget year. Information should also be provided when unexpected 

events occur, which have a significant impact on execution of the budget and planned 

activities. 

 

Reports forwarded to the municipal council or assembly and citizens should be in an 

acceptable format and illustrated appropriately to provide objective and accurate information 

on the status of municipal finances and realization of planned tasks.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

���—�‡�•�–�‹�‘�•�•���ˆ�‘�”�����—�•�‹�…�‹�’�ƒ�Ž�����‘�—�•�…�‹�Ž�‘�”�•���‘�”�����•�•�‡�•�„�Ž�›�����‡�•�„�‡�”�•���ƒ�•�†��

�–�Š�‡���’�—�„�Ž�‹�…�ã��

�x Why has the planned project for road reconstruction between point A 

and point B not been realized?  

�x Why place C still does not have drinking water in accordance with 

valid standards, although reconstruction of the water supply network 

has been completed? 

�x Why administrative costs, particularly for official trips, have 

increased?  

�x Why the construction of the sports center hasn’t started in place D, 

although it was planned in the budget, while at the same time, sports 

center in place E was finalized, although it was never planned in the 

budget?  

�x Why information on the expenditures of the Communal Company has 

not been presented for this year? 

�x Why did sports club 'AS' receive double the amount planned in the 

budget?  



Budget Audit and Evaluation 

The budget cycle is not complete until final audit and evaluation of expenditures has been 

completed.  The audit is necessary to ensure compliance with all laws and regulations, to 

assure the public that fund were spent legally and in accord with the budget, to assure higher 

levels of government that reporting was accurate, and to assure those who rate the 

creditworthiness of municipalities that the financial data they receive is accurate.  For these 

reasons, audits are generally required by the higher level of government. 

 

Moreover, and as noted, the budget preparation process is too short to allow for the sort of 

detailed evaluation of expenditures needed to be able to determine which programs are 

working well and which are not, to facilitate the movement of funds from low performing, 

low priority programs to higher performing, higher priority programs.  These longer term 

evaluations, commonly conducted both by the mayor, department of finance, and budget 

users and by or on behalf of the municipal council or assembly, provide valuable information 

in program cost and effectiveness that helps result in better budgets. 

 

Municipal councils or assemblies have several methods of undertaking such oversight.  One 

common method is to hold a public hearing on a specific program, where information is 

collected on that program’s cost, effectiveness, objectives, and implementation alternatives, 

with opportunity for presentation by outside interested parties and the general public.  These 

can be special meetings just for that purpose, or they can also be part of the regular agenda.  

They typically begin with a presentation on the program by the mayor or the relevant 

department head, followed by questions, testimony by other experts, and a general discussion.  

Typically, these hearings do not result in immediate action, but provide direction to the 

mayor and departments in budget preparation and notice of the municipal council or 

assembly’s position on that particular program. 

 



Glossary of Budgetary Terms 

 

1. Appropriation is legal authorization issued by a legislative body, comprised in budget for 

budget users for assuming  liabilities for procurement of goods, services or facilities to be 

used for purposes set in the budget, in amounts that can not exceed the amount permitted for 

that purpose during fiscal year; 

 

2. Financial plan is an act of budget user defining all of its revenues and receipts, and 

expenditures and expenses for one year, pursuant to the Law on Budget. 

  

3. Financial reporting is a set of information on financial status, operation success and cash 

flows of a budget and budget users; 

 

4. Fiscal year is period from January 1 to December 31; 

 

5. Functional classification is a set of duties, functions and programs at all levels of 

authority, organized by their purpose; 

 

6. Treasury general ledger is a systematic record of transactions and business activities, 

revenues, receipts, expenditures and expenses, assets status, liabilities, receivables and 

property sources, incurred in relation to budget during fiscal year;  

 

7. Non-budget users are economic associations, organizations and institutions providing 

public services, based on special set of regulations, and other legal entities where 

municipalities have determining influence on management, based on the structure of capital; 

 

8. Public financial assets are, without limitation, all monetary assets collected based on 

revenues, charges and revenues from providing public services and activities, loans and 

grants, which has to be deposited on the Single Account of the Treasury and paid from the 

Single Account of the Treasury; 

 

9. Single Account of the Treasury is a system of a budget bank accounts, used as a mean of 



payments of revenues and receipts and payments of expenditures and expenses , recorded in 

the system of the General Ledger of the Treasury; 

 

10. Consolidation is presentation of financial data of several interconnected budgets and/or 

budget users and non-budget funds as it was a single subject; 

 

11. Modified accrual accounting is accounting base for registration of revenues within the 

period in which they become available and measurable, and expenditures are reliable when 

liability is incurred; 

 

12. Operational plan is amount of assets for payment of expenditures and expenses 

approved by the minister of finance based on proposal of a budget user; 

 

13. Development program plan is planning of expenditures for investments and capital 

donations; 

 

14. Revenues are, without limitation, tax and non-tax revenues and other revenues set by 

laws, i.e. acts of budget institutions; 

 

15. Budget asset granting is an outline amount of assets for payment of expenditures and 

cots defined for budget user on a monthly basis; 

 

16. Budget expenses are cash flow for financial and non/financial assets and repayment of 

debts; 

 

17. Budget and non-budget control is a system of control of material-financial operations of 

budget user, legal entities and natural persons with assets provided in budget; 

 

18. Budget users are bodies of government and others included in budget as budget users; 

 

19. Budget receipt is cash flow from financial assets, non-financial assets, domestic and 

foreign support and indebtedness; 

 

20. Budget projection is an estimate of revenues and receipts and expenditures and expenses 



of budget for multi-annual planning; 

 

21. Budget accounting is a part of accounting system which regulates planning, recording, 

analyzing, monitoring and reporting on business activities of budget users and non-budget 

funds; 

 

22. Budget expenditures are set by law and regulations adopted based on the law for 

operations, functions and programs planned in budget and financial plans of budget users; 

 

23. Internal control is organization, policies and procedures use to secure that government 

programs fulfill intended results; that resources in this program are used in accordance with 

set objectives of the organization; that programs are protected from loss, fraud and bad 

management and that reliable and timely information are available for reporting, support and 

decision-making;  

 

24. Internal audit is an independent body providing objective analysis in order to improve 

business of particular body. This activity helps that body to achieve its goals through 

introduction of systematic and disciplined evaluation methods and improvement of efficiency 

of risk control management and process management; 

 

25. Indebtedness is debt incurring or issuing securities (for repayment of debt principal and 

budget deficit financing and financing of capital investment and special programs). 

 

26. Bonds is transferable document in non-materialized form – electronic record, ktronskom 

zapisu, transmitted in a series, used by holders to obtain their rights from the one issuing 

securities pursuant to the law and decision on issuing.  

 

27. Capital investment is development project, project improvement and infrastructure 

construction, including movable and fixed property, equipment and consulting services, 

which are part of such project, previously approved by a competent administration body and 

has an amortization period longer than five years, and is serving public interest. 


