DRAFT ANNUAL ACCOUNTS OF 

THE STATE BUDGET FOR 2005

Introduction

According to the provisions of the Budget Law, the Ministry of Finance- State Treasury prepares Draft Law on Annual Accounts of the State Budget and submits it to the Government by 15 May. Government determines the Draft Law on Annual Accounts of the State Budget by end May and submits it to the Parliament by end July.

Provisions under Article 51 of the said Law stipulate the contents of the Annual Accounts, which should be in accordance with the contents and classification of the Budget and shall contain the following: 

- The initial and final balance of the Treasury Consolidated Account;
- A review of executed discrepancies regarding planned amounts;
- A report on loans,

- A report on budget reserves expenditures,

- A report on guarantees issued during fiscal year.
State Audit Institution Report on the Annual Accounts shall be enclosed to the Budget Annual Accounts. 

Pursuant to the above provisions of the Budget Law, the Ministry of Finance- State Treasury submitted the Draft Law on 2005 Annual Accounts to the Government of Montenegro on 15 May 2006.   At its session held on 18 May 2006, the Government determined the Draft Annual Accounts of the State Budget for 2005 and sent it to the Parliament of Montenegro on 31 July 2006.  

Annual Accounts of the State Budget for 2005 were prepared in accordance with the International Public Sector Accounting Standards on the cash basis or cash flow basis, and in accordance with the provisions of the Budget Law, including other regulations relevant for the State Budget. 

Pursuant to the provisions of the Article 51 of the Budget Law, the State Audit Institution Report on Annual Accounts was enclosed to the Annual Accounts of the State Budget, indicating that  Annual Accounts of the State Budget for 2005  truly and objectively disclosed receipts and expenses on cash basis in every aspect, that there were no significant deviations from applicable regulations and that data about all relevant and materially significant segments relating to spending of budgetary funds were provided in a high-quality manner.

Contents

Public spending policy in 2005 was based on economic policy established by the Government of Montenegro for implementation of further reforms under the Economic Reform Agenda and other Administration and Education Reform Agendas.  

Main objectives of the economic policy- affirmation of market and market transactions; restructuring of companies with developmental potential and their preparation for privatization; further development of entrepreneurs’ initiative; increase of the number of employed persons; stimulation of export orientation; reduction of grey economy; and creation of favourable environment for foreign capital inflow- have had a dominant role in the public spending policy.  

Budgetary spending policy for 2005 was designed to ensure: reduction of budget deficit or funding of budgetary expenses from real sources; balance between budgetary receipts and expenses; stabile functioning of all budgetary beneficiaries; regular payment of outstanding liabilities stemming from foreign currency savings of citizens; and regular meeting of liabilities to international financial institutions. Regular servicing of liabilities to international financial institutions is very important in terms of credit rating of Montenegro. Consistent implementation of reformed tax system, stronger financial discipline and more efficient collection of tax liabilities have been of particular importance in this regard.  

Namely, reform of the payment operations system and establishment of a new manner of accounting recording and control of public revenues have created prerequisites for a more efficient control and collection of public revenues, enabling relevant institutions to connect public revenues which have been paid-in with primary accounting recording and to identify taxpayers promptly.  

Upon creation of a new manner of accounting recording and allocation of public revenues, part of operations of former Payment Operations Bureau was assumed by the Ministry of Finance, whereupon payment operations expenses were significantly reduced while recording of public revenues introduced by the Republic was established at one place, and public spending financial resources management became more rational and efficient.   

Financial resources management through the treasury system ensures: rationalization of budgetary spending in the public finance system and minimal expenses on the basis of loans; more stabile funding of public spending; and adjustment of the finance system to the international standards. Priority in execution of budgetary obligations were those relating to funding of basic functions of state authorities: education; culture; social program implementation; stimulation of agricultural and tourism development as strategic developmental branches of Montenegro; implementation of public works program; providing credits to small and medium sized enterprises and improving their competitive capabilities; maintenance, construction and reconstruction of public roads; regular meeting of international obligations; and reduction of internal debt

During 2005, implementation of program budget was resumed for a better strategy concerning implementation of Governmental goals and more precise definition of programs and activities aimed at achieving of the said goals. Program budget was realized for six budgetary beneficiaries: Ministry of Maritime Affairs and Transportation; Penitentiary Institute (ZIKS); Ministry of Education and Science; Public Education Institute; Ministry of Tourism and Tourist Organization. Program budget disclosed activities of budgetary beneficiaries and other activities, in accordance with applicable regulations for the purpose of improving quality of work and achieving better program results.  

Budgetary spending for 2005 was by 7, 95% higher than planned, while dynamics and structure of receipts and expenditures was changed throughout the year due to revision of Budget and redirection of funds per individual expenditures and spending units in accordance with the Budget Law.  

State Budget receipts for 2005 amounted 581,02 mil. €, while expenditures amounted 543,42 mil. €, which means that during 2005 governmental deposits were increased by 37,60 mil. €, which together with transferred funds from 2004 makes deposit balance of 50,98 mil. € at the end 2005.

State Budget receipts were made on account of: source revenues- 430,05 mil. €; income from property sold- 136,31 mil. €, external assistance -2,50 mil. € and loans and credits-12,16 mil. €.

Source revenues of the State Budget were realized to the amount of 430,05 mil. €, which is somewhat lower than planned, and by 14,59% higher if compared with those from 2004.  Higher revenues than planned were realized on account of tax revenues (except for corporate income tax), taxes and charges for use of natural resources of common interest.  

As regards source revenues, VAT had a dominant share of 44,97% or 193,38 mil. €, then, personal income tax - 15,60% or 67,07 mil. €, excise duties - 15,25% or 65,60 mil. €, foreign trade and transactions tax - 9,55% or 41,10 mil. €, and corporate income tax - 4,95% or 21,29 mil. €. 

The above points to positive trends in the field of production and products and services turnover, stronger financial discipline of taxpayers and reduction of grey economy.

Expenditures of the State Budge (without debt repayment) amounted 460,05 mil. €, and were realized on account of:

- current expenditures



254,89 mil.€ or55,40%

- unburdened grants and social 

  benefits




120,97 mil.€ or 26,29%

- capital expenditures


26,80 mil.€ or   5,83%

- loans and credits given

               7,46 mil.€ or 1,62%

- repayment of guarantees


    6,19 mil.€ or   1,35%

- repayment of old foreign currency
10,51 mil.€ or    2,28%

   savings

- repayment of other liabilities 

16,14 mil.€ or    3,51%

- reserves




 17,10 mil.€ or    3,72%

State Budget current expenditures include:

- gross salaries of employees 


         155,93 mil. €

- other income and remunerations for employees
 11,26 mil. €

- expenditures for material and services

  
57,39 mil. €

- interest -related expenditures



20,62 mil. €

-rent -related expenditures


  
  
1,81 mil. €

- subvention-related expenditures

  
  
6,33 mil. €

- other expenditures




  
1,55 mil. €

State Budget deficit for 2005 amounted 30,00 mil. €. If repayment of debt on account of old foreign currency savings is removed from expenses and is disclosed as debt repayment which is in accordance with IMF standards, then the budget deficit amounts 19,49 mil. € and accounts for 1,81% of GDP. 

Deficit and net repayment on account of credits and outstanding liabilities in the field of social and child protection and labour rights protection were funded from donations to the amount of  2,50 mil.€ and from privatization receipts to the amount of 98,71mil.€. As a result, quite expensive sources of budget deficit funding- bank credits and loans on account of T-bills issue- were replaced by privatization receipts, as a more rational solution given that annual yield per deposit was 2%, bank credit interest rate  was  8-12%, while T-bills interest rate was 1-9%.

Upon settling of outstanding liabilities in the field of social protection, more favourable conditions were established for social welfare beneficiaries, while upon settling of outstanding liabilities on account of personal income in the public administration, possible high expenses in the case of enforcement of such claims before courts were avoided and payments on account of social allowances and personal income became regular.   

ASSISTANT MINISTER OF FINANCE,
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