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Table 3. Voter turnout in local government council elections

Elections year 1989 1993 1996 1998 2002 2005 2009

Voter turnout 72.4 52.8 52.5 49.8 52.5 47.0 60.6

In 2002, the Riigikogu adopted the Local Self-Government Councils Election Act,
which established the right of citizens to vote electronically on the web page of the
National Electoral Committee on the days of advance polling (in 2005 three days,
in 2009 seven days). It was first introduced in the local elections of 2005, when more
than 9 thousand voters cast their ballot via the Internet (this corresponded to 1.9 per
cent of all participating voters). This was the first time that electronic voting was
used at elections all over the country, not as an experiment, for example, just in one
municipality'". In the local self-government council elections in 2009, 104,413 vot-
ers (15.8 per cent of all participating voters) used I-voting method.

The chairman (volikogu esimees) is the head of the council. The local self-
government council may form both standing and ad hoc committees (alaline/ajutine
komisjon) as determined in the statute of a rural municipality or city. Law prescribes
only the formation of an audit committee (revisjonikomisjon). The chairmen of all
committees and all members of the audit committee must be elected from among the
council members. The majority of the council elects the chairman of the council by
secret ballot.

Upon the premature termination or suspension of the authority of a rural munic-
ipality or city council member, the new council member (alternate member) shall be
the first candidate who was not elected of the same political party and who ran as a
candidate in the same electoral district as the council member to be replaced. The
law provides for the possibility that all the council members are replaced by their
alternates. The council is considered incapable of performing its duties if: 1) it has
not approved the rural municipality or city budget within three months into the
financial year, or within three months after the adoption of the State Budget if the
latter was not adopted by the beginning of the financial year; 2) it has not elected the
chairman and the mayor within two months after the first meeting of the new com-
position of the council was adjourned, or it has not appointed members of the
executive board within four months after the first meeting of the new composition
of the council was adjourned.

Alternate members are members of the same political party or the election coali-
tion as the council member they replace, and this makes it highly questionable
whether their economic-political approach to the establishment of the budget can be
any different from that of the council member. The fact that not all the political par-
ties or election coalitions have a list of alternate members changes the political
structure of the council and enables it to take certain decisions. This, however, no
longer reflects the will of the electorate. Rural municipality or city councils have

11 Today, I-voting with binding results has been carried out five times in Estonia: in the local elections
in October 2005, the parliamentary elections in March 2007, the European Parliament elections in June 2009,
the local elections in October 2009 and the parliamentary elections in March 2011.
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regrettably often been incapable of performing their duties and it has usually been
the result of a purposeful action with the intention of changing the political structure
of the council*.

Local self-government bodies are required to conduct internal supervision. Each
rural municipality or city council is required to establish an audit committee. The
audit committee monitors: 1) the conformity of the activities of the municipal execu-
tive board with the regulations and resolutions of the local self-government council;
2) the accuracy of accounting of the municipal agencies and agencies under the
administration of municipal agencies, and the purposeful use of municipal funds; 3)
the timely collection and registration of revenue and the conformity of expenditure
with the rural municipality or city development plan; 4) the performance of contracts
entered into by the municipality; 5) the lawfulness and purposefulness of the activi-
ties of the municipal executive board and the agencies thereof.

The local self-government collegial executive body, named ‘“government”
(valitsus), consists of the mayor (/innapea in cities and vallavanem in rural munici-
palities) and members that are appointed after approval by the council for the local
election period. The mayor forms the government according to a procedure provided
for in the rural municipality or city statute. The government prepares issues to be
discussed at the council based on the position of the government or council resolu-
tions. He also resolves and manages local issues assigned to him by the council or
the municipality statutes, or other issues coming outside the council exclusive com-
petence. The government represents the local self-government in the courts. While
rural municipality or city council sessions are generally open, the government ses-
sions are not public unless the government decides otherwise.

The mayor is the head of the rural municipality or city administration. Usually
the administration consists of departments and the office (kantselei). The organisa-
tional structure of rural municipality or city administration is determined by the rural
municipality or city council. Local self-government staff is employed by the mayor.
The rural municipality or city secretary (vallasekretdr, linnasekretdr) is the head of
the office. The main tasks of the secretary are to prepare the materials for the sessions
of the government and the council. The secretary is also responsible for the regula-
tions that are being passed to be legally correct. In Tallinn and in other larger cities,
council office is separated from government office.

In Estonia, members of the council have had no right to be members of the rural
municipality or city government since 1989. As the only exception in 1989-1993 the
chairman of the council of the first level was at the same time also the mayor, to
favour the re-establishment of local self-government. Since 1993 this is not allowed.
In 1999, municipal officers were prohibited from being members of the council.
Initially, it was forbidden for a member of any municipal council to be a municipal
officer in any rural municipality or city. In 2002, the law was amended and now it is
forbidden simultaneously to be an officer and council member of the same rural
municipality or city. Thus, it is now possible in Estonia to be the chairman of the

12 E. g. both above reasons caused the City Council of Paldiski to become incapable of performing its
duties in 2002. Therefore, it would be reasonable to introduce in Estonia the system of permanent alternate
members who could replace council members at council and committee meetings whenever it is necessary.
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council of one rural municipality or city and a municipal officer, a member of the
rural municipality or city government or even the mayor of another. Usually, rural
municipality or city governments have 3-7 members. Tallinn City Government has 7
members — the mayor and six deputy mayors.

Not less than one fourth of the members of a council may initiate an expression
of no confidence in the chairman of the council, deputy chairman of the council,
chairman of a council committee, deputy chairman of a council committee, a mem-
ber of the audit committee, the government, the rural municipality or city mayor or
a member the government. The vote of no confidence is public and to adopt the
decisions the majority of votes of the council members is required. If an expression
of no confidence finds no support in a council session, an expression of no confi-
dence in the same person shall not be initiated for the same reason within three
months.

In order to better fulfil the functions of local self-government, the rural munici-
pality or city may divide itself into rural municipality or city districts. A rural
municipality or city district is a unit which operates in the territory and within the
composition of a rural municipality or city pursuant to the statutes of the rural
municipality or city district approved by the rural municipality or city council. In
Estonia, there are (in 2011) city districts in Tallinn and Kohtla-Jarve and rural
municipality districts only in Vinni rural municipality. The office of each district is
managed by an elder, and the elders are appointed by the rural municipality or city
government, upon proposal of the mayor and after having heard the opinion of the
administrative councils of the district. In Tallinn, there are 8 administrative councils,
with a total 135 members, working with the district offices and district elders. The
city council confirms the composition of the district administrative councils on the
basis of city council election results. The number of members, in each district admin-
istrative council, equals twice the district’s mandate in the city council plus one
member. In general, the administrative council discuss questions on which draft
legislation has been proposed, and on which the district elder has taken a position.
Administrative council decisions are recommendations to the district elder, city gov-
ernment and city council, and are not part of Tallinns legislation.

A small town or village elder may by elected by the small town (alev, alevik) or
village (kiila) meeting. In Estonia there are ca 5,000 small towns or villages and ca
1,200 small town or village elders. The performance of tasks of rural municipality
government by a small town or village elder shall be provided for in a contract. A
rural municipality council may adopt the statute of mayors of cities without local
self-government status (in 2011 — 14 cities, see Table 1), a small town and village
elder, which sets out the procedure for the election of mayors of cities without local
self-government status, small town and village elders, the requirements for candi-
dates, the rights and obligations and the term of authority. The term of authority of
mayors of cities without local self-government status, small town and village elders
shall not be restricted by the term of authority of the rural municipality council.

According to the Local Self-Government Organisation Act local self-govern-
ment units have the right to form associations and joint institutions to express, rep-
resent and protect common interests and to exercise joint tasks of rural municipalities
or cities.
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There are two national associations of local self-government units in Estonia:

1) the Association of Estonian Cities (Eesti Linnade Liit - ELL) in 2011
consisting of 48 members (32 cities and 16 rural municipalities).

2) the Association of Rural Municipalities of Estonia (Eesti Maaomavalitsuste
Liit - EMOL), in 2011 consisting of 139 members (rural municipalities).

The Association of Estonian Cities was founded in 1920 and the Association of
Rural Municipalities of Estonia was founded in 1921. Both associations were re-
established in 1990. In the late 1990s, there were heated discussions concerning the
legal status of local self-government units associations. The main issue was whether
the associations should be public or private legal persons. That was the time when
county associations of local authorities began to disappear. On the one hand, it was
caused by the confusion regarding their legal status; on the other hand, it was caused
by restrictions imposed on their decision-making power - until 1999, the county
associations participated in distributing the resources allocated to the national
investment programme from the State Budget but since 1999, the ministries have
been distributing the financial resources. Therefore the county associations lost any
interest in economic co-operation.

In the autumn of 2002, the Local Self-governments Associations Act was finally
adopted. The Act establishes the associations as private non-profit associations.
There can be no more than two national associations in Estonia since a national
association can be formed if 1) more than a half of the country's local self-govern-
ment units become members of the association (in the Association of Rural
Municipalities of Estonia there are ca 2/3 of the country’s local self-government
units) or 2) more than a half of the country's population resides in the local self-
government units that form the association (2/3 of the country's population resides
in the members of the Association of Estonian Cities). The objectives of a national
association are, through the joint activity of the local self-government units, to foster
the development of rural municipality or city in general, to represent its members on
both national and international levels, to protect the common interests of its mem-
bers, to promote co-operation between its members and to create possibilities for
improved performance of the functions prescribed by law for its members by law.

A joint organ, the Co-operation Assembly of Associations of Local Self-
Government units (Omavalitsusliitude Koostéokogu), was established in 1994 with
the main task to conduct negotiations with the Government of the Republic on local
self-government issues, especially on the subsidies allocated to rural municipalities or
cities from the State Budget and the horizontal distribution principles of the subsidies.

As there is no regional level local self-government in Estonia, the co-operation
of local self-government units within a county is of great importance for rural
municipalities and cities in terms of their relations with central authorities and co-
ordination of their own activities. The Local Self-Governments Associations Act
provides that there can be but one association in each county since more than a half
of the local self-government units of the county have to be members of the associa-
tion. There are 15 counties in Estonia. In every county there is a regional association
uniting all or most of the rural municipalities and cities of the county.
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Co-operation is mainly carried out by joint provision of public services especially in
areas such as waste management, education, transport, social care and health care.
Local self-government units co-operate also in elaborating development plans and
organizing cultural events. Joint foundations, non-profit organisations and enter-
prises can be established or specialists hired to work for a group of local self-gov-
ernment units. Many small rural municipalities or cities buy public services from
neighbouring cities or rarely from rural municipalities too. This type of co-operation
is usually carried out on a contractual basis and is especially widely used in the area
of general education.

Membership of the national and regional association is voluntary. The scope of
activities of the associations depends on the needs of the local self-government units
involved. National as well as regional associations of local self-government units are
mainly financed from budgets of member rural municipalities or cities. Regional as
well as national associations may perform local self-government or state functions
within the limits set up by law. The functions which require the exercise of powers
of public authority may be transferred to an association for performance only if cor-
responding authorisation provided by law has been granted.

The regional (county) associations have formed the Union of the Estonian
Associations of local self-government units (Eesti Omavalitsusliitude Uhendus - EOU).

6. Human resources

In Estonia, there are 141,200 employees in the public sector, half of them (49%) in
the local self-government sector. The employment relations in the local self-govern-
ment are regulated by the Public Service Act and Employment Contracts Act. The
public service is employment in a rural municipality or city administrative agency
(ametiasutus). An administrative agency is an agency which is financed from rural
municipality or city budget and the function of which is to exercise public authority.
Rural municipality and city administrative agencies in which employment is consid-
ered to be public service shall be: 1) office of rural municipality or city; 2) rural
municipality or city governments (as agencies) together with their structural units;
3) governments of a district of a rural municipality and of a district of a city (as
agencies); 4) city government executive agencies; 5) bureaus of local self-govern-
ment units associations. There are three categories of public servants: 1) officials; 2)
support staff; 3) non-staff public servants. The employees in the municipal agencies
(in the pre-school child care institutions, basic schools, secondary schools, hobby
schools, libraries, museums, sports facilities, care homes etc) are working according
to the Employment Contract Act.

There are 28,632 officials in Estonia (data from 31.12.2009) incl 23,307 central
government officials and 5,325 local self-government officials (1,451 men and 3,874
women). The largest local self-government administrations in Estonia are in Tallinn
(1,424 officials as of 31 December 2009), Tartu (289 officials) and Narva (195 offi-
cials). Many small rural municipalities or cities employ but 3-5 municipal officials,
the smallest in Piirissaare rural municipality (3 officials).

Significant changes have been introduced in the salary system of local officials.
Until 1992-1993, all local self-government units were required to apply the salary

97



Local Self-Government in Estonia

system approved by the Government of Republic for civil servants. After the
Constitution was adopted which established budget autonomy for local self-gov-
ernment units (article 157), the financially better off cities such as Tallinn estab-
lished their own salary systems. Soon the Government of the Republic accepted
this but only in the case of the rural municipalities and cities receiving not state
subsidies. The rest of the self-local government units, i.e. about 95% of them, were
still required to apply the Central Government approved salary system. According
to the Public Service Act which became effective on 1 January 1996, approving the
salary levels of the members of the local self-government executive board falls
within the exclusive competence of the rural municipality and city council. This
has resulted in vast differences in officials’ average salary from one local self-
government to another. The significant question is whether the area should be left
at the mercy of competition, and if the answer is affirmative then to what extent?
All the local officials are required to fulfil the tasks imposed on them by law. The
less well off municipalities are facing an increasingly acute problem of attracting
competent officials.

The state has imposed requirements on professional qualifications of one local
official — the rural municipality or city secretary (municipal clerk). The rural munic-
ipality or city secretary participates in the meetings of the rural municipality or city
executive board with the right to speak and counter-signs the local self-government
legislation. The rural municipality or city secretary is appointed and removed from
office by the mayor. The person to be appointed as the rural municipality or city
secretary must be an Estonian citizen who is at least 21 years old and has the quali-
fication of a lawyer or a certificate testifying to his/her meeting the requirements on
professional qualifications established by the Government. The compliance of rural
municipality and city secretaries with professional qualification requirements is
supervised and certificates of compliance are issued by the Rural Municipality and
City Secretaries Professional Qualifications Committee established by the
Government of the Republic (in the Ministry of the Interior).

7. Financial resources of local government

Rural municipalities and cities may use the following means to finance their
expenditures:

1) the taxes imposed by the state;

2) allocations and appropriations from the state budget;

3) local taxes;

4) economic activity, including proceeds from municipal property;

5) loans.

The taxes imposed by the state fall into two categories: a) taxes the rate of which
local authorities cannot change (personal income tax and natural resources user
fees); b) taxes the rates of which local authorities can change (land tax).
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The principal sources of rural municipalities and cities revenues are the taxes
imposed by the state and subsidies from the State Budget. Other significant sources
of revenue are loans and revenue received by selling or letting municipal property.
The biggest portion (ca '2) of income for local budgets comes from the state per-
sonal income tax (Table 4).

Table 4. The structure of local self-government income in 2005 and 2009

2005 2009
Type of revenue
million euros % million euros | %
Personal income tax 406,793 43.43 634,097 49.09
Land tax 32,325 345 48,249 374
Environmental fees 8,685 0.93 15,627 1.21
Local taxes 7,533 0.80 9,452 0.73
Proceeds from economic activity (incl selling goods and services) 98,459 10.51 139,923 10.83
Income from property 45,238 4.83 11,484 0.89
Budget equalisation fund 60,716 6.48 70,399 5.45
Block grants 186,498 19.91 220,886 17.10
Earmarked grants from ministries to rural municipalities and cities for special purpose 34,053 3.04 28,336 2.19
Other income 56,376 6.02 113,359 8.77
TOTAL 936,676 100.00 | 1,291,812 | 100.00

Separate items of revenue carry a different weight in local self-government units
revenues. E.g. the weight of personal income tax varies from 10% to 90%; the
weight of personal income tax is generally more significant in cities. The weight of
land tax varies from 1% to 50%; the weight of land tax is more significant in rural
municipalities where there are many senior citizens or people with low salaries. The
considerable weight of natural resources user fees in the revenue of a few rural
municipalities located in the area of oil shale mining (Ida-Viru county). It is quite
risky if the municipal revenue depends largely on one type of tax. There have been
cases when a half or even more than a half of the municipal revenue consists of the
personal income tax of one-two local businessmen. The situation becomes extreme-
ly difficult if the businessman decides to move (it has been known to happen) or has,
in a particular year, sold a number of shares and paid high income tax which is one
of the significant indicators for receiving subsidies for general purposes from the
State Budget (budget equalisation fund).

Until 1994, personal income tax was in full paid to residence rural municipality
or city budgets. As the Constitution guaranteed rural municipalities and cities bud-
gets autonomy, the state could no longer demand the local self-government units
with a larger revenue base make allocations to the State Budget like previously. The
amount of personal income tax paid to rural municipality or city budgets had to be
reduced in order to cover the State Budget expenditure, including the finances neces-
sary for horizontal equalisation of local self-government units revenues. In 1994, the
law was amended and since then only 52% of personal income tax was paid in rural
municipality or city budgets (the calculations were based on the revenue base of
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Tallinn in order to make sure that the town with the largest revenue base would be
able to perform the duties of a local authority without the state support). The same
year the proportional personal income tax rate (26%) was established. Soon, during
the parliamentary elections campaign, it appeared that the municipal revenue base
was too small and since 1996, 56% of personal income tax was paid in rural munic-
ipality or city budgets.

In 2003, the Riigikogu amended the Income Tax Act so that within the next
years the rate of personal income tax is going to decrease by one-two per cent a
year. Due to the decreasing rate of income tax, it is no longer possible to continue
the practice where 56% of the total personal income tax received was accrued to
rural municipality or city budgets and 44% to the national budget. The local self-
government revenue base is also affected since, from time to time, the Riigikogu
increases the amount of the basic exemption deductible from the income. It was
decided, in order to avoid the negative effect on the local self-government revenue
base, that the percentage of personal income tax accrued to rural municipality or
city budgets is going to be 11.4% (2004), 11.6% (2005) etc. regardless of the
income tax rate and the amount of basic deductible exemption or other tax exemp-
tions (Table 5).

Table 5. The distribution of personal income tax between national budget and local self-
government budgets

Year Personal income tax (%) to national budget (%) to rural municipality or city budget (%)
2003 (and before)* 26 44 56
2004 26 14.6 11.4
2005 24 12.4 11.6
2006 23 11.3 11.7
2007 22 10.1 11.9
2008 21 9.07 11.93
2009 21 9.6 11.4*
2010 21 9.6 11.4
2011 21 9.6 11.4

*26%=100%

In the situation of the global economic crisis, Estonia began to cut its national bud-
get deficit and the growth of its national debt, an action which is indispensable in
order to ensure the financial stability of the country, as well as to comply with the
“Maastricht criteria” which have to be met by countries wishing to join the euro
zone. Since the total local self-government deficit amounted to no less than 22% of
the state deficit, the Government of the Republic took preventive measures against
local self-government debt and national deficit growth. For this reason, the 2009
budget act was twice amended, considerably reducing government expenditure,
and consequently rural municipalities and cities income base. Their share of per-
sonal income tax, for example, was cut from 11.93% to 11.40%, and a number of
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specific grants, such as subsidies for education, culture and road maintenance,
were also reduced".

For years, it has been suggested that personal income tax should consist of the
national and local personal income tax, and rural municipality or city councils should
be allowed to increase or decrease the local personal income tax rate. It would also
serve the purpose of providing local self-government units with additional means for
executing their economic policy. So far, rural municipalities and cities have little
interest in improving conditions for entrepreneurship or reducing unemployment. It
is even useful for rural municipalities and cities, especially the small ones, to have
their residents go to work in big cities with a higher average salary.

Land tax is also a national tax, but all its revenues are paid into local self-government
budgets. The rural municipality or city council determines the tax rate within limits given
by law. Land tax is 0.1-2.5 % of the estimated value of land". In case of agricultural land
the rate is 0.1-2.0 %. Land tax is not imposed on land where economic activities are
prohibited by law or pursuant to the procedure provided by law; land in public use etc.

The purpose of application of environmental charges is to prevent or reduce the
possible damage related to the use of natural resources, emission of pollutants into
the environment and waste disposal. The proceeds from environmental charges shall
be divided between the state budget and the budgets of the rural municipality or city
of the location of the environmental exploitation. The rates for the natural resources
extraction charge shall be established per ton or cubic meter by a regulation of the
Government of the Republic. The Environmental Charge Act stipulates that equal
part (50 per cent) of the natural resources user fees (user fees for oil shale, sand,
gravel etc) are paid in municipal revenue. This has a direct effect on rural munici-
palities in the North-East region of the country with many oil shale mines where the
so-called factor tax can constitute up to 50-60% of rural municipality revenue.
Therefore, those local self-government units, although located in an ecologically dif-
ficult area, have the largest revenue base per person in the country.

The above three state imposed taxes (personal income tax, land tax and natural
resources user fees) are significant because the total amount of the taxes determines
the amount of subsidies for general purposes allocated to rural municipalities and
cities from the State Budget. The total amount of the above three taxes paid by a rural
municipality or city are divided by the population of the rural municipality or city.
The amount of subsidy for general purposes due to the rural municipality or city from
the State Budget is calculated on the basis of a formula which takes into account the
demographic structure of the municipality (the number of children at pre-schools, the
number of students, the length of local roads and city streets etc)"”. The amount of

13 In 2009 the percentage of personal income tax was one month 11.9%, 3 months 11.93 % and 8 months
11,4%.

14 The National Land Board periodically fixes the taxable value of land depending on the location and
the purpose of its use (agricultural land, commercial land, land designed for transport, public land etc).

15 In 2002, the formula used for calculating the amount of resources to be allocated from the state bud-
get with the purpose of horizontal equalisation of municipal budgets was changed. The previous, m-formula
took into account only the total of three income articles — personal income tax, land tax and natural resources
royalties. The new formula takes into account also certain significant socio-economic factors that have an
influence on municipal expenditure such as the age structure of local population and road network, and the
difference between such expenditure in difference rural municipalities and cities.
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the equalisation fund in a draft state budget and its distribution is determined by the
negotiations between the representatives of the associations of local self-government
units and the Government of the Republic.

The support T allocated from the budget equalisation fund to a rural municipal-
ity or city budget for 2010 was calculated as follows:

T= (4K — AT) * k, where
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size of the budget equalisation fund in the specific local self-government;
calculated average operating expenses of the specific local self-government;
calculated revenue of the specific local self-government;

coefficient of level of support;

the number of children (06 years of age), number of school-age children (7—18
years of age), size of the working population (19—64 years of age)and the num-
ber of elderly persons (more than 65 years of age) according to the data in the
population register, the calculated length of local roads and streets (roads with
solid surface by coefficient 0.26, city streets by coefficient 0.74; roads with
non-solid surface by coefficient 0.047) in kilometres according to the national
register of roads and the weighted average number of disabled persons who are
taken care of and to whom caregiver services are provided according to the
caregiver's allowance report 2006-2008 at the specific local self-government;

calculated average operating expenses in kroons per child, school-age child,
person of working age, elderly person, disabled person who is taken care of and
person to whom caregiver services are provided and per kilometre of the calcu-
lated length of local road and city street in local self-government units;

the total amount of the number of children, school-aged children, persons of
working-age, elderly persons, the weighted average number of disabled per-
sons who are taken care of and to whom caregiver services are provided in the
specific local self-government multiplied by the calculated length of local roads
and city streets in kilometres adjusted by coefficients and the calculated aver-
age operating expenses of local self-government units in kroons calculated per
unit in respect of each corresponding indicator;

receipt of personal income tax at the specific local self-government in 2007,
2008 and 2009, respectively, multiplied by 11.4 and divided by the calculated
income tax rate for the local self-government in force in the relevant year (in
2009 the calculated income tax rate is 11.9 per cent for one month, 11.93 per
cent for three months and 11.4 per cent for eight months);

calculated land tax (1.25 per cent of the price of taxation of general land and
0.6 per cent of the price of taxation of agricultural land in 2009) in the specific
local self-government;

receipt of the extraction tax for the mining right and the fee for the special use of
water in the specific local self-government in 2007, 2008 and 2009, respectively.
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More than 80% of rural municipalities and cities (in 2009 — 183 from 226 rural
municipalities or cities) in Estonia are entitled to the above subsidy for general pur-
poses. The rural municipalities and cities surrounding the capital Tallinn are the
exception since the revenue they raise from personal income tax is extremely high.
Some rural municipalities in the North-East region of the country do not receive the
above subsidy for general purposes either since they generate quite a lot of revenue
due to natural resources user fees.

Local self-government units provide large scale functions and a remarkable
share of public infrastructure has to be given to maintenance by local authorities. The
most important area is education, as local authorities are obliged to maintain school
houses and pay salary to teachers. General purpose block grants are allocated to local
self-government units to enable them funds to cover expenses like salaries of teach-
ers, subsistence benefit etc. Block grants from the State Budget amounts to ca. 1/5
of local government revenues (see Table 4). The distribution between local self-
government units of the support allocated to a rural municipality or city budget from
the budget equalisation fund and of the funds for education costs, subsistence bene-
fits, funds for provision of social benefits and services, support for stabilising the
revenue base of local self-government units, supplementary payments to rural
municipalities of islands and rural municipalities which include small islands and the
extent of, conditions of and procedure for distribution shall be established by the
Government of the Republic.

The Local Taxes Act (1994) determines the types of local taxes, the subject of
taxation, exemptions from tax, the basis of assessment and the rate of taxes. Under
these legal conditions, rural municipality and city may decide about the type and rate
of local taxes. Local taxes are: advertisement tax; road and street closure tax; motor
vehicle tax; animal tax; entertainment tax; parking charge. Since 1994 local taxes
were also sales tax and boat tax, but after the decision Tallinn City Council to imple-
ment them starting from 2010, the Riigikogu decided to abolish them from 2012. The
importance of local taxes is in Estonia less than one percentage from local self-
government revenues (Table 4).

Advertisement tax, road and street closure tax and parking charge are the most
often imposed local taxes. More than 3/4 of local self-government units have not
imposed any local taxes. The issue of local taxes has led to diametrically opposite
opinions being voiced in Estonia. It has been said that there is no need to impose
local taxes in Estonia. On the other hand, the right to impose local taxes is one of the
most significant characteristics of local self-government. This is supported by sub-
paragraph 9 (3) of the European Charter of Local Self-government which assumes
that at least part of municipal revenue is generated by imposing local taxes.

Rural municipalities and cities can borrow to cover the investments prescribed
by the rural municipality or city development plan. The amount to be borrowed can-
not exceed 60% of the budget revenue of the current year and the repayment profile
has to be drawn up so that the repaid amount does not exceed 20% of the revenue in
each given year.

Several ministries allocate earmarked grants to local authorities for special pur-
pose or to support municipal investments. Local self-government may freely decide
on fees and charges paid by users for public services. They may have some resourc-
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es from municipal assets, for example, from the privatization of municipal property.
But there are significant differences between the cities and rural municipalities in
their capacity to get revenues from this source.

The principal items of municipal expenditure are education (above 40% of
municipal expenditure on average), public transport, road maintenance, social wel-
fare and general administrative costs. On average, 1/10t of municipal expenditure is
spent on covering administrative costs but it varies from 5-20%.

Table 6. The structure of local self-government expenditure in 2005 and 2009

2005 2009
Expenditure
million euros % million euros %
Administration 131,328 13.68 183,907 13.54
Education 408,158 42.52 607,311 44.70
Economy 167,464 17.45 227,519 16.75
Culture, leisure and sport 132,443 13.80 168,250 12.39
Social welfare and health care 73,640 7.67 115,179 8.48
Environment protection 43,662 4.55 50,822 374
Public order 3,186 0.33 5,442 0.40
TOTAL 959,881 100.00 1,358,430 100.00

The Constitution guarantees rural municipalities and cities autonomous budgets. In
the Judgment of the Supreme Court of Estonia 3-4-1-8-09 (16 March 2010) the Court
explains that the right and obligation to independently decide and organise all local
issues based on law arising from subsection 154 (1) of the Constitution also includes
making decisions regarding how to use the funds allocated for resolution of local
issues. Subsection 157 (1) of the Constitution specifies the right to municipal self-
administration and stipulates that a local authority has its own budget whose drafting
bases and procedures are provided by law. The budget of a local authority is part of
the public sector budget, but not part of the State Budget. The right to municipal self-
administration extends to budgeting and adoption of a budget insofar as it concerns
incurring expenses required for performance of local self-government functions.

8. Property and assets

Rural municipalities and cities have quite comprehensive autonomy to manage their
property and earn revenues'®. A local self-government council shall establish the
procedure for the administration of the property of the rural municipality or city. A
rural municipality or city may transfer an immovable which has been transferred
into its ownership without charge by the state if such immovable ceases to be neces-

16 A significant amount of municipal revenue of big cities is generated from letting or selling municipal
property. The latter is, naturally, one-time income. E. g. Tallinn received ca 60 million euros for 51% of the
shares of the company providing the town with water supply and wastewater services (4S Tallinna Vesi) in
2001.
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sary or has become unsuitable for the performance of the functions of the local self-
government. An immovable transferred by the state without charge may be trans-
ferred only pursuant to the procedure established by the local government council.
A rural municipality or city has the right of pre-emption upon the transfer of struc-
tures located within its administrative territory by persons in private law if such
structures were, in whole or in part, used by an educational, health care, cultural or
child care institution for not less than one year prior to the transfer. The provisions
of the Law of Property Act apply to the right of pre-emption otherwise.

The biggest problems regarding municipal property are related to land property.
According to the National Audit Office overview from December 2010 of the land
of rural municipalities and cities, there is no one in the state who knows exactly how
much land rural municipalities and cities have and what kind of land they need. The
state’s databases give a complete overview of land owned by persons in private law,
but it is impossible to say how much land in Estonia is owned by rural municipalities
or cities on the basis of the information contained in national databases. The reason
is that rural municipalities and cities do not have to enter the land in the Land
Register. Only the land with which further transactions will be performed is gener-
ally registered. The National Audit Office finds that entering land in the Land
Register should be made mandatory for rural municipalities and cities so that a com-
plete overview of the land belonging to local self-government can be obtained, and
state fees should be taken to a level that would allow account to be kept of municipal
land at a reasonable expense.

Rural municipalities and cities believe that the main problem they have is that
they don’t have enough land for the performance of their duties. When preparing the
overview, the National Audit Office found that the local self-government need for
land has not been ascertained and there is no overview of how much land they
already have, as it is impossible to obtain comprehensive information about this from
the state’s databases.

Rural municipalities and cities received most of their land free from the state in
the course of the land reform. Almost 15,000 plots of land with a total area of circa
30,000 hectares (i.e. less than 1% of all land registered in Estonia) had been given to
local self-government units like this by 2010. Rural municipalities and cities
obtained the remaining plots of land either by buying or inheriting them, by receiving
them as gifts, and from the state when it sold its land to them. Some rural munici-
palities and cities received hundreds of hectares of land (manor land that belonged
to local self-government before 1940 or military land from the Soviet times) from
the state in the course of the land reform and have used it for developments and earn-
ing income; others have had to acquire land.

The local self-government units that have been given the most land in terms of
area in the course of the land reform are the city of Tallinn (3,722 ha), the city of
Tartu (1,315 ha) and Rae rural municipality (1,084 ha). 40% of local self-government
units have received less than 50 hectares of land free of charge in the course of the
land reform. The majority of land (81%) is land given in municipal ownership on the
basis of the resolutions of county governors while the decisions in remaining cases
were made by the Government of the Republic, whose discretion in deciding on
municipalisation was broader.
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In the exclusive competence of the rural municipality or city council is the submis-
sion of applications for the expropriation of immovables. The rural municipality or
city council must submit an expropriation application of private property to the
Minister of Internal Affairs, who shall submit the application to the Government of
the Republic within one month with his or her opinion appended thereto.

9. Control, supervision and oversight of local authorities activity

Local self-government bodies are required to conduct internal control. Each rural
municipality and city council is required to establish an audit committee with no
less than three members for the duration of its term of office. All members of an
audit committee shall be elected from among the council members. The audit com-
mittee monitors: 1) the conformity of the activities of the municipal executive board
with the regulations and resolutions of the municipal council; 2) the accuracy of
accounting of the municipal agencies and agencies under the administration of
municipal agencies, and the purposeful use of municipal funds; 3) the timely collec-
tion and registration of revenue and the conformity of expenditure with the rural
municipality or city development plan; 4) the performance of contracts entered into
by the rural municipality or city; 5) the lawfulness and purposefulness of the activ-
ities of the rural municipality or city government and the administrative agencies
thereof. In addition to internal control by council audit committee, many bigger
cities (Tallinn, Tartu, Parnu) have professional internal control office. Since 2003
rural municipalities and cities are required to add an independent auditor’s report to
the annual report and report of execution of the budget.

External state control and supervision is effected by Chancellor of Justice
(Oiguskantsler), the National Audit Office (Riigikontroll) and County Governor
(maavanem). The purpose of supervision is to ensure the lawfulness of municipal
activities (article 160 of the Constitution). It has to be understood that state control
and supervision over local self-government can be conducted only based on law if
the law so stipulates. We can say metaphorically that local self-government has no
superior than law.

According to the Constitution (article 139), the Chancellor of Justice (Legal
Chancellor) shall be, in conducting his or her work, an independent official who shall
monitor whether the legislative acts adopted by local self-government bodies are in
accordance with the Constitution and the law. If the Chancellor of Justice deems that
legislation adopted by a local self-government body contradicts the Constitution or
the law, he proposes to the body which has adopted that act that it bring the act into
accordance with the law within 20 days. If the act is not brought into accordance with
the law within 20 days, the Chancellor of Justice proposes to the Supreme Court
(Riigikohus) that the act be declared null and void. The Chancellor of Justice is
required to present an annual report to the Parliament on whether the legislation
adopted by the state legislature and executive and by local self-government bodies
are in accordance with the Constitution and law.

Another important constitutional task entrusted to the Chancellor of Justice is the
function of the ombudsman that was given to him under the Chancellor of Justice Act
passed on 25 February 1999. According to this, the Chancellor of Justice monitors
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whether state agencies comply with people’s fundamental rights and freedoms and
with the principles of good governance. An amendment to the Act that entered into
effect on 1 January 2004 further expanded the functions of the Chancellor of Justice
as an ombudsman — now the Chancellor of Justice also supervises local self-govern-
ment units, legal persons in public law and private persons who exercise public func-
tions. By exercising these closely related tasks, the Chancellor of Justice focuses on
the review of compliance with the fundamental constitutional values — human dig-
nity, democracy, rule of law, social state.

According to the Constitution (article 133) the National Audit Office shall super-
vise the use and control of state assets which have been transferred into the posses-
sion of local self-government units. The National Audit Office conducts economic
supervision over local self-government units in so far as they use immovable and
movable property of the state transferred into their possession, allocations for spe-
cific purposes and subsidies granted from the State Budget, and funds allocated for
the performance of state functions. The National Audit Office audits use of the funds
of the European Union allocated through the state or the local self-government units
and meeting of obligations to the European Union assumed in connection with such
funds. With regard to the end users of the funds of the European Union and persons
who have obligations to the European Union, the National Audit Office has the right
to perform procedural acts in order to ascertain the validity of the circumstances
which were the basis for the receipt of such funds and the legality of the use of the
funds and the performance of the obligations.

A county governor has the right to exercise supervision over the legality of leg-
islation of specific application of local self-government councils and governments of
the given county and, in the cases and to the extent provided by law, also over the
legality and purposefulness of the use of state assets in the use or control of local
self-government. A county governor or an official authorised by the county gover-
nor’s order has the right to control the performance of state functions assigned to
local self-government by law or assumed by local self-government by an administra-
tion contract. A county governor has no authority to stop or declare void any mea-
sures taken by local self-government body; he can only suggest that the local self-
government body take the necessary measures to comply with the law. If the rural
municipality or city does not change the act in order to comply with the law, the
county governor has to appeal to court. In cases set by the law, county governor also
has the right to file a petition with the Chancellor of Justice or make a report to the
National Audit Office.

The system of state supervision over the legal functioning of local self-govern-
ment has been unchanged in Estonia since the early 1990s. Heated discussions over
granting the National Audit Office more rights to inspect municipal property started
in the late 1990s. The management of the National Audit Office and many Members
of the Parliament wanted to amend the National Audit Office Act by granting the
Office as extensive rights to inspect the use of municipal property as it had to inspect
the use of public property. Local self-government units associations opposed the idea
since it would have significantly decreased the degree of municipal autonomy estab-
lished in the Constitution. However, the new National Audit Office Act adopted in
2002 granted the National Audit Office considerably more rights in the area. The
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National Audit Office was granted the right to audit a) the use of municipal property
in municipalities; b) non-profit organisations and foundations provided there was a
municipality among their founders or members; ¢) companies in which a municipal-
ity has a majority holding.

The National Audit Office has the right to inspect 1) internal control, financial
management, financial accounting and financial statements of the audited entity; 2)
the legality of the economic activities, including economic transactions of the audit-
ed entity; 3) the reliability of the information technology systems of the audited
entity. According to the National Audit Office Act the National Audit Office shall
exercise economic control over the municipal use of state and municipal assets, allo-
cations for specific purposes and subsidies granted from State Budget, funds allo-
cated for the performance of state functions and funds of the EU and performance of
obligations to the EU thereof. In 2006, a department was established at the National
Audit Office for auditing municipalities. The Local Government’s Audit Department
audits rural municipalities and cities, focusing mainly on the legality of the internal
control systems, financial management, financial accounting and economic transac-
tions, trustworthiness of information technology systems, and the legality and effi-
ciency of use of the state assets given to rural municipalities and cities, targeted
assistance granted from the State Budget and funds allocated for performance of
state functions.

The principal judicial institutions inspecting public institutions, including
municipal institutions are administrative courts (four in Estonia) and the Constitutional
Review Chamber of the Supreme Court. These institutions are not interested in
whether local self-government act inexpediently; these institutions exercise control
over legality of their activity. As regards private law transactions of local govern-
ments, these fall within the jurisdiction of civil courts.

Rural municipalities and cities cannot delegate their rights and tasks to central
government institutions. General policy planning in area of local self-government
legal basis — structures and functions as well as the development of the local self-
government system in Estonia — responsibilities of the Ministry of the Interior.
The Ministry of Finance is responsible for local self-government finance and
budget issues.

10. Protection of local self government

A rural municipality or city has the right to apply to the court to defend its legal
rights or for resolving arguments. In order to protect the common interests of its
members, an association has the right to file an action with an administrative court.

According to the Constitutional Review Procedure Act, the Supreme Court shall
verify the conformity of legislation of general application, the refusal to issue an
instrument of legislation of general application or the conformity of an international
agreement with the Constitution on the basis of a reasoned request, court judgment
or ruling. The President of the Republic, the Chancellor of Justice, a local self-gov-
ernment council and the Riigikogu may submit requests to the Supreme Court.
According to this Act, a rural municipality or city council may submit a petition to
the Supreme Court to declare an Act which has been proclaimed but has not yet
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entered into force or a regulation of the Government of the Republic or a minister
which has not yet entered into force to be in conflict with the Constitution or to
repeal an Act which has entered into force, a regulation of the Government of the
Republic or a minister or a provision thereof if it is in conflict with constitutional
guarantees of the local self-government.

11. Local government and the European Union

Estonia has 6 (until 2014 — 7) seats in the Committee of the Regions of the EU. In
the Committee of Regions the Association of Estonian Cities has 3 full and 3
alternate members and the Association of Rural Municipalities of Estonia has 3
full and 3 alternate members in Estonia’s national delegation. All members are
either members of rural municipality or city councils (including chairman of Tal-
linn City Council etc.) or mayors of rural municipality or city. Members of the
Committee of the Regions have active user rights in the electronic system of EU
documents (ELIS).

The Brussels Office of the Association of Estonian Cities and of the Association
of Rural Municipalities of Estonia was opened on 13 October 2005 so as to work
proactively and promote the joint interests of Estonian local self-government units in
EU legislation, funding and policy as well as to provide a direct communication
channel to EU institutions, organisations and networks.

The implementation of the EU cohesion policy is carried out at the central level.
The Ministry of Finance has overall responsibility for the management of structural
funds. Each priority has its own implementing ministry: of Education and Research;
of Economic Affairs and Communications and of the Environment. In the period of
2007-2013 Estonia was allocated more than 3.4 billion euros from the Structural
Assistance, which will be channelled to the following fields: energy economies,
entrepreneurship, administrative capability, education, information society, environ-
ment protection, regional and local development, research and development activi-
ties, healthcare and welfare, transportation and labour market. Local self-government
units have to amalgamate or at least draw up joint projects in order to deploy the EU
structural funds.
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