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LEGISLATIVE BACKGROUND

• Functions and Liabilities of Municipalities in Turkey

• Financial Regulations and Limits
- Law No. 2464 Law on Municipal Revenues,

- Law No. 2886 State Procurement Law,

- Law No. 4734 Public Procurement Law,

- Law No. 4735 Law on Public Procurement Agreements,

- Law No. 4749 Law on Regulating Public Finance and Debt 
Management,

- Law No. 5018 Public Financial Management and Control Law,

- Law No. 5216 Metropolitan Municipality Law,

- Law No. 5393 Municipality Law,

- Law No. 5779 Law Pertaining to the Provision of Appropriations to 
the Special Provincial Administrations and to the Municipalities from 
Government Budget Tax Revenues.



DEBT LIMIT?

Total Internal/Local Borrowing 

Limit for current year

= [TRY100 + (TRY100 x  2%)] x 10%

= TRY 10.2

Foreign borrowing limit

= [TRY100 + (TRY100 x  2%)] x 150%

= TRY 153

2016 Revaluation Ratio = 2%

(derived from Tax Precedure Law No.213)

2015 Final Income Budget Amount = TRY 100



PROJECT FINANCING

SOME TRADITIONAL FINANCING METHODS

Commercial Bank Loans

National and International 
Development Program Loans

Municipal Bonds



QUICK RECALL



QUICK RECALL



Bucharest Municipal Bond Issuance

Project Cost : RON 2.2 billion (~€500 million)



Bucharest Municipal Bond Issuance

The EBRD has invested in the City of Bucharest’s (“City”) 
recent RON 2.2 billion Bond Program.

• Bucharest is the capital and largest city of Romania, 
• with around 1.9 million inhabitants, 
• the political and economic hub of the country, 
• generating over 20 per cent of the country’s GDP, 
• Bucharest is rated BBB-/Stable by Fitch Ratings



Bucharest Municipal Bond Issuance

• The proceeds of the new Bond issues will be used to 
refinance the City of Bucharest’s existing Eurobond, 
• and will not be used to finance any specific investment 
projects, physical assets or activities, or new capital 
expenditure.

EBRD’s assistance cost of the assignment is expected to be up 
to €75,000.



PROJECT FINANCING

ALTERNATIVE METHODS

Development Agencies

Investment Incentives

H2020 Program



DEVELOPMENT AGENCIES



The two agencies of Izmir  and 
Çukurova were established in 2006 
as pioneering institutions.

The remaining 24 agencies, including
Istanbul were established after 2008.

DEVELOPMENT AGENCIES IN TURKEY



SUPPORT TOOLS of ISTANBUL 
DEVELOPMENT AGENCY

Support Tools

Technical Support Financial Support

Interest Support
Interest-free 
Project Loan

Support
Direct Financing Support

Call for Project Proposal 

Guided Project Support

Direct Operation Support



CO-FINANCING PERCENTAGES

ENTREPRENEURS

50%

NPOs

90%



INNOVATIVE PROJECTS & GRANTS

81 Projects

completed
in Istanbul

41 Projects

still in progress
in Istanbul



INNOVATIVE PROJECTS & GRANTS

34 million

USD 
allocated



INNOVATIVE PROJECTS & GRANTS

Installation of Subsidiary
focused IT Governance

System

Beneficiary: 
Istanbul Metropolitan
Municipality

Budget: 1.1 m TRY
Grants received: 996 k TRY



INNOVATIVE PROJECTS & GRANTS

My Talent is My Future
Beneficiary: 
Bağcılar Municipality

Budget: 1.03 m TRY
Grants received: 926 k TRY



INNOVATIVE PROJECTS & GRANTS

Growing Tulips in a 
Hydroponic System by 

using Biosensors in 
Biotechnological 

Greenhouse

Coordinator:
Yildiz Technical University
Beneficiary: Istanbul Metropolitan 
Municipality

Budget: 1.03 m TRY
Grants received: 888 k TRY





INVESTMENT 
INCENTIVES OF THE 
MINISTRY OF ECONOMY



General 
Investment 
Incentive
Scheme

VAT 
Exemption

Customs Duty
Exemption

Regional
Investment 

Incentive Scheme

VAT 
Exemption

Customs Duty
Exemption

Tax Reduction

Social Security 
Premium 
Support 

(Employer’s)

Investment 
Land 

Allocation

Interest
Support

Large Scale
Investment 

Incentive Scheme

VAT 
Exemption

Customs Duty
Exemption

Tax Reduction

Social Security 
Premium 
Support 

(Employer’s)

Investment 
Land 

Allocation

Strategic 
Investment 
Incentive
Scheme

VAT 
Exemption

Customs Duty
Exemption

Tax Reduction

Social
Security 
Premium 
Support 

(Employer’s)

Investment 
Land 

Allocation

Interest
Support

VAT Refund

The NEW INCENTIVE SYSTEM



INVESTMENT INCENTIVES of THE 
MINISTRY OF ECONOMY

Beneficiary: Istanbul Metropolitan
Municipality (Water and Sewerage
Administration)

Project: Büyük Melen Brook/Stream

Budget: TRY 243 m (USD 85 m)

Investment Incentive # : 98,873 

Exemption: Value Added Tax

Participant #: 127

Date: December 03, 2010

Revized at: October 30, 2013



H2020 PROGRAM



WHAT IS H2020?

Horizon 2020 is the 8th phase of the Framework Programs for 
Research and Technological Development. 

A funding mechanism created by the European Union in order 
to support and encourage research in the European Research 

Area (ERA).

The budget of H2020 Program: approx. EUR 80 billion

https://en.wikipedia.org/wiki/European_Union
https://en.wikipedia.org/wiki/European_Research_Area


H2020 PROJECTS

Roadmaps for 
Energy (R4E) 

Beneficiaries: 
1. ISTANBUL METROPOLITAN MUNICIPALITY 
(Turkey)
2. GEMEENTE EINDHOVEN (The Netherlands)
3. COMUNE DI FORLI (Italy)
4. NEWCASTLE CITY COUNCIL (United Kingdom)
5. AYUNTAMIENTO DE MURCIA (Spain)
6. TALLINNA KESKKONNAAMET (Estonia)
7. COMUNE DI PALERMO (Italy)
8. AJUNTAMENT DE SANT CUGAT DEL VALLÈS (Spain)
9. TECHNISCHE UNIVERSITEIT EINDHOVEN (The
Netherlands)
10. UNIVERSITAT POLITECNICA DE CATALUNYA UPC 
(Spain)

http://roadmapsforenergy.eu/



H2020 PROJECTS

Improvement of 
Waste Management 

in Danilovgrad
Municipality



H2020 PROJECTS

Project Owner
Danilovgrad Municipality 

(Montenegro)

Name of the Project
Improvement of Waste Management 

in Danilovgrad Municipality

Financial Instrument Used EU Funds (IPA 2008)

Project Amount EUR 1.02 m

Grants Received EUR 683 k

Partners N/A

Description

With this project, a functional system 

was established for selective waste 

collection and transportation in 

Danilovgrad municipality.
Source: Delegation of European Union to Montenegro, 
http://www.delmne.ec.europa.eu/code/navigate.php?Id=2221&project_id=147 , access on May 06, 2016.

http://www.delmne.ec.europa.eu/code/navigate.php?Id=2221&project_id=147


Let’s not miss the power of 
PPP and/or BOT

• This is not a project financing example from 
any local government, but worth to be 
assessed by LGs.

• The Third Airport in Istanbul: 
Build – Operate - Transfer



Istanbul’s
New (3rd) 
Airport

• EUR 26 billion (including tax) worth of tender 

• The private sector have been constructing and will 
operate the airport for 25 years after completion

• The Turkish Gov’t pays nothing; moreover, will 
receive annual management fee from the contractor.



Can we lower costs rather 
than borrowing?

Can we increase revenues 
through Smart Growth 
Strategies



Lowering costs rather than borrowing?

Total expenditures of US local governments in 2011
Source: http://www.census.gov/govs/local.

http://www.census.gov/govs/local


Lowering costs rather than borrowing?

Total revenues of US local governments in 2011
Source: Barnett and Vidal 2013. 



2015 Fiscal Year – Turkish Local Governments - Expenditures

(Thousand TRY)

1st Q 2nd Q 3rd Q 4th Q TOTAL

Expenditures 17,096,957 22,956,299 25,718,806 33,887,501 99,659,563

Staff Expenditures 3,475,408 3,652,220 3,852,046 3,682,638 14,662,312

Social Security 548,595 575,182 612,273 610,094 2,346,144

Purchases of Goods and Services 6,891,565 9,939,710 10,650,524 13,903,964 41,385,763

Interest Payments 447,749 465,547 386,065 592,554 1,891,915

Current Transfers 722,519 871,668 734,321 972,732 3,301,240

Capital Expenditures 4,374,743 6,761,642 9,013,774 12,646,908 32,797,067

Capital Transfers 235,027 278,702 211,274 239,295 964,298

Lending 401,351 411,628 258,529 1,239,316 2,310,824

Source: www.muhasebat.gov.tr

http://www.muhasebat.gov.tr/


2015 Fiscal Year – Turkish Local Governments - Revenues

(Thousand TRY)

1st Q 2nd Q 3rd Q 4th Q TOTAL

Revenues 22,113,930 24,390,380 22,618,162 28,583,908 97,706,380

Tax Revenues 1,883,545 3,948,069 1,581,055 3,440,226 10,852,895

Entrepreneurial and Ownership 

Revenues 4,587,748 5,137,445 5,234,212 5,916,846 20,876,251

Aids and Grants 1,759,335 1,758,063 1,481,336 2,980,700 7,979,434

Interests, Shares and Penalties 12,853,512 12,469,367 13,423,924 14,029,095 52,775,898

Capital Revenues 886,723 1,054,502 878,771 2,142,750 4,962,746

Proceeds from Receivables 143,067 22,934 18,864 74,291 259,156

Source: www.muhasebat.gov.tr

http://www.muhasebat.gov.tr/


2015 Fiscal Year – Turkish Local Governments - Balance

(Thousand TRY)

1st Q 2nd Q 3rd Q 4th Q TOTAL

Budget Balance 5,016,973 1,434,081 -3,100,644 -5,303,593 -1,953,183

Source: www.muhasebat.gov.tr

http://www.muhasebat.gov.tr/


Lowering Costs through 
Smart Growth Strategies

1. Reducing Infrastructure Costs
2. Reducing Service Delivery Costs 
3. Overall Cost Comparisons 



Reducing Infrastructure Costs

Avoid urban sprawl!



Reducing Service Delivery Costs 

• Maintenance costs
• Ongoing expenses



Overall Cost Comparisons

Find alternative paths and 
compare!



Increasing Revenues through Smart 
Growth Strategies

1. Boosting Property Tax 
Revenues 

2. Boosting Sales Tax 
Revenue 



Boosting Property Tax Revenues

• Important 
component for local 
government revenues

• Smart growth 
strategies helps 
increase the property 
tax revenues for LGs



Boosting Sales Tax Revenue

More walkable and 
bikable areas lead to 
more shopping; 
therefore, more tax 
collection.

Istiklal Street in Istanbul, only 
for pedestrian walk and a 
boutique tram line



Creditworthiness 
Assessment



CREDITWORTHINESS ASSESSMENT

How a Local Government is Rated?

International Credit Rating Agencies consider 3 main points:

(i) Economic Risk

(ii) Political Risk

(iii) Financial Risk



CREDITWORTHINESS ASSESSMENT

Economic Risk

What to consider under economic risk:

• Per capita income

• Regional GDP growth in the local 
administration's area of 
responsibility

• Local GDP composition 

• Natural resources

• Growth in Employment & Labor 
quality

• Economic policies



CREDITWORTHINESS ASSESSMENT

Political Risk

What to consider under political risk:

• Political stability

• Conformity between local and
central administrations

• Local/regional conditions



CREDITWORTHINESS ASSESSMENT

Financial Risk

What to consider under financial risk:
• Balance between revenues and 

expenditures

• Capital expenditures

• The management of liquidity and cash 
flow

• Financial flexibility (the ratio of the 
income earned by the local 
administration's own initiative to total 
income)

• The level of  how to control expenditures

• Debt level - total debt including domestic 
and external debts



CREDIT RATING IN TURKISH LOCAL 
GOVERNMENTS

Moody’s Fitch Ratings

Grade* Description Grade* Description

Turkey Baa3

(Outlook: 

Negative)

Investment 

Grade

BBB-

(Outlook: 

Stable)

Investment 

Grade

Istanbul

Metropolitan

Municipality

Baa3

(Outlook: 

Negative)

Investment 

Grade

BBB-

(Outlook: 

Stable)

Investment 

Grade

Izmir

Metropolitan

Municipality

Baa3

(Outlook: 

Negative)

Investment 

Grade

BBB-

(Outlook: 

Stable)

Investment 

Grade

Bursa

Metropolitan

Municipality

BB+

(Outlook: 

Stable)

Speculative

Source: Moody’s and Fitch Ratings, access: 21.03.2016.



CREDIT RATING IN BALKAN LOCAL 
GOVERNMENTS

Moody’s Fitch Ratings

Grade* Description Grade* Description

Croatia Ba2

(Outlook: 

Negative)

Non-Investment 

Grade

(Speculative)

BB

(Outlook: 

Negative)

Non-Investment 

Grade

(Speculative)

City of Zagreb Ba2

(Outlook: 

Negative)

Non-Investment 

Grade

(Speculative)

Serbia B1

(Outlook: 

Positive)

Non-Investment 

Grade

(Highly

Speculative)

BB-

(Outlook: 

Stable)

Non-Investment 

Grade

(Highly

Speculative)

City of Novi Sad B1

(Outlook: 

Positive)

Non-Investment 

Grade

(Highly

Speculative)

Source: Moody’s and Fitch Ratings, access: 07.07.2016.



Investment Expenditures of 
Municipalities in NALAS countries 

2014 (million EUR)

Turkey; 9152

Serbia; 248
Croatia; 694

Macedonia; 

89

Montenegro

; 49

Moldova; 150

Kosovo; 129

Romania; 3345

Albania; 113

Slovenia; 986
Bulgaria; 856

• Source: Fiscal Decentralization Indicators for South-
East Europe (2006-2014), NALAS



POLICY RECOMMENDATIONS

Size of the Project (USD) Recommended Instrument Requirement

>1 million
Development Agencies and Other 
Small International Funds

Projects must be 
Innovative (Social, 
Technological etc.).

1 - 20 million H2020

Projects must be 
innovative and 3 
international partners 
required.

20 million <

Export Credits and International 
Institutions’ Funds (The World 
Bank, EIB etc.), 

Large infrastructure 
projects with long grace 
and reimbursement 
periods. Credit rating can 
lower the cost of the loan.

Municipal Bonds

Municipal Council 
Resolution and project 
affiliation are required. 
Credit rating is a must.



CONCLUSIONS

• Fiscal decentralization is a must for
municipalities

• Project financing through traditional 
methods, such as bank loans, have become 
old-fashioned

• There are ways to avoid external financing, 
which are “lowering expenditures and 
increasing revenues through smart solutions.

• In order to enter the global financial
markets, credit rating plays a vital role

• Regarding the size of the projects, the
fianncing methods should be diversified and
grant mechanisms must be the first choice.



Thank you for your 
patience…
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