
                 

1 

              

 

 

 

 

 

 

 

Quarterly Report  

01 January 2012 –  31 March 2012 
  

 

 

 

 

 

 

 

 

 

 

 

Prepared for IBSER by grant 

         # AID-121-A-11-00006 

Kyiv 

 

13/04/2012 

 

 

 



                 

2 

 Abbreviations 
 
AFO  Association of Financial Officers of Ukraine 
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MFF  Municipal Finance Facility 
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NGO  Non-Governmental Organization 
OSR  Own-source Revenues 
PFR  Public Finance Review 
PMP  Performance Monitoring Plan  
PPB  Performance Program Budgeting  
RTI  Research Triangle Institute 
SEFR  Support for Economic and Fiscal Reform 
TSA  Treasury Single Account  
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Executive Summary  
 
 

• The MFSI-II experts have prepared a Modern Tools of Financial Planning Handbook (third edition), 
which contains the training, normative, and methodological materials needed for learning the methods 
and applying the practices of local budget planning based on Performance Program Budgeting. The 
methodology of financial justification of strategic documents and principles of financial analysis of 
investment projects are provided. 

• The MFSI-II Project experts have delivered a series of regional trainings on implementation of the 
Performance Program Budgeting method of planning and execution of local budgets. In January - 
March 2012, trainings on local-level PPB implementation were conducted in the Kyiv, Ivano-
Frankivsk, Cherkasy, Chernihiv, Volyn, Sumy, Kirovohrad, Odesa, Vinnytsya, Zakarpatya, Poltava, 
and Kharkiv oblasts. Invited to participate in the trainings were PPB implementation coordinators from 
each of the regions and specialists of the structural units of finance directorates in charge of the 
formulation of sectoral indicators of respective budgets. All in all, 1,451 local-level specialists passed 
through this training in the reporting period. Even today, after the delivered training, the training 
participants have prepared more than 4,000 budget requests, which will make it possible for them to 
approve budget programs and formulate performance indicators. 

• Experts of the MFSI-II project have developed a methodology of cost and credit provision for the 
planning year and two subsequent budget years by key spending units of local budgets. The developed 
methodology has been forwarded to the Ministry of Finance of Ukraine, where the format of its 
approval is to be decided. 

• Experts of the MFSI-II project have developed the Methodology of financial justification of strategic 
documents. The prepared methodology sets out the hierarchy of financial justification of strategic 
documents taken together and their interrelations between each other, as well as the financial provision 
for implementation of strategic documents by funding source. 

• IBSER experts have analyzed the Main Characteristics of the Law of Ukraine “On the State Budget of 
Ukraine for the Year 2012.” 

• In the reporting timeframe, the project prepared monthly monitoring reports (three for the reported 
period) on the implementation of state and local budgets for the period from November 2011 to 
January 2012.  

• According to the treasury preliminary data, MFSI project’s experts prepared ‘Budget Monitoring for 
January–December 2011.” The monitoring included an analysis of the latest trends regarding State and 
local budget execution, as well as an analysis of the legislative acts influencing the budget process, 
approved over the reporting period. 

The Ninth Financial and Economic Forum on the topic of The Year 2013 and Medium-Term Budget Policy 
took place on 2 March 2012. The main focus of the Forum was to discuss the issues related to the budget 
strategy in the context of socioeconomic development and budget policy tasks, as well as local government 
reforms.  

List of major activities for the next quarter 
• By the end of the first six months of the year, regional trainings on implementation of the Performance 

Program Budgeting method of planning and execution of local budgets for specialists from each of the 
regions, which joined the experiment in 2012, will be delivered in all oblast centers. 

• By the end of the first six months of the year, IBSER experts will prepare their proposals for 
improving the existing formats of budget reports and for new formats of reporting on execution of 
local budgets.  

• By the end of the next quarter, it is planned to prepare three monthly monitoring reports on the 
implementation of State and local budgets for the period from February 2012 to April 2012. 
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• If needed, legislative changes will be developed for the legislation on local-level strategic planning and 
the legislation, which regulates the issues of local government's attracting private sector resources for 
realization of local infrastructure development projects. 

• The analysis of efficiency of energy costs for the budgets of the remaining selected cities (Poltava, 
Lviv, Chernihiv, Ivano-Frankivsk, Zhytomyr) will be completed and a system for monitoring energy 
budget expenditures of the selected cities developed. 

• By the end of the next quarter, MFSI experts plan to prepare the Budget Monitoring for January–
March 2012. 

• The preparation and organization of a National Advisory Board meeting is scheduled for April 2012. 
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Key Milestones and Major Deliverables Summary 

Objective A: Provide legislative, methodological and organizational support to central and local 
government bodies to expand PPB to all local budgets in Ukraine 

 
• The PPB Handbook produced, disseminated, and published on the Project website  

Timeline:  March 2012 
 

• Delivering a series of cluster trainings on PPB budgeting 
Timeline:  January – March 2012 

Sub-objective A.1: Ensure institutional sustainability of the PPB training program(s). 
 

o Strategy to establish a sustainable PPB training program(s) in Ukraine  
Timeline:  April – September 2012 

 

Objective B:  

• Four Ukrainian cities for the project are selected using the developed unified methodology 
Timeline:  October – December 2011 

 

• System for monitoring energy-related budget expenditures for the selected four cities developed 
Timeline: April – June 2012 

 

Objective С: Enhance public awareness of the public budgeting process, revenues and expenditures 

 
• Monthly monitoring of national and local budget implementations  

Timeline: second week of every month 
 
• Monitoring of the budget and fiscal impacts on local budgets in form of a full-scale analysis of the 

budget process 
Timeline: March 31, 2012  

 
• Preparation and organization of Financial-Economic Forum 

Timeline: March 2, 2012 
 

 
• Preparation of Electronic bulletin 

Timeline:  March 2012 
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Tasks and Subtasks  
  

Objective A: Provide legislative, methodological and organizational support to 
central and local government bodies to expand PPB to all local budgets in Ukraine 
 

Task 1.1: Provide assistance to the GOU (Ministry of Finance, State Treasury of Ukraine, 
local finance departments, key spending units, specifically) in conducting state-supported pilot 
programs on Performance Program Budgeting (PPB) and their implementation in local 
budgets in Ukraine 

 

Sub-task 1.1.1: Develop and formalize system to monitor and evaluate execution of local budget programs 
for all local government functions 
 
Deliverable: The draft methodology of monitoring and evaluating the performance of local budget programs 
based on PPB developed. 
Timeline: December 2011 
 
Result/ Deliverable: 
 

IBSER developed the draft methodology for monitoring and evaluating the efficiency of budget program 
performance (including energy saving actions and the improvement of the natural environment). The said 
proposals were considered at a meeting of the NAB on December 28 2011, which was attended by members 
of Parliament, experts of the Verkhovna Rada Budget Committee and other parliamentary committees, 
Ministry of Finance, and local governments.  
The reviewed methodology was submitted on January to the Ministry of Finance for confirmation and 
dissemination to all local budgets. The work is currently in progress to finalize and improve the 
methodology. 

 
See folder “Deliverables” 

 
Result/Deliverable: Review of the methodology at a roundtable meeting, finalizing based on the received 
recommendations, and approval of the methodology. Minutes of the roundtable meeting or meeting of the 
NAB 
Timeline:  January-June 2012 

 
At the meeting of the National Advisory Board (NAB) on efficient public finance management, which 

was held on 28 December 2011, a concept was discussed of a comprehensive evaluation of execution of 
budget programs at the level of local budgets. At the time of this writing, phase one of finalizing the 
evaluation methodology has been completed and it is being tested using the Kyiv city budget programs. 
 
Deliverable: Report on the results of the monitoring and evaluation of the performance of PPB-based 
budget programs 
Timeline:  September 2012 
 
Deliverable: Proposals for improving the methods of monitoring and evaluation of performance of the local 
PPB-based budget programs 
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Timeline:  September 2012 
 
 

Sub-task 1.1.2: Complete the legislative, regulatory and methodological framework taking into account 
the specifics of PPB implementation at various levels of local budgeting 

In order to implement the State support of the PPB methodology for all oblast, rajon and oblast-
significant municipal budgets, IBSER will: 
 
• assist in developing proposals that amend the regulatory and legislative framework as needed to 

complete PPB implementation for oblast and district budgets, and budgets of republic-significant 
municipalities of the Autonomous Republic of Crimea and of oblast-significant municipalities.  

• help in developing proposals that amend the regulatory and legislative framework as needed to complete 
PPB implementation for the budgets of rajon-significance municipalities and urban districts. 

 
Deliverable: Proposals that amend the regulatory and legislative framework as needed to complete PPB 
implementation for oblast and district budgets, and budgets of republic-significant municipalities of the 
Autonomous Republic of Crimea and of oblast-significant municipalities developed 
Timeline: October 2011 - September 2012  
 

Efforts continue to improve the legislative framework, which regulates PPB implementation at the level 
of local budgets. Changes have been prepared to the Ministry of Finance Order of 9 July 2010, No. 679 “On 
Approving the Key Approaches to Implementation of the Performance Program Budgeting Method of 
Formulation and Execution of Local Budgets.” In order to prepare the proposals for introducing the changes, 
the standard lists of budget programs and their performance indicators are being analyzed.  
 
Deliverable: proposals that amend the regulatory and legislative framework as needed to complete PPB 
implementation for the budgets of district-significance municipalities and urban districts developed 
Timeline:  July-September 2012  

 
 

Sub-task 1.1.3: Develop formats and procedures for treasury-based services of local budgets to improve 
the budget software used by the State Treasury; field-test these products within the local governments that 
have been a part of the pilot program 

IBSER will provide technical support for improving the formats and procedures of treasure servicing of 
local budgets. It will support the implementation of the preparatory work needed for introducing the 
generation of reports on the execution of local budgets based on the codes of program classification of 
expenditures and crediting of local budgets. 

 
• IBSER will review the existing reports on the execution of local budgets used by the Treasury and draft 

its proposals with regard to their amendment in the context of PPB. 
• IBSER will prepare its proposals for improving the procedures for the treasury servicing of local 

budgets. It will submit its proposals with regard to such amendments to the legislative framework that 
defines Treasury functions. 

• IBSER will develop proposals for the requirements specification to improve the budget software used by 
the State Treasury and assist with its field-testing after installation in the pilot regions. 

 
 

Deliverables: The proposals for improving the existing reporting forms, as well as new forms for the 
treasury servicing of PPB-based budgets developed 
Timeline:  January-June 2012 
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In order to prepare for implementation of the treasury servicing of local budgets based on PPB, work 

started to submit proposals with regard to improving the existing reports on execution of local budgets, 
which are used by the State Treasury Service. Among other things, preliminary consultations were 
conducted with specialists of the State Treasury Service, and the existing formats of the budget reports 
compiled by the Treasury offices were discussed.  

By the end of the first six months of the year, IBSER experts will prepare their proposals for improving 
the existing formats of budget reports and for new formats of reports on execution of local budgets. 
 
Deliverables: The proposals for improving the procedure for the treasury servicing of local budgets 
developed. The proposals with regard to amendments to the legislative framework, which defines Treasury 
functions developed 
Timeline:  July-September 2012  
 
Deliverables: The proposals for the requirements specification to improve the budget software used by the 
State Treasury developed 
Timeline:  April-September 2012  
 
 

Sub-task 1.1.4: Prepare and disseminate a PPB hand book 
 

Deliverable: The PPB Handbook (Third edition) produced, disseminated, and published on the Project 
website 
Timeline:  March 2012 
Result/ Deliverable: 
The MFSI-II experts have prepared a Modern Tools of Financial Planning Handbook, which contains the 
training, normative, and methodological materials needed for learning the methods and applying the 
practices of local budget planning based on Performance Program Budgeting. The methodology of financial 
justification of strategic documents and principles of financial analysis of investment projects are provided.  

The history and practices of raising the efficiency of budget spending in the developed countries 
worldwide are discussed in detail, as well as the main features, elements, and basic component of PPB. 

Special focus is made on discussing the key element of Performance Program Budgeting, i.e., the budget 
program. A detailed discussion is presented of all the budget program elements, characteristics are given of 
all categories of performance indicators of budget programs, and special circumstances of their application. 

The procedures and applied aspects of use of the provisions are described, as well as the standard 
documents forms, in particular, those related to use of the program classification of expenditures and 
crediting at the local budget level, completing budget requests, compiling passports of budget programs, as 
well as preparing quarterly and annual reports on implementation of budget program passports. 

The publication is intended for specialists of local finance departments, central and local government 
officials, structural units of the executive branch, and members of the deputy corps. Its use will make it 
possible to improve the knowledge of local-level specialists with the modern tools of financial planning and 
will be disseminated during PPB trainings for new participants of the experiment. 

See folder “Deliverables” 
 

Sub-task 1.1.6: Train at least 8,000 budget officers from local finance departments, key spending units, as 
well as territorial departments of the Treasury 

In order to efficiently implement PPB at the local level, it is necessary to improve the qualifications of 
the personnel of local finance departments, the specialists of the spending units and recipients of budget 
funds, as well as of the representatives of regional and local offices of the State Treasury.  
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• At the regional level, IBSER will deliver a series of cluster trainings 
 
Deliverable: Report on the number of trainings held and the number of participants attending the trainings 
with a breakdown by gender 
Timeline:  April-September 2012  
 
Result/ Deliverable: 

 
After completing a series of coordinating meetings, as part of implementation of tasks of the Municipal 

Finance Strengthening Initiative Project Roll-out (MFSI-II), IBSER arranged the trainings and consultations 
on PPB implementation in the oblast centers. 

Thus, the MFSI-II Project experts have delivered a series of regional trainings on implementation of the 
Performance Program Budgeting method of planning and execution of local budgets. In January - March 
2012, trainings on local-level PPB implementation were conducted in the Kyiv, Ivano-Frankivsk, Cherkasy, 
Chernihiv, Volyn, Sumy, Kirovohrad, Odesa, Vinnytsya, Zakarpatya, Poltava, and Kharkiv oblasts. 

Invited to participate in the trainings were PPB implementation coordinators from each of the regions 
and specialists of the structural units of finance directorates in charge of the formulation of sectoral 
indicators of respective budgets. All in all, 1,451 local-level specialists passed through this training in the 
reporting period (See “PMP”). This work is a logical continuation of implementation of Phase II of the 
experiment of PPB implementation for local budgets. By the end of the first six months of the year, such 
trainings will have been delivered in all oblast centers, for specialists of each of the regions, which joined 
the experiment in 2012. 

The trainings and consultations will cover all the departments, which will make it possible to formulate 
local budgets in the PPB format in all areas of using the budget funds, and will ensure their transparency and 
efficient use. Even today, after the delivered training, the training participants have prepared more than 
4,000 budget requests, which will make it possible for them to approve budget programs and formulate 
performance indicators.  

See folder “Deliverables” 
 

Sub-task 1.1.7: Conduct training sessions for relevant public budget officers on the following issues: 
• Designing effective development budget programs; 
• Linking local economic development strategies and plans to available governmental and non-

governmental resources; 
• Conducting sound financial analysis and developing credible investment and project financing 

proposals; 
• Incorporating financial and economic analysis in the preparation of local strategic documents. 
 

To assist local governments in applying credible financial analyses and projections to estimate the costs 
of local developmental strategies and individual projects and identify the sources of funding, IBSER will 
prepare a draft bylaw with regard to medium-term budgeting at the local level. 

In order to provide quality methodological support to the delivery of trainings, IBSER will develop the 
relevant methodology and modules for PPB training materials. These modules will contain, among other 
things, recommendations for local governments that address the environmental protection and healthcare 
problems in their strategies and development budget programs, as well as the methodology of medium-term 
budget projection. IBSER will present a draft module for DIALOGUE project and will take into 
consideration its feedback. 
• IBSER will develop the proposals into a draft bylaw on medium-term budgeting at the local level. 
• IBSER will develop a methodology of financial justification of strategic documents. This methodology 

will provide for linking local economic development strategies and plans to available governmental and 
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non-governmental resources, as well as incorporating financial and economic analyses in the preparation 
of local strategic documents. As the result, local budgets will have sufficient resources to support all 
essential local government functions. 

• IBSER will develop a separate module on using the methodology of financial justification of strategic 
documents as part of PPB training materials (see Sub-task 1.1.4). 

• IBSER will develop a module on designing effective development budget programs and conducting a 
sound financial analysis and developing credible investment and project financing proposals, as part of 
PPB training materials (see Sub-task 1.1.4). 

 
Result/Deliverable: Draft bylaw on medium-term budgeting at the local level 
Timeline: January – March 2012 
 
Result/ Deliverable: 
 

Experts of the MFSI-II project have developed a methodology of cost and credit provision for the 
planning year and two subsequent budget years by key spending units of local budgets. 

The developed methodology sets the sequence and technique of expenditures cost and credit provision of 
local budgets for the medium-term within a budget process. 

The methodology will result in the medium-term as following: 
- improved budget management actions by key spending unit; 
- cost optimization to achieve the best possible outcome from the budget spending; 
- the problem of a gap between the key spending unit’s need in funds and budget capacity to satisfy it 

resolved. The developed methodology has been forwarded to the Ministry of Finance of Ukraine, where a 
decision will be made on the format of its approval. 
Myroslav Pittsyk, Vice-President of the Association of Ukrainian Cities and Communities, which is the 
implementer of the DIALOGUE Project, was invited to and took part in the Ninth Financial and Economic 
Forum on the topic of The Year 2013 and Medium-Term Budget Policy, which took place on 2 March 
2012. Mr. Pittsyk is a permanent and active participant of the Forums, which are organized by IBSER as 
part of the MFSI Project. He participated in approving the Forum agenda and developing its 
recommendations (AUC provided its proposals regarding the Forum recommendations, which were 
incorporated in full). Experts of the MFSI Project are working closely with the DIALOGUE Project and take 
part in joint meetings, roundtables, and working meetings. 
 

See folder “Deliverables” 
 
Result/Deliverable: Methodology of financial justification of strategic documents developed 
Timeline: October 2011 – January 2012 
 
Result/ Deliverable: 

 
Experts of the MFSI-II project have developed the Methodology of financial justification of strategic 

documents. 
The prepared methodology sets out the hierarchy of financial justification of strategic documents taken 

together and their interrelations between each other, as well as the financial provision for implementation of 
strategic documents by funding source. 

Presented in the methodology is the required structure of the financial component of a strategic plan and 
clarifications of each of its components. The arrangement is presented of financial provision for realization 
of a strategic plan, which takes into account the cost of each planned task, with a specification of funding 
sources. A separate listing is supplied of possible financial sources for implementation of strategic plan 
tasks, such as budget funds, resources of international financial institutions, and a possibility of attracting 
resources of the private sector is also discussed. 
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See folder “Deliverables” 

 
Result/Deliverable: The module on using the methodology of financial justification of strategic documents 
as part of PPB training materials developed 
Timeline:  January - March 2012 
 
Result/ Deliverable: 

 
The draft modules were presented and discussed during the Eighth Financial and Economic Forum The 
Socioeconomic Prerequisites for Local Development in 2012-2014, which took place on 14 October 2011, 
with participation of O. Slobozhan, a representative of the Association of Ukrainian Cities and 
Communities, which is the implementer of the DIALOGUE Project. The module has been developed and 
included in the PPB Handbook under Sub-task 1.1.4. and forwarded to AUC. 

 
See folder “Deliverables” 

 
Result/Deliverable: The module on designing effective development budget programs and conducting sound 
financial analysis and developing credible investment and project financing proposals, as part of PPB 
training materials developed 
Timeline:  November 2011 – March 2012 

 
Result/ Deliverable: 

 
The module has been developed and included in the PPB Handbook under Sub-task 1.1.4. The developed 

module contains a mechanism for conducting a financial analysis and the methods of calculating the benefits 
and costs of investment projects. Formulas are provided for calculation of basic indicators in conducting a 
financial analysis of investment projects.  

Sub-task 1.1.8: Provide advisory support to those local governments that have not been involved in the 
PPB pilot project 
• IBSER will develop the existing local network of consultants who will help introduce PPB budgeting 

and will facilitate coordination between participants in the process. Also, the consultants will collect, 
summarize, and submit for consideration by the Ministry of Finance the most important issues and 
promote the dissemination of recommendations for their resolution in the regions. To facilitate 
experience sharing among all the participants in the experiment and analyzing the progress of 
implementation of PPB budgeting, information from all the regions will be collected and processed on 
an ongoing basis. Best practices in PPB implementation will be highlighted on the IBSER website and in 
print publications. 

• IBSER will continue supporting the website section “Topical PPB Issues: Expert Answers column,” 
where visitors will be able to receive answers to their questions through interactive communication. 

 
Deliverable: Annual experiment progress reports 
Timeline:  June 2012 
 
 
Result/Deliverable: Running a column called «Topical Questions on PPB: Answered by Experts» on IBSER 
web-page 
Timeline: monthly 
 
Result/Deliverable: 
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New set of questions (seventeen for the reported period) with experts answers related to PPB section has 
been placed on the site, the information is regularly updated. 

 
See folder “Deliverables” 

 

Task 1.2: Review the legislation and analyze the execution of the State and local budgets of 
Ukraine. Provide support to operations of Interdepartmental Working Group 
 

Sub-task 1.2.1: Advisory support to the interagency working group in finalizing the methodology, and the 
laws and regulations needed 
• IBSER will provide organizational support to the Ministry of Finance’s Intergovernmental Working 

Group by organizing meetings and developing the relevant recommendations regarding PPB 
methodology implementation. 

 
Result: Meetings of the working group will be held on a regular basis 
Deliverable: Developed recommendations   
Timeline:  November 2011, February 2012, May 2012, September 2012 
 
Result/ Deliverable: 

 
Due to the change in leadership at the Ministry of Finance of Ukraine and the Ministry’s preparation of the 
annual report on 2011 budget execution, no meetings of the Interagency Working Group were held in the 
first quarter of 2012. 

Sub-task 1.2.2: Help local governments assess draft laws affecting their revenues and resource allocation 
including the State Budget Bill to identify and mitigate potential risks for the local development 

 
To implement this task, IBSER will carry out: 

• analysis of the draft Budget Declaration for the next year; 
• analysis of the provisions of the draft legislation aimed at amending the revenue base of local 

governments; 
• analysis of the Budget Law for the respective year; 
• analysis of the Changes to the Budget Law for the respective year is prepared and the suggestions to it 

are incorporated in the Law (if such changes are brought forward for consideration by the Verkhovna 
Rada); 

• analysis of the Changes to the Tax Code, land laws, and other laws related to local budgets, which could 
affect their revenues and resources. 

 
Result Analysis of the Budget Declaration for the next year is prepared and the suggestions to the document 
are accepted and incorporated in the text of the document 
Timeline: April- June 2012 
 
 
Deliverable: Analysis of the provisions of the draft legislation aimed at amending revenue base of local 
governments  
Timeline: Ongoing process 
 

1. Draft Law of Ukraine No.9686, “On Amending the Budget Code of Ukraine” registered on 
12 January 2012, proposes excluding 50 percent of the fee for extracting minerals of national significance 
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on land from the oblast budget revenue that is taken into account when determining the amount of 
intergovernmental transfers. Of this revenue, 90% would be remitted to the General Fund revenues of the 
State budget and the other 10% would be allocated to oblast budget revenues that are not taken into 
account when calculating intergovernmental transfers. 
The planned amount of the revenue for extracting nationally significant minerals totaled UAH 2.4bn in 
2011, including UAH 1.2bn remitted to local budgets. Accordingly, 10% of this amount equals UAH 
120mn, which is more than 4% of the total 2011 development budget. Increasing development budget 
revenue would also increase the investment component of revenues in the budgets of the oblasts in which 
the minerals involved are extracted, which is certainly a positive step. At the same time, reducing 1st 
basket revenues in such oblasts by UAH 1bn without allocating appropriate compensation could create a 
revenue gap that affects local budgets’ abilities to adequately finance their normal functions. In addition, 
since this proposal calls for a reduction in local budget revenues, then, according to item 1 Article 27.1 of 
the Budget Code of Ukraine, this legislative draft “shall be accompanied with the proposals for amending 
the legislative acts of Ukraine with regard to such reduction of budget spending and/or sources of 
additional budget revenues that balance the budget.” Therefore, according to legislation, this bill should 
be supplemented by proposals for reducing spending or replacing the lost revenue. 

 
 

2. The Draft Law of Ukraine “On Amending the Tax Code of Ukraine (on the taxation of personal 
super income)" registered on 16 January 2012, No.9722, as well as the related Draft Law of Ukraine "On 
the Social Responsibility of Big Business to Society” registered on 16 January 2012, No.9721, both 
propose introducing additional taxation on income in excess of UAH 20mn per year, remitting the 
proceeds from this source to the State budget and using it exclusively for the “provision of aid for 
maternity, childhood, needs of the youth, and the provision of pensions." 
No calculations or estimates of the expected economic impact from implementing this tax are supplied in 
the supporting documents of the first bill, and references are made only to the experience of other 
countries, including France, Norway, and India. It could be assumed that both the setting of the ‘super 
income’ level subject to taxation and the tax rate were taken from legislation in these countries but, with 
no link to Ukrainian conditions.  
The introduction of the new tax on ‘super income’ is also described in the other bill, "On the Social 
Responsibility of Big Business to Society." IBSER believes that the setting of additional rules by separate 
legislative acts outside of the Tax Code would only complicate the tax system. In addition, some parts of 
the bills contain inconsistencies and mistakes (e.g., “physical persons are subject to mandatory payment” 
in subparagraph 4.1.1, paragraph 4.1, Article 4 of legislative draft No.9721). 
Enacting the new income tax could lead to increased attempts at tax evasion, primarily through the 
concealment of one’s earnings. Moreover, since this tax is to be levied similarly and in connection to the 
personal income tax, the risk of diminishing the income tax base without an appropriate compensation for 
the loss of such revenues is inadmissible in the environment of a perennial deficit of local budgets. (For 
reference, the personal income tax is presently the largest source of revenues for local budgets, and 
amounts to 65% of all their proceeds). 
Therefore, the lack of a quantitative justification of the economic and social impact of levying an 
additional tax on personal income in excess of UAH 20mn, discrepancies with the Tax Code provisions, 
as well as inaccuracies in the wording of some provisions of the text of the bill – all  require the further 
serious elaboration of the proposed idea.  
 
3. The Draft Law of Ukraine “On Amending the Tax Code of Ukraine" registered on 16 January 2012, 
No.9720, proposes to "make tax-exempt all apartments with a floor area of up to 150 sq m and residential 
buildings with a floor area up to 300 sq m, and levy a tax on those residential properties which exceed 
these limits." The current version of the Tax Code includes the taxation of apartments with a floor area 
exceeding 120 sq m and residential buildings with a floor area above 250 sq m. Thus, the bill proposes 
increasing the tax-free area of residential properties by 20%-25%. 
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Even though the possible amount of revenue from the tax according to the established limits of the 
assessed area will be quite small (UAH 179mn according to the 2012 Ministry of Finance estimate), it is 
very important that according to the proposal made by IBSER in 2011, the revenue from the real property 
tax and single tax were assigned to development budget revenue. In this way, these two taxes have 
become the first renewable sources of revenue for this segment of local budgets. 
Therefore, a further raising of the tax-exempt area of residential properties will put in question the very 
expedience of levying a tax on real property other than land in general. Thus, IBSER believes that at this 
stage it is very important to provide a response both from the representatives of local government and 
relevant non-governmental organizations such as the Association of Ukrainian Cities and Communities 
with information regarding the possible negative impact on local budgets from implementing this 
legislative initiative. 

 
 
 
Result: Performance of an analysis of the Budget Law for the respective year is prepared 
Deliverable: Analysis of the Budget Law for the respective year 
Timeline: December 2011 
 
Result/Deliverable: 
 

IBSER experts have analyzed the Main Characteristics of the Law of Ukraine “On the State Budget of 
Ukraine for the Year 2012.” 

Thus, the baseline for budget calculation is a forecast of nominal GDP of UAH 1,500.0bn and 
Consumer Price Index of 7.9% for the year 2012. These macroeconomic indicators have been calculated 
based on a conservative scenario; therefore, in experts’ opinion, the key budget parameters are realistic. The 
State budget revenues will total UAH 332.9bn and expenditures will total UAH 358.0bn. The minimal social 
standard will be raised in the next year at a rate proportionate to the growth of the economy. The State 
budget deficit totals UAH 25.1bn or 1.7% of GDP (against 2.7% planned for 2011), which is UAH 10.3bn 
or 29.1% less that the 2011 planned deficit. A positive trend continues towards narrowing the gap between 
the amounts of borrowing and debt repayment. The share of expenditures for repayment and servicing of the 
State debt will remain in 2012 almost at the 2011 level, i.e., 22.3% of all budget expenditures, whereas it 
was continuously growing in previous years. 

The review of the law reveals certain risks for its execution. Thus, the draft budget envisages UAH 
12.3bn in revenues from credit repayment. However, the analysis shows that credit repayment amounted to 
about 60.0% of the planned amount in 2010, and the annual plan was only executed by 19.6% during ten 
months of 2011 (UAH 2.0bn vs. UAH 6.7bn according to the plan). Therefore, to fully execute the 2012 
plan, certain efforts will be needed. 

Quite risky for budget execution is also a UAH 10.0bn target for revenues from privatization of State 
property. All necessary measures will need to be taken for the planned revenues from privatization of State 
property to be remitted to the budget. 

As regards the relations between the State and local budgets, the dependence of local budgets on 
transfers from the State budget hardly shows any signs of subsiding in the 2012 State budget, and the share 
of transfers in the structure of revenues amounts to 52.1% vs. 52.7% as planned for 2011. However, some 
positive innovations in interbudgetary relations are also envisaged. For instance, the state budget subvention 
to local budgets for construction, reconstruction, repair, and maintenance of streets and municipal roads in 
localities (UAH 2.2bn) was for the first time allocated among all the local budgets, with which the State 
budget has direct interbudgetary relations, and standard rates of daily remittance of this subvention to local 
budgets have been set, which would ensure automatic transfer of this subvention. 

To finance the medium- and long-term programs and projects of socioeconomic development of the 
regions, the draft law provides for establishing a State Regional Development Fund.  

Therefore, in the current economic environment, the approved law is a balanced and realistic one; it, 
however, will need to be finalized during the year, in particular, with due account for the set natural gas 
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price, as well as in view of a negative impact of a slow-down in the global economy on the Ukrainian 
economy.  
 

See folder “Deliverables” 
 
Result: Analysis of the Changes to the Budget Law for the respective year is prepared and the suggestions to 
it are incorporated in the Law (in case such changes are brought for consideration of the Verkhovna Rada 
of Ukraine) 
Deliverable: Analysis of the changes to the Budget Law 
Timeline: Depending on the date of law adoption.  
 
 No amendments to the Budget Code were made in the reporting period. 
 
Deliverable: Analysis of the Changes to the Tax Code, land laws, and other laws related to local budgets, 
which could affect their revenues and resources prepared 
Timeline: Depending on the date of law adoption 
 
Result/Deliverable: 

 
The Law of Ukraine “On Amending the Tax Code of Ukraine Regarding Support of Agricultural 

Producers” dated 22 December 2011, No.4268-VI introduced a new system for levying the value-added tax 
on supplies of milk and dairy products, as well as on meat and meat products. Among other things, the law 
stipulates that in the period from 1 January 2012 to 1 January 2015, the amount of value-added tax payable 
by processing plants of all forms of ownership on their sales of milk and dairy products, as well as meat and 
meat products, shall be remitted at the prescribed rate to a special fund of the State budget and to a special 
account to be opened at offices of the State Treasury Service intended for paying compensation to 
agricultural producers for the milk and live cattle they sell to processing plants. 

A system was used in 2011, whereby such amounts were remitted in full to the special fund of the 
State budget. However, that system was an opaque mechanism using a "manual mode" of distributing 
budget funds and involving a lengthy process by which funds passed from the Ministry to the actual 
producer of milk and meat via a bureaucratic chain of oblast, district, and village authorities. 

By increasing the transparency and streamlining the process, the newly introduced system of value-
added tax on transactions regarding the supply of dairy and meat products is a form of support intended to 
stimulate the development of the production of milk and meat in Ukraine. 
 
 

Sub-task 1.2.3: Help the GOU develop and review amendments to budget legislation that promote local 
level strategic planning and enable local governments to attract the private sector resources for the local 
infrastructure development projects; 
• Help the GOU develop and review amendments to the Budget Code and sub-laws that: 
• Enable all creditworthy communities to have access to credit resources to fund their infrastructure 

development projects; 
• Regulate the process of adoption by local governments of responsibilities and financial obligations 

within PPP arrangements; and 
• Enable local governments separating energy efficiency savings from the rest of the budget and using 

these savings to reimburse implementers of performance contracts. 
 

IBSER experts will carry out an analysis of the budget legislation that promote local level strategic 
planning and enable local governments to attract the private sector resources for the local infrastructure 
development projects. Based on this analysis, if necessary, IBSER will prepare draft changes to the 
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legislative and regulatory framework, will submit them for roundtable / meeting of NAB discussion, and 
will develop the strategy for promoting these changes 
 
Result/Deliverable: An analytical memo with the findings of the review of the legislative and normative 
framework in the field of Public-Private Partnership is prepared 
Timeline:  January – March 2012 
Result/ Deliverable: 

 
Experts of the MFSI-II project have analyzed the legislation on local-level strategic planning, as well as 

the legislation, which regulate the issues of local government's attracting private sector resources for 
realization of local infrastructure development projects. The said analysis has revealed certain drawbacks, 
which need to be eliminated. For instance, with regard to strategic planning, the legislation on State 
forecasting and development of programs of socioeconomic development of Ukraine makes no provision for 
financial support to the development priorities, including a forecasting of financial resources, whereas it is 
well known that a financial justification of strategic documents allows making a sound allocation of budget 
resources for the medium-term. Without a financial justification, a strategic plan is just a declaration of 
intent, it becomes unrealistic, and stops being a tool of effective management. 

As regards to the public-private partnerships, its development in Ukraine is hampered, among other 
things, by lack of a legislative mechanism, which would ensure that public sector obligations are 
irrevocable. This problem for financial obligations under PPPs could be resolved if these obligations would 
have the same status as the State/local guarantee obligations. 

Also, the analysis has identified some other obstacles with regard to the said issues. Based on the 
conducted analysis, an analytical memorandum has been prepared to become the basis for developing 
relevant legislative amendments under this Sub- task. 
 Tetyana Korotka, Officer for Cooperation with the Government of Ukraine of the Public-Private 
Development Project in Ukraine (P3DP) USAID, Candidate of Economic Sciences, was invited to and took 
an active part in the Ninth Financial and Economic Forum on the topic of The Year 2013 and Medium-
Term Budget Policy, which took place on 2 March 2012. The issues of Public-Private Partnerships were 
considered at the Forum, and presentations were made on the topic by Iryna Zapatrina, Chairperson of the 
Board of the Ukrainian Public-Private Partnership Support Center, and I.F. Shcherbyna with participation of 
T. Korotka. Also, T. Korotka took part in developing the recommendations of the Forum, which were then 
disseminated among all the stakeholders.  

 
See folder “Deliverables” 

 
Result: Development of draft changes to the legislation and regulations 
Deliverable: Proposals regarding legislation improvement: draft amendments to the Budget Code (if 
needed); draft decrees of the Cabinet of Ministers (if needed); draft decisions of the State Treasury 
(regarding the issues of budget execution when implementing PPP projects) (if needed) 
Timeline: April – June 2012 
 
 
Result: Preparation and organization of a round table/ meeting of NAB for all interested parties 
Deliverable: Recommendations of roundtable participants with regard to the legislative proposals 
developed under this task. 
Timeline: September 2012 
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Sub-task 1.2.4: Help local governments assess draft legislation affecting the local development such as 
Community Associations Bill and Regional Development Bill and suggest amendments with a focus on 
strengthening local revenues 
 
• IBSER will review the draft legislation affecting local development and suggest amendments with a 

focus on strengthening local revenues (if an administrative and territorial reform is implemented, the 
said proposals will take the aspects of a new State system into consideration); 

 
 
Deliverable: The proposals based on the analysis findings prepared 
Timeline: Ongoing process 
Result/ Deliverable: 

The Decree of the Verkhovna Rada of Ukraine dated 7 February 2012, No.4350-VI directed to sent 
for the repeated first reading the draft Law of Ukraine on the foundation of the State regional policy, which 
was registered by the Verkhovna Rada on 1 June 2010, under No.6462. This legislative draft proposes 
creating the legislative foundations for implementation of the State regional policy. Among other things, the 
legislative draft sets out the key principles of conducting the regional policy by setting the goals and 
objectives of the regional policy, as well as the powers of the national and regional authorities. In addition, 
the legislative draft provides for establishing a National Regional Development Fund for the purpose of 
participation in financing of inter-regional and regional development programs and projects. To finance the 
operations of the National Regional Development Fund, a number of sources have been set up, including 5% 
of the enterprise profit tax paid by enterprise, except municipal enterprises, which tax is remitted to the State 
budget of Ukraine, which amounts to UAH 2.7bn of the 2012 plan. One of the unresolved issues of the Tax 
code of Ukraine approved in December 2010 is the problem of providing sufficient financial resources to 
local budgets. Therefore, from the conceptual point of view, the redistribution of tax flows, which could 
have been potentially directed to local budgets, will, in fact, result in strengthening the centralization trends, 
opposite to the development of local government. From the legislative work point of view, the issue on 
using the tax revenues for replenishing the National Regional Development Fund must be regulated by the 
Budget Code of Ukraine. No calculations or estimates of a possible economic impact from establishment 
and activities of the National Regional Development Fund are provided in the explanatory documents to the 
legislative draft, with only a statement to the effect that the Fund is going to acquire an ability to 
independently finance its operations through its own generated income in the medium term. 

On the whole, IBSER experts support the idea of streamlining and strengthening the State’s regional 
policy. At the same time, they emphasize the need of identifying additional sources of finding of such policy 
and making relevant changes to the respective pieces of legislation, which regulate the budgetary issues. 

Result/ Deliverable: 

IBSER experts took part in a working meeting on 17 February 2012, chaired by Anatoliy Blyznyuk, 
minister of regional development, construction, and housing and communal services of Ukraine. Discussed 
at the meeting were the main directions and priorities of implementation of the local government and 
regional development reform. A decision was made that in the complicated political situation (election year), 
implementing such a reform could hardly be feasible. Therefore, the legislative draft on associations of 
territorial communities could become the first step for further reforms. Also, IBSER experts reviewed the 
provisions of the draft Law of Ukraine “On Associations of Territorial Communities” No.9590 of 14 
December 2011 with regard to the financial support to associated communities. Conclusions and proposals 
were prepared and forwarded to all stakeholders in 22 February 2012. After this, the proposals were 
considered at the roundtable meeting (12 March, 2012) at the Committee on State Building and Local 
Government of the Verkhovna Rada of Ukraine. 
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See folder “Deliverables” 
 
• IBSER will review the legislative draft aimed at financial support of regional development, in particular, 

for establishing a Regional Development Fund, and prepare its proposals intended for strengthening the 
financial resources of local governments.    
 

Deliverable: The proposals based on the analysis findings prepared 
Timeline: ІV Quarter 2011 - ІІІ Quarter 2012 ()   
 

The Cabinet of Ministers of Ukraine approved a Decree of 21 March 2012, No.312 “On Approving 
the Procedure of Using in 2012 the Assets of the State Regional Development Fund." The Regional 
Development Fund was created not as an institution but rather as a subvention, which is granted from the 
State budget to local budgets. The Decree describes the mechanism of using the resources allocated in the 
State budget in 2012 under the program “State Regional Development Fund.” According to the approved 
procedure, the allocation of budget resources has been set between the budgets of the Autonomous Republic 
of Crimea, oblast budgets, and budgets of the cities of Kyiv and Sevastopol, in the following proportions:  

70% of the total – in proportion to the size of the population living in the relevant region; 

30% of the total – with due account for the problems of socioeconomic development of individual 
administrative-territorial units (small cities, mountain, miners’ towns, and depressed territories etc.) based 
on the proposals submitted by the Council of Ministers of the Autonomous Republic of Crimea, oblast, Kyiv 
and Sevastopol city State administrations. According to the Procedure, the budget funds must be used for 
financing investment programs/projects and activities, which are in line with the priorities in the 
development of the regions, as stipulated by the State Regional Development Strategy for the period of up to 
the year 2015 approved by Decree of the Cabinet of Ministers of Ukraine dated 21 July 2006, No.1001, and 
regional development strategies (hereinafter referred to as investment programs/projects and activities), and 
included in: 

targeted State programs of regional development; 

agreements on regional development and programs of recovery of depressed territories; 

State programs for development of cross-boarder cooperation; 

programs and activities of socioeconomic development of the regions, including the programs and activities 
for development of individual administrative-territorial units (small cities, mountain, miners' towns, 
depressed territories etc.). 

At the same time, IBSER experts believe that lack of clearly set criteria and mechanisms of 
distribution of the second part of financial resources of the Fund (30%) could lead to an opaque distribution 
and "manual" control. 

At the time of this writing, the Cabinet of Ministers is developing a draft ordinance, which will 
approve the list of facilities and activities to be funded in 2012 at the expense of the State Regional 
Development resources. 
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Sub-objective A.1: Ensure institutional sustainability of the PPB training 
program(s). 
 

Sub-task A.1.1: Conduct a study of the training centers that can offer PPB training sessions and 
methodological support to facilitate the introduction and effective application of PPB at the local level; 
identify those centers that are capable and interested in conducting PPB training sessions and providing 
methodological support on a regular basis 
 
• IBSER will prepare a strategy to establish a sustainable PPB training program(s) in Ukraine and will 

present it to USAID by the end of Year 1, organize and select one or two post-graduate educational 
institutions, which are capable of and interested in delivering PPB training sessions. 

 
Result/Deliverable: Strategy to establish a sustainable PPB training program(s) in Ukraine  
Timeline:  April-September 2012 

Objective B: Develop and introduce financial practices that foster energy efficiency 
in 15 selected cities 
 

Task 2.1: Assist the cities in introducing an effective system of managing energy savings in the 
public sector 
 
• IBSER will develop a unified methodology and select four Ukrainian cities for the first year of the 

project. IBSER will coordinate selection with MHR, Public Private Partnership Development Program 
and Developing Initiative for Advocating Local Governance in Ukraine (DIALOGUE).  

• To assist the municipalities in designing sound energy efficiency programs, IBSER will develop a 
system for monitoring energy-related expenditures based on the PPB method for selected four cities. To 
implement this system and based on the experience of MFSI Project activities in the city of Kyiv, IBSER 
will prepare the training materials for its realization and deliver trainings for the specialists of key 
spending units in four municipalities selected for its application. 

 
Result/Deliverable: Four Ukrainian cities for the first year of the project are selected using the developed 
unified methodology 
Timeline:  October – December 2011 
 
Result/Deliverable:  

 
The unified methodology of cities’ selection has been developed. When selecting a city, the 

following criteria are taken into account: population size; existence of the city’s energy saving program 
(Municipal Energy Plan) or energy saving project; cooperation with MHR project; amount of the 
development budget; a report on energy saving activities in previous years available; willingness of the city 
leadership to take part in implementing the tasks set out by the MFSI-II project, etc.  

Based on a competitive selection process, the cities of Pavlohrad, Poltava, Lviv, Chernihiv, Ivano-
Frankivsk, Zhytomyr and Horlivka have been selected. Memoranda of Cooperation have been signed with 
the winning cities outlining: 

- the cities’ consent to provide all the materials needed for implementing analyses of municipal 
energy costs; 
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- the cities’ participation in the development and implementation of a system of monitoring the 
energy costs and the financial incentives to promote the creation of effective energy performance systems in 
the public sector; 

-  participation of the staff of City Councils, City Executive Committees, and City State 
Administrations in  trainings on using the system of monitoring of energy costs, and participation of the staff 
of communal service enterprises in  trainings on monitoring and evaluation of energy performance projects, 
and on the financial and economic justification of strategic and planning documents; 

- participation of city representatives in roundtables, conferences, working meetings, and other 
activities to be organized by IBSER as part of implementation of the MFSI-II Project energy efficiency 
component, etc. 

 
See folder “Deliverables” 

 
 
Result: Analysis of four selected cities current budget expenditures on energy resources. 
Deliverable: Report on analysis of four selected cities current budget expenditures on energy resources. 
Timeline: January – March 2012 
 
Result/ Deliverable: 

 
Due to the late approval of the Law of Ukraine “On the State Budget of Ukraine for the Year 2012” 

and, accordingly, deferred approval of local budgets, the selection of cities was conducted in February 2012. 
This is linked to that in order to ensure a comprehensive approach to achieving energy savings, it is critical 
that the cities should be able to undertake energy-saving activities. Therefore, in order to participate in the 
competition, it was mandatory that information must be provided on the approved amounts of municipal 
development budgets for the year 2012, less any debt obligations. Thus, signing of the Memoranda began in 
March 2012. Taking into account that the information needed for conducting the analysis under this task is 
quite extensive, two cities (Horlivka and Pavlohrad) had submitted it at the end of March 2012. As other 
cities have larger budgets, and, accordingly, more extensive networks of budgetary institutions, they will 
need more time for gathering and summarizing the information needed for conducting the analysis. 
Therefore, the remaining cities are now in the process of completing this work. The respective analysis will 
be made by MFSI-II experts, when the information is received.  

For the purpose of further development of a system of monitoring the efficiency of budget energy 
costs, experts of the MFSI-II Project have reviewed the actual energy consumption by budgetary institutions 
in the abovementioned two cities. This review has been implemented based on actual indicators, which 
characterize the use of heat energy, electric energy, natural gas, and water in 2008-2011 by budgetary 
institutions in the sectors of the social and cultural sphere, public administration and others. Conclusions and 
recommendations have been provided based on the results of the conducted work. 

 
See folder “Deliverables” 

 
Result/Deliverable: System for monitoring energy-related budget expenditures for the four selected cities. 
Timeline: April – June 2012 
 
Result/Deliverable: The training course developed and a report prepared on the number of trainings held 
and the number of specialists who participated in trainings with a breakdown by gender. 
Timeline: July – September 2012 
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Task 2.3: Assist partner municipalities in building capacity of municipal enterprises to 
conduct modern financial analysis and planning to support their strategic and annual plans 

 
• IBSER experts will assist partner municipalities to build capacity of communal utilities in financial and 

economic analysis and planning as part or their strategic and action plans including their coordination 
and consistency with the city's strategic goals and objectives. 
 

Result/Deliverable: The methodology of financial and economic justification of strategic and planning 
documents of municipal enterprises consistent with the municipality’s strategic goals and objectives 
developed 
Timeline: July – September 2012 
 
 

Objective С: Enhance public awareness of the public budgeting process, revenues 
and expenditures 
 

Task 3.1: Analyze the execution of budgets at all levels and analyze the budget legislation, 
disseminate impartial information 
 

IBSER will prepare an independent budget implementation and budget legislation analysis to support the 
efficient and transparent implementation of local budgets. Thus, work will continue to analyze the execution 
of budgets at all levels and analyze budget legislation. In particular, in order to ensure the monitoring of the 
impact of the changes to the local revenues legislation, the IBSER will conduct a constant monitoring of the 
budget process in all of its stages. The results of the monitoring will be presented in monthly and quarterly 
publications dedicated to the analysis of the budget execution. The results of the monitoring and analysis 
conducted will be disseminated among all the stakeholders and partners, including the GOU, IFIs, AUC, 
NGOs and local governments. 
 
Result: IBSER experts will prepare a monthly monitoring of national and local budget implementations and 
place it on the IBSER’s Web-site (web-page).  
Deliverable: Monthly monitoring 
Timeline: The monthly monitoring in electronic form is prepared and placed on the IBSER’s Web-site (web-
page) by the end of second week of every month 
 
Result/ Deliverable: 

In the reporting timeframe, the project prepared monthly monitoring reports (three for the reported 
period) on the implementation of state and local budgets for the period from November 2011 to January 
2012 (See “PMP”). The reports were placed on the website.  

See folder “Deliverables” 
 
 
Result: Monitoring of the budget and fiscal impacts on local budgets in form of a full-scale analysis of the 
budget process 
Deliverable: Budget Monitoring 
Timeline:  
The Monitoring for Quarter 4, 2011 is published, distributed among the IBSER’s partners, and placed on 
the IBSER’s Web-page by March 31, 2012. 
The Monitoring for Quarter 1, 2012 is placed on the IBSER’s Web-page by June 30, 2012. 
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The Monitoring for Quarter 2, 2012 is published, distributed among the IBSER partners, and placed on the 
IBSER’s Web-page by September 30, 2012. 
 
Result/ Deliverable: 

According to the treasury preliminary data, MFSI project’s experts prepared ‘Budget Monitoring for 
January –December 2011 (See “PMP”). The monitoring included an analysis of the latest trends regarding 
State and local budget execution, as well as an analysis of the legislative acts influencing the budget process, 
approved over the reporting period. ‘Budget Monitoring’ was distributed among the interested parties and 
stakeholders, and placed on website. 

The real GDP increased by 5.2% compared to the respective 2010 figure, which is 1.0ppt more than last 
year. Considering a 14.8% real GDP fall in 2009, the economy is yet to regain its pre-crisis (2008) level. 

The nominal GDP totaled UAH 1,314.0bn, which is UAH 219.4bn or 20.0% more year-on-year. This 
increase remains almost at the last year’s level, with a growth of only 0.2ppt. 

Despite some worsening of the foreign economic environment, a trend towards economic growth 
continued throughout 2011. One of the reasons behind this growth is an increase in industrial output, even 
though its growth rate was slower than in 2010. Thus, the index of industrial production amounted to 
107.6% against 111.2% in the same period of last year. 

The consumer price index amounted to 104.6% against 109.1% in 2010, and the producer price index 
amounted to 114.2%, which is 4.5ppt less than last year.  

The foreign trade balance of Ukraine worsened by 2.2 times and amounted to a negative figure of $6.7bn 
compared to $3.0bn last year. 

The nominal average monthly wage per one full-time employee amounted to UAH 2,633.0 at the end of 
2011, which was 17.6% more year-on-year. This exceeds the State social standards (the minimum wage 
level and subsistence level of an able-bodied person, which equal UAH 1,004.0) by 2.6 times. Nearly the 
same excess was recorded at the end of 2010.  

The real wages decreased by 1.5% (they increased by 19.4% in 2010). Despite this, the domestic 
consumer demand continued its recovery, as evidenced by a 13.7% growth in retail sales in comparable 
prices.  

A higher level of fiscal revenues compared to last year is the main result of execution of the consolidated 
and State budget revenues in 2011. Thus, there were 56.7% more taxes paid into the budget than last year. 
Notably, a positive development is that this growth in budget revenues occurred within the first year 
following implementation of the tax system reform resulting from enactment of the Tax Code on 1 January 
2011. 

A note should be made of an increased proportion of tax revenues in the overall structure of budget 
revenues, which was significantly influenced by qualifying the revenues from the rent and charges on fuel 
and energy resources as taxes. 

Besides, this trend is quite logical in the light of a general economic recovery observed since the outset 
of the current year. This is evidenced, among other things, by the statistics on the growing gross domestic 
product, export and import figures, raising of average wages, i.e., increase in specifically the factors, which 
drive the growth of budget revenues. At the same time, a rather threatening trend emerged in the last quarter 
of the year towards slowing down of the economic growth in key sectors of the economy, which could 
dampen growth in budget revenues, in particular, with regard to key taxes in the next year 2012.  

The year 2011 State budget execution was characterized by the following features: 
– achievement in general of  the annual revenue target; 
– stabilization of revenues and ensuring a stable growth in the key taxes: enterprise profit tax 

and value-added tax payable into the budget; 
– a slowing-down in the rate of growth of revenues from the excise tax, which was essentially 

the only consistently growing budget source in the environment of the financial and economic crisis 
during the previous two years. 

The level of execution of the consolidated budget expenditure plan decreased against last year and 
amounted to 93.5%, with the actual expenditures growing by 10.3% (UAH 38.8bn). 
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The qualitative structure of the consolidated budget remained almost unchanged compared to 2010. A 
slight increase (by 2.1ppt) was noted in the share of expenditures for economic activity in the overall amount 
of expenditures. The proportion of social expenditures decreased to 60.3% or by 3.4ppt for the first time in 
the last three years, even though in absolute terms they exceeded last year’s figure by 4.4% or by 
UAH 10.7bn and totaled UAH 251.3bn.  

Expenditures of the State budget of Ukraine with intergovernmental transfers totaled UAH 333.4bn, 
which is 9.8% more than in 2010. The level of annual plan execution was almost at last year’s level and 
amounted to 93.8%. At the same time, a significant worsening was noted in the execution of expenditures 
for the housing and communal services (down 55.6ppt), as well as for agriculture, forestry and game 
preserves, and fisheries, with a decrease of 24.6ppt. 

The highest financing priority was given to the expenditures for debt servicing, social protection, and 
intergovernmental transfers, as well as for public order and security, and education. Despite a rather low 
level of execution of the environmental protection expenditures (65.0%), it increased by 27.2ppt year-on-
year. 

The State budget deficit decreased in 2011 compared to the figures of 2009-2010 and totaled 
UAH 23.6bn, with the level of its execution being almost 30.0% lower than the annual target. As the result 
of this growth, the amount of the State and State-guaranteed debt of Ukraine was the lowest in the last five 
years at 9.5% (to compare: by 33.6% in 2010, and by 67.3% in 2009). The said amount totaled 
UAH 473.1bn at the end of 2011. 

The State budget borrowing totaled UAH 80.7bn, having decreased by 35.1% against 2010. Notably, 
more than a half of the borrowed funds (UAH 44.9bn) was used for repayment of the State debt, with the 
repayment increased 1.7 times. 

The total cost of State debt repayment and servicing increased by 7.6ppt to 20.2% of all State budget 
expenditures. 

The actual volume of the proceeds from privatization of State property exceeded the plan by 15% and 
totaled UAH 11.5bn in 2011. This was due to sale of the Ukrtelecom telecommunications company in 2011. 

The local budget revenues increased by 14.6% and reached UAH 181.3bn. However, as a consequence 
of the crisis, a growing dependence of local budgets on intergovernmental transfers from the State budget is 
observed. Their share in the structure of local budget revenues has been growing annually in recent years, 
and reached its peak of 52.3% in 2011. 

At the same time, the personal income tax, which is consistently the largest source of revenues for local 
budgets, demonstrated a growth of only 6.0%. These changes are primarily linked to reassigning 50% of the 
personal income tax revenues from the Kyiv city budget to the State budget of Ukraine according to the 
amended Budget Code of Ukraine. 

The development budgets of local budgets also demonstrated a growth to UAH 13.3bn or 3.5 times. 
Such changes occurred in accordance with the provisions of a new version of the Budget Code of Ukraine, 
due to shifting nearly all capital expenditures (and respective transfer of allocations) from the General Fund 
to the development budget. In addition, the development budget revenues have benefited from being 
assigned a single tax (these revenues amounted to 15.0% of all development budget revenues). 

The payment for land remains an important item of local budget revenues (UAH 10.7bn). At the same 
time, the rate of growth of these revenues slowed down somewhat compared to the indicators of recent years 
and amounted  to 12.2%. Also, mention should be made of a significant growth in revenues from the charges 
for special use of water and fees for use of subsoil resources. This growth is linked to expansion of the 
number of payers and raising of tax rates in accordance with the Tax Code. 

It should also be noted that the Tax Code of Ukraine has abolished the tax on owners of motor vehicles 
and other self-propelled machines and mechanisms, which has effected the local budget revenues 
accordingly. Thus, local budgets received only the fees for the first registration of vehicles and the tax on 
owners of motor vehicles for the previous years, which both totaled UAH 673.7mn (64.6% less than the 
2010 figure). However, to compensate for the loss of these revenues, local budgets were granted a 
subventions for the construction, reconstruction, repair and maintenance of streets and municipal roads 
within localities in 2011, which totaled more than UAH 2.0bn and was funded at 100% of the annual plan. 



                 

24 

Therefore, local budgets revenues had UAH 1.2bn more resources compared to 2010, which were used for 
construction, reconstruction, repair, and maintenance of streets and roads. 

The local budget expenditures increased by 14.0% and totaled UAH 180.8bn. The monthly trend of local 
budget expenditures was similar to the previous year, except for the September expenditures, which were 
atypically lower compared to previous years.  

As usual, the majority of local budget expenditures were used for the social and cultural sphere. 
However, the expenditures for economic activity, housing and communal services, and environmental 
protection increased nearly 1.7 times in the reporting period. 

When analyzing the economical structure of expenditures, note should be made of a growth of both the 
capital expenditures (by 30.1% against 2010), and the expenditure for current operation of budgetary 
institutions (by 11.6%). The main growth items included expenditures for subsidies and current transfers to 
enterprises (institutions, organizations) (+66.6%), for capital construction (+89.0%), and for purchase of 
land and intangible assets (+119.1%). 

 
See folder “Deliverables” 

 

Task 3.2: Conducting public events and engaging the public in the budget process 
 

In order to efficiently engage the public in the budget process and sound the public opinion, IBSER will 
support the holding of public hearings. IBSER will continue its practices of holding meetings of the National 
Advisory Board and the Financial and Economic Forums on an ongoing basis with an invitation extended to 
all interested parties, including to representatives of the general public. In order to ensure the broadest 
possible dissemination of information at the local level and raising the level of public awareness, use will be 
made of all available mass media and other formats, such as holding of public hearings, publication of 
printed materials etc 
 
 
Result/Deliverable: - Participation of IBSER experts in working meetings, roundtables, conferences, 
including international ones, radio and TV talk shows with the aim of disseminating information on the 
issues addressed by the project 
Timeline: Ongoing process 
 
 
Result/ Deliverable: 
 
IBSER experts were invited by the Ministry of Regional Development, Construction, and Housing and 
Communal Services to take part in a Public Board meeting on 29 March 2012. This Board has been set up to 
ensure the coordination of work and holding of consultations with the general public on the matters of 
formulation and implementation of State policy in the field of regional development, construction, and 
housing and communal services of Ukraine in accordance with the Decree of the Cabinet of Ministers of 
Ukraine dated 3 November 2010, No.996 “On Ensuring Participation of the General Public in the 
Formulation and Implementation of State Policy.” 
 
 
Result: Preparation and organization of Financial-Economic Forum 
Deliverable: Minutes of Financial-Economic Forum, agenda and recommendations of Forum participants 
Timeline: February 2012, September 2012 
Result/ Deliverable: 

The Ninth Financial and Economic Forum on the topic of The Year 2013 and Medium-Term Budget 
Policy took place on 2 March 2012. 
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The main focus of the Forum was to discuss the issues related to the budget strategy in the context of 
socioeconomic development and budget policy tasks, as well as local government reforms. 

The participants of the Financial and Economic Forums included the representatives of ministries and 
departments, local governments, representatives of the academia, international expert community, civil 
sector, and mass media. 

A number of pressing issues of country’s budget policy directions were considered and discussed at the 
Forum. Among other things, these included the social factors of modernization of the Ukrainian society, 
strategic priorities of budget policy, implementation of a system of strategic planning, improving the 
methodological and normative framework of the Performance Program Budgeting method in the local-level 
budget process, urgent issues of improving the mutual relations between the State budget and local budgets 
in 2013, raising the effectiveness of State supervision, recommendations of the Council of Europe, and its 
support in implementation of local government reform, new approaches to the financing of regional 
development projects, financial mechanisms for stimulating the process of consolidation of territorial 
communities, State support for energy efficiency programs, and mechanisms of State support for ensuring 
energy efficiency. 

Based on the results of an active discussion, its participants have developed a number of 
recommendations, which have been then summarized and disseminated among all the stakeholders and also 
published on the website.  

See folder “Deliverables” 
 
 
Result: Preparation and organization of a National Advisory Board 
Deliverable: Minutes of a National Advisory Board and agenda  
Timeline: April 2012, June 2012, August 2012 
  
 
Result/Deliverable: Regular updating of IBSER’s website with information regarding project activities  
Timeline: Ongoing process 
 
The IBSER web-site is updating on a regular basis with information regarding MFSI-II project activities in 
Kyiv and in the regions (Ukrainian, Russian and English pages). In particular, the following sections: 

- News:  
o all news and events where MFSI-II project experts participated in the period January-March 

2012 are written, placed and updated on the site.. 
- Research and Materials: 

o All MFSI-II project periodic publications (its electronic versions), prepared in the period 
January-March 2012, have been placed on the site in the Subsection – “Analytical materials” 
(Ukrainian and English versions).  

- Useful References (subsections – Media about us; Our Partners) 
o All monitored articles published in national and regional media in the January-March 2012 

have been converted into electronic version, placed on the site and updated on a regular basis 
(Ukrainian and English versions) 

- New set of questions in section “Experts’ answer” with experts answers related to PPB section has 
been regularly added on the site, the information is regularly updated. 

 
Besides, MFSI-II project activity has been constantly promoting through IBSER web-site, distribution of 

MFSI-II project periodic publications and image materials containing MFSI-II logo to different target 
groups through MFSI-II project events’ participants, mass media, MFSI-II project  partners’ web-sites 
and their networks. 
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Result: Preparation of Electronic bulletin intended for the publication of news on project activities for 
electronic mailing to addressees in the database of IBSER partners 
Deliverable: Electronic bulletin 
Timeline: March 2012, June 2012, September 2012 
The section “E-Bulletin” is filled on a quarter basis: 

o first issue of E-Bulletin (Ukrainian and English versions) have been placed on the site and 
distributed according to IBSER data base to more than 500 partners (representatives of 
governmental institutions, NGOs, international organizations, foreign experts, technical 
projects, national and regional mass media) 

 
Result: Support the holding of separate information public events in partner cities 
Deliverable: The report on implementation of information public events in localities prepared 
Timeline: June 2012 
 
 


