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FOREWORD

Budget reforms initiated in Ukraine with the adoption of the 2001 Budget
Code call for improvements in budget formulation and execution by apply-
ing modern techniques and advanced approaches based on international
experience. An important element of this process is the implementation of
medium-term budget planning using modern budgeting instruments pri-
marily program performance budgeting (PPB). This approach was intro-
duced with the formulation of the State Budget of Ukraine in 2002. Since
2003, PPB has been piloted at the local government level.

According to PPB, budget resources should be spent for goals that meet
the medium or long-term development strategy of a city. The current
approach of one-year budgeting is inadequate for efficient budget man-
agement and strategic decisions aimed at local government development.
Program performance budgeting is an instrument that encourages medi-
um-term budget planning and focuses on measuring actual results of serv-
ices provided to citizens funded by the budget rather than monitoring line
item budget funds in line with the budget plan.

One problem that hinders the development of local self-government in
Ukraine is the scarcity of current financial resources that are insufficient to
fulfill the full authorities delegated to local governments by the State. It is
important, therefore, not only to review the local tax base with the view of
increasing local revenues but also to increase the efficiency and effective-
ness of available budget resources. Among other things, this concerns
financing of budget entities.

When PPB is applied, the focus shifts from developing local entities
funded by the budget and increasing their staff to results of implemented
programs, i.e. focus is on funding of social and communal services as well
as the efficiency of the funded services. This means that services funded
under local budgets should meet the needs of taxpayers. To estimate the
effectiveness of programs, certain performance measures can be applied to
help assess actual results of spending.

Taxpayers must know how their funds are used, what outcomes will be
achieved as a result of the State and local social programs. Only then will cit-
izens be eager to pay taxes because they will consider them as fees for
effective services provided rather than as a result of retaliatory measures of
the State and local governments.




Similarly, elected representatives when considering draft budgets also
should focus on the expected and actual results of social services provided
at the expense of budget funds. If applied properly, program performance
budgeting helps attain the main goal, i.e. efficient allocation of budget
resources and enlisting maximum support from citizens.

This guide is intended for the leadership and specialists of local govern-
ment. It consists of 9 sections that cover specifics of medium-term budget-
ing and application of program performance budgeting at each stage of the
budget process. It also reflects both international experience as well as the
recent Ukrainian experience with PPB implementation. This guide is the first
publication in a series of training materials to be produced by the USAID
Municipal Budget Reform Project to be used for training and workshops on
medium-term planning and PPB for local government. A practical guide
with step-by-step instructions and a standard format for developing and
executing a PPB at the city level will also be produced by the MBR Project
based on previous materials developed and will serve to complement this
local officials guide to PPB. The MBR Project will also develop and imple-
ment a computerized Budget Template System that will provide an auto-
mated system to assist local government in planning and executing PPB in a
more efficient and timely manner.

The authors are thankful to the specialists who contributed to this guide
and provided expert comments. We hope that this guide will help local gov-
ernment in Ukraine produce more efficient and transparent local budgets as
well as to involve citizens in the budget process.
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Section 1. Medium term budget planning
and key principals of program
performance budgeting

The budget process is a

This section focuses on medium-term budgeting and introduces | egislatively regulated activ-
the program performance budgeting (PPB) approach, i.e. an ity dealing with formula-
approach that allows planning and executing medium-term budg- tion, review, approval, and
ets. The readers will be provided with information about other — ayacution of budgets, con-
countries experience with program performance budgeting and 15| over their execution, as
review the differences between line-item budgeting and program 4| as reporting on budget
performance budgeting. It also discusses the key principals of pro-  ayacution.

gram performance budgeting.

1.1. Medium term budget planning

For a budgetary process to be effi-
cient, it is important to do medium-
term planning within established pri-
orities and objectives of the budget
policy and available resources.
Medium term budget planning pro-
vides a framework for efficient man-
agement of budget revenues and
expenditures and contributes to the
implementation of strategic objec-
tives of the region’s development.
The medium term budget planning
process can be divided into 7 stages
which are shown in the Diagram 1.

The first step in medium term
planning is to estimate the available
resources taking into account macro-
economic trends (e.qg., inflation, min-
imum wages, etc.) This entails devel-
oping several variations of medium
term revenue forecasts and selecting
the best scenario given the country’s
macroeconomic outlook (Stage 1).

As a rule, a medium term budget
typically covering a 3—5 year period

is updated every year due to policy
guidelines which can change from
year to year. Therefore, the budget
process requires reviewing the
budget policy for the previous peri-
od (Stage 2).

Next, the main guidelines and
aspects of the next year's budget
policy are defined (Stage 3). At this
stage, goals, objectives, policies,
strategies, are established and
expenditure priorities determined.

The budget policy goals estab-
lished under Stage 3 can inform
local entities funded by the budget
about the government'’s priorities
and create the basis for planning
operating and capital expenditures
for the next year's budget (Stage 4).

The budget is implemented in line
with the established/approved tar-
gets (Stage 5).

Execution of the budget is moni-
tored on a regular basis by way of
collecting data on revenue collec-
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Diagram 1

MEDIUM TERM PLANNING PROCESS CYCLE

ESTIMATE AVAILABLE
RESOURCES

Develop variations of medium term
forecasts; choose the most realistic

REVIEW
EXISTING POLICY

Review existing policies from previ-
ous planning and implementation

activities and programs and REPORT on
results for future planning efforts

scenario period
EVALUATE AND AUDIT [ ESTABLISH GOALS,
. OBIJECTIVES AND DO STRATEGIC
Evaluate the effectiveness of funded PLANNING

Set goals, objectives, policies, strategies
and expenditure priorities

MONITOR implementation
of planned activities, ACCOUNT
for and CONTROL public expenditures

ALLOCATE RESOURCES

Prepare budget that includes both oper-
ating and capital expenditures to carry
out planned activities and programs

| IMPLEMENT BUDGET

Collect revenues, release and apportion
approved funds, undertake planned
budget activities

Source: Public Expenditure Management Handbook, 1998, The World Bank

tions and actual expenditures, and
comparing actual figures with the
targets (Stage 6).

Evaluation and audit are essen-
tial elements of an efficient budg-
et process and important factors
for preparing the next-year’s draft
budget. Information gleaned from
reporting on the actual results of
activities and expenditures is also

important for preparation of the
next-year's draft. They provide the
basis for analysis and help evalu-
ate the budget’s effectiveness
(Stage 7).

Medium-term budget planning
provides local governments with a
framework to help align agreed
strategic plans with available budg-
et funds.
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1.2 PPB as an instrument for medi-
um-term budgeting

Program performance budget-
ing (PPB) is a budgeting approach
that facilitates efficient manage-
ment of the budget process for the
medium term. This approach focuses
on addressing critical issues facing
the local government and achieving
established goals and objectives. It is
used in many countries primarily to
ensure efficient and effective use of
scarce budget resources.

Program performance budget-
ing was first implemented in the
1960’s in the US. Currently, PPB
components are actively used for
budget formulation and implemen-
tation in the US, Canada, New
Zealand, Australia, Great Britain,
and certain European Union mem-
ber states. It is important to further
introduce PPB into Ukraine’s budg-
etary process as the country strives
for integration into the European
Union. Budget formulation in a
program-based format is an impor-
tant requirement for EU member
states and candidates.

Some elements of program per-
formance budgeting have been
implemented in Lithuania and
Estonia. Neighboring countries also
have certain experience in budget
formulation and execution based
on PPB. Romania and Bulgaria have
gone the furthest as they passed
legislation and regulations that
promote gradual transition to PPB-
based budget formulation. Russia
and Kazakhstan also have made
considerable steps forward in this

direction. An
important prereq-
uisite for PPB
implementation in
Ukraine is budget
reform which has
commenced with
the passage of

Program performance
budgeting is a system of
managing budget resources
over the medium-term
aimed at the development
and delivery of goal-orient-
ed budget programs.

the Budget Code
in 2001.

1.3. Comparison of line-item budg-
eting with PPB-based budgeting

The main differences between
PPB and traditional line-item budg-
eting are shown in Table 1.

Line-item (traditional) budget-
ing focuses on simply maintaining the
organizational structure of budget
agencies while program performance
budgeting requires describing the
goal which has to be attained as a
result of spending of budget funds
and providing information about the
quality of services delivered and the
social effect achieved.

It is based on rational manage-
ment aimed at resolving social prob-
lems. With PPB, the budget process
begins from identifying the critical
issues that need to be resolved. With
the view of resolving these issues,
local governments develop result-
oriented budget programs and the
budget is formulated on the basis of
these programs.

In each program, goals are
defined and objectives are formu-
lated which need to be attained to
achieve the goals set. An important
essential element of the program is
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the establishment of performance
measures, i.e. qualitative and quan-
titative parameters which are used

to assess the program'’s implemen-
tation and determine if established
goals were achieved.

Table 1

DIFFERENCES BETWEEN PPB AND TRADITIONAL LINE-ITEM BUDGETING

Line-item (traditional) budgeting

Program performance budgeting

Expenditures are planned based on
historical data without evaluation of
the need for, and quality of, public
services provided by the budget entity.

Planning is oriented towards the future
based on established goals and objectives
for expenditures and performance meas-
ures to determine social and economic
effectiveness of budget programs.

The budget is formulated and approved
by function and economic classification
for line item expenditures.

The budget is formulated and
approved primarily based on budget
programs.

The primary purpose of the budget is
to maintain budget entities without
taking into account their effectiveness.

The primary purpose of the budget is
to achieve the most effective results
from the budgeted expenditures.

Lack of accountability for results or
performance of the budget entities
and the quality of services provided.

Key spending units are held account-
able for the achievement of results of
budget programs.

1.4. Main elements of PPB

Program performance budgeting
is a comprehensive approach to
budget formulation and includes the
following elements:

m Strategic planning is a sys-
tematic process undertaken by a city
to plan and forecast its future. The
strategic planning process has three
basic phases:

1) The first phase focuses on
establishing the local entity’s mis-
sion or its purpose of existence;

2) the second phase determines
the goals and objectives which show
where the entity would like to be in
the future to execute its mission;

3) the final phase considers the
necessary tasks and activities to
enable the entity to accomplish such
goals and objectives.

m The transparency of the
budgetary process and active
citizens' involvement is essential
for efficient and realistic budget
and planning for the city’s devel-
opment.

10
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s Medium-term planning of
revenues is aimed at assessing the
amount of resources available to the
local government to cover its neces-
sary expenditures.

s Medium-term planning of
expenditures helps to define the
expenditure priorities, improve the
accountability of spending units and
use of budget funds, as well as to
enhance the overall budgetary control.

m Capital investment plan-
ning involves preparing a medium-
or long-term plan with information
about priority capital investment
projects to be implemented during
the planned period.

s Budget programs are a key
element of PPB. A budget program
consists of closely connected actions
aimed at the achievement of a number
of medium- or long-term goals. Each
program is formulated in compliance
with the established requirements and
should contain a Goal, Objectives, and
Program Performance Measures.

Conclusions

m Program performance
measures — another key compo-
nent of PPB — are statistical indica-
tors which demonstrate the success
of the program and should be meas-
urable or quantifiable.

s Monitoring, control, and
evaluation of programs. PPB
necessitates regularly monitoring
implementation of programs as well
as evaluating them at various stages
of the budget process. Based on col-
lected information, conclusions are
drawn about the program’s effec-
tiveness and administrative deci-
sions are made.

The above-mentioned elements
are modern budgetary techniques
which help to improve the efficiency
and effectiveness of budgets pre-
pared using any format. The PPB
approach refers to both process and
format of budget formulation and
requires that all the above-listed ele-
ments be considered as part of the
budget process.

PPB is a tool for medium-term budget planning and execution. It promotes effi-
cient allocation of limited budget resources, improving the quality of public servic-
es, transparency in the budget resource allocation and decision-making process.

11



Section 2. Strategic planning

This section introduces strategic planning as a comprehensive and systematic
management tool that local governments can use to identify their strengths and weak-
nesses, determine the challenges and opportunities they face, develop their vision for
the future and determine the actions to achieve such vision. While it is important to
balance a government’s vision with available resources, the resources available
should not constrain the vision. Strategic planning complements the medium term
planning process discussed in Section 1 by focusing on broader, strategic thinking for
the future while the medium term process focuses on assessing the long-term finan-
cial implications of current and proposed policies, programs and assumptions.

2.1. Why local governments do
strategic planning?

Cities can use strategic planning
to help them focus on long-term
goals, assess their capabilities to
achieve those goals, examine the
environmental factors that may
affect them and identify strategies
to help them achieve results. A well
designed strategic planning process
can help a local government to:

m  Clarify future direction
m Establish priorities
m  Develop effective strategies

m Consider the future conse-
quences of its decisions

m  Deal effectively with rapidly
changing circumstances

m Improve internal management
and organizational performance

m  Strengthen communication
with its constituents and clients

Strategic planning emphasizes
strategic thinking and acting rather
than production of a planning doc-

ument. It is designed to help a local
government envision a desirable
and attainable future. It is action
oriented and focused on achieving
results and focuses attention and
resources on the most important
issues facing a local government
rather than trying to address all
Issues at once.

2.2. What are the key elements of
the strategic planning process?

While there is no single best
approach to strategic planning, an
effective strategic planning process
will address the following four
questions as outlined in Table 2:

1. Where are we now?

2. Where do we want to be in
the future?

3. How will we get there?

4. How do we measure our
progress?

An effective strategic planning
process will include the following
key steps:

12



Strategic planning

STRATEGIC PLANNING PROCESS

Strategic Elements of | Key Activities
Question the Process
Where Are Internal / ® Conduct situation/inventory environmental
We Now? External assessment
Assessment | m prepare analysis of customer needs
® [dentify strategic issues
Mission and | ® Broad, comprehensive statement of the
Principles government’s purpose
m Reflects the government’s values, conduct
to achieve the mission
® Employees and leadership usually involved in
developing mission and principles
Where Do Vision ® \When combined with mission and princi-
We Want to ples, vision identifies government’s
Be? unigueness
m Reflects the desired future
How Do We | Goals and ® Pyrpose toward which effort is directed
Get There? Objectives (Goals)
® Specific and measurable target for accom-
plishing goals (Objectives)
® Both lead to efficient and effective resource
allocation
How Do We | Action ® Prepare detailed work plans
Measure Plans ® [ncorporate strategies to accomplish goals
Our and objectives
Progress?
Perfor- ® |ndicators used to measure results
mance ® Ensure accountability and tied to perform-
Measures ance targets
Monitoring | ®Develop systems to monitor government’s
and progress towards achieving stated goals and
Tracking objectives

® Compile and collect monitoring data for
improved management decisions

m Keep strategic plan on track

Source: State of Arizona, Strategic Planning Workshop, 1994.

13
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(1) Initiate the Strategic
Planning Process. This is the first
step in which the local government
assesses its readiness to engage in
strategic planning and designs a
planning process to match its pur-
pose, resources and political envi-
ronment. It is important that the
strategic planning process be initiat-
ed and conducted under the author-
ization of the local mayor. A strate-
gic plan that does not have the sup-
port of the mayor has little chance
of influencing the future. The most
common arrangement involves the
formation of a steering committee
along with a number of working
groups. The steering committee is
generally responsible for overall
direction and decision making. The
working groups typically make rec-
ommendations to the steering com-
mittee based on in depth examina-
tions of particular issue areas.

(2) Involve Key Stakeholders to
Sustain Commitment. |dentifying
and involving key stakeholders,
whether legislators, government
employees or citizens is essential to
strategic planning. Techniques that
governments have used to involve
citizens and other stakeholders in
the process include: 1) surveys,
media announcements, community
meetings at the launching of the
strategic planning process; 2) public
meetings, media inserts at key deci-
sion points in the process to solicit
feedback and to guide future tasks.
Sustaining stakeholders’ commit-
ment is just as important and can be
achieved by: 1) continually demon-
strating the commitment of the

government and key players to the
process, 2) making the process
meaningful and high profile; 3) set-
ting a realistic timetable and realistic
and appropriate expectation for
those involved in the process; 4)
using opportunities to celebrate
milestones; and 5) continually com-
municating what is going on to
those in the organization and the
broader community. Governments
should seek the advice of citizens
and other stakeholders early on in
the planning process.

(3) Assess Environmental Fac-
tors. To develop realistic plans, a
local government needs to take a
close look at its internal strengths
and weaknesses, as well as assess
the external environment for
potential opportunities and threats
that it may face in the future. A fre-
quently used methodology for con-
ducting such environmental assess-
ment is “SWOT” (Strengths,
Weaknesses, Opportunities,
Threats) analysis. When assessing
internal strengths and weaknesses,
a local government can focus on
such issues as its structure, culture,
employees and fiscal status. The
external assessment should consid-
er local, regional, national and glob-
al factors such as population shifts,
economic conditions, legal or requ-
latory changes, cultural and social
trends, intergovernmental issues
and technological developments.

(4) Prepare a Mission State-
ment. Setting a strategic direction
for a local government means set-
ting its values, vision and mission.
The mission statement should be a

149
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broad but clear statement of pur-
pose that states the local govern-
ment’s reason for existence. An
example of a mission statement
might be: “The City of X seeks to
serve the needs of citizens by pro-
viding a safe, secure and healthy
environment  which  facilitates
planned, managed growth and eco-
nomic development.”

(5) Identify Key Issues. Once
the environmental assessment has
been completed and the mission
statement developed, the next step
is to use the information to identify
the important issues. Here the local
government sets priorities to allow
it to focus on the most important
and urgent issues. Strategic issues
are issues that are critical to the
future of the local government —
issues that must be addressed in
order for the local government to
carry out its mission prepared under
the previous step.

(6) Develop Broad Goals,
Measurable Objectives and
Performance Measures. After
identifying the strategic issues,
those involved in the strategic plan-
ning process should then agree on a
small number of broad goals. The
goals should address the important
issues facing the community identi-
fied under Step 5. It may be neces-
sary to define priorities among goals
to improve their usefulness in allo-
cating resources. The next step is to
specify objectives, or quantifiable
interim steps toward achieving the
local government’'s long-range
vision and goals. Objectives should
be expressed as quantities, or at

least verifiable statements and ide-
ally include timeframes. And finally,
performance measures are devel-
oped to provide an important link
between the goals, strategies,
actions and objectives stated in the
strategic plan and the program and
activities funded in the budget.
Performance measures provide
information on whether goals and
objectives are being achieved.

(7) Develop Strategies and an
Action Plan. When a local govern-
ment has determined where it is
headed, the next step is to decide
how to get there. Strategies are
methods used to accomplish goals
and objectives. More than one strat-
egy may be needed to accomplish
each objective. There should be a
relatively small number of specific
strategies developed to help choose
among services and activities to be
emphasized. The next step is to
develop an action plan that
describes how the strategies will be
implemented and includes activities
and services to be performed, asso-
ciated costs, designation of respon-
sibilities, priority order and time
frame involved for the organization
to reach its strategic goals.

(8) Seek Approval of the
Action Plan. Policymakers should
formally approve the strategic plan
so it can provide the context for pol-
icy decisions and budget decisions.

(9) Implement the Plan. Those
involved in developing the strategic
plan should work together to
implement it. Moreover, the strate-
gic plan should direct the operating

15
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budget, the capital plan and the
government’s other financial plan-
ning efforts. Communicating and
marketing the plan need to be key
components of the implementa-
tion process.

(10) Monitor Progress. Evaluati-
on serves as the feedback step in the
strategic planning process and com-
pletes the cycle from planning to
performance. Local governments
should develop a systematic review
process to evaluate the extent to
which strategic goals have been met.
An important component of moni-
toring progress is to periodically

Conclusions

reassess the strategic plan. Often
external factors such as the national
or regional economy, demographic
changes, statutory changes, legisla-
tion, mandates and climate /environ-
mental changes may affect the envi-
ronment and thus achievement of
stated goals. Updated information
on stakeholder needs or results may
also require changes to the plan.
Governments should conduct inter-
im reviews every one to three years,
and more comprehensive strategic
planning every five to ten years.
Performance measure results need
to be reviewed more frequently than
the strategic plan at least annually.

Strategic planning assumes local leaders to be effective strategists if their entities
are to fulfill their missions, meet their mandates, and satisfy their constituents in the
years ahead. Effective strategies are needed to cope with ever changing environ-
ments and leaders need to develop a context for their strategic decisions — thus the
need for a systematic strategic planning process.

16



Section 3. Transparency of the budget
and citizens’ involvement

This section discusses the main reasons, goals, forms, and methods for citizens’

involvement in the budget process. Difficulties as well as advantages of the new par-
adigm of relations between citizens and local government are also discussed.

3.1 Why involve the public in the
budget process?

The local budget is the most
important policy document pre-
pared by the local government in
order to satisfy its citizens’ needs. As
taxes paid by citizens are a source
for local budgets, the local govern-
ment must take into account the
community’s opinion regarding the
use of these funds. The leadership
of local government and specialists
of financial departments must
therefore be aware of and use vari-
ous forums and methods to involve
the public in the budget process for
the following reasons:

m  Ensure compliance with leg-
islative provisions regarding citizens’
involvement;

m  Enlist the community’s sup-
port and ensure that budget deci-
sions are legitimate;

m  Satisfy the needs of citizens
in services funded from the budget;

m  Develop the budget and pro-
grams to address issues of high pri-
ority to local citizens;

m  Introduce new approaches for
resolving complicated financial and
budget issues and prioritizing them;

m  Fosterinvolving all stakehold-
ers in cooperation to address finan-
cial issues;

m  Inform citizens about finan-
cial issues;

m |ncrease the government’s
transparency and credibility on the
part of the community;

m  Prepare for the point when
citizens’ participation will be consid-
ered a standard rather than an
exception.

To the extent that local govern-
ments are familiar with citizens’
opinions, they should understand
social processes and the role of
financial management as such.
Citizens tend to support projects
developed with their participation.
Therefore, it is important to involve
all stakeholders in the process of
making managerial decisions. These
include: individual citizens, officials
of the city government, representa-
tives of NGOs, business, mass
media, political parties, etc.

3.2. Forums for public participation
in the budget process

Effective forums for public par-
ticipation in the budget process can

17
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include: public budget hearings,
working groups and advisory com-
mittees, steering committees and
commissions, public review, public
meeting, and mass media commu-
nication. The specific forum used
for public involvement depends on
the issue to be addressed or task to
be fulfilled.

There are two types of informa-
tion, which the local government
should provide to its citizens:

m  [nformation about the
specifics of a concrete objective,
program, or activity. For instance,
overview of the annual budget or
specific project included in
the municipal capital investment
program;

s More general or synoptic
information. This information is
provided by representatives of the
local government through presenta-
tions about the activities of local
government given to groups of stu-
dents or community-based organi-
zations, professional groups or
commercial organizations.

3.3. Citizens' involvement in the
budget process

There are two primary methods
for involving citizens in the budget
process:

1 — Methods aimed to enlist
citizen participation in the deci-
sion-making process such as offi-
cial public hearings with the view to
inform citizens and receive feed-
back; informal meetings with offi-
cials; interviews and organizing

focus groups to survey public opin-
ion; setting up advisory committees
and working groups for consulta-
tions on specific issues or for devel-
oping a strategy and objectives; set-
ting up committees or commissions
to facilitate management, monitor-
ing and control over some specific
function; creating community-based
organizations/interest groups to
study specific situations and provide
recommendations to address them.

2 — Methods aimed at educat-
ing and simply informing citizens
rather than enlisting their direct
involvement and feedback such
as organization of reception by
the official who administers com-
plaints; open house events to allow
the public to meet with local offi-
cials and express their views on
budget and other issues; rendering
information services; organization
of training and meetings with offi-
cials for presenting periodic reports;
opening centers of public relations
for handling complaints and pro-
posals; ensuring communication
through the mass media. The pri-
mary forum for providing basic
information about the annual budg-
et to the public is the “Budget In
Brief”, a concise overview of the
approved annual budget.

Why should citizens be involved
in the budgetary process? Local gov-
ernment should involve the public in
the budget process to enhance their
decision making process, e.g., to
assist in making rational decisions or
developing better financial plans.
Examples of how local government
could involve citizens include:
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m  Request an opinion of a civic
commission to confirm that the
annual budget would satisfy the
needs of citizens;

m  Propose that citizens with
financial expertise evaluate alterna-
tive ways to increase revenues in
order to reach a balance between
expenditures and revenues;

s Organize a panel of stake-
holders to plan the steps to resolve
the issue of environmental sustain-
ability of the region resulting from
toxic discharges of a chemical plant
which can contribute to the region’s
economic growth;

m  Set up a working group to
poll the citizens' opinion about the
possible privatization of communal-
ly-owned entities which provide
services to the community;

m  Prepare and conduct budget
hearings in order to comply with
legislation and develop the most
efficient budget from the commu-
nity’s viewpoint.

3.4. Public (budget) hearings

Public hearings are a general
meeting for the public on anissue
that is important for the commu-
nity at large. In the course of the
hearings, the local government or
one or more non-governmental
organizations present the problem
and propose ways to resolve it and
representatives of the communi-
ty discuss this problem and
approve a plan proposed by the
government NGO or propose their
alternative project.

Budget hearings can be an
important forum for citizen involve-
ment in the budget process. Budget
hearings are a type of public hear-
ing authorized under Article 9 of the
Law On Local Self-government in
Ukraine. In the course of budget
hearings, the local administration
presents the draft budget for the
next fiscal year and aims to:

m Informcitizens about the plans,
tactics and strategies of the city’s lead-
ership for the upcoming fiscal years;

m  Present to the community the
results of the local government’s
activity during the last fiscal year;

m Get feedback from con-
sumers of services with regard to
desirable ways to resolve current
problems (e.g., water supply,
increased tariffs for electricity, priva-
tization of utility companies, etc.);

m  Enlist the community’s sup-
port in lobbying their interests in
upper-tier governments (assertion
of the draft budget which is favor-
able for the city, etc.); and

m  Emphasize the transparency of
the government’s actions in order to
ensure the government'’s credibility.

In order to inform citizens, a
budget message and “Budget in
Brief"”, are prepared. The budget
message is a statement summariz-
ing the plans, policies contained in
the budget report, including an
explanation of the principal budget
items, an outline of the municipali-
ty’s experience during the past year
and its current financial status.
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These documents are disseminat-
ed through various channels. The
budget can be published in local
newspapers, posted on websites,
and discussed through public hear-
ings. Booklets and other publica-
tions about the budget can be made
available in public libraries.

Budget message is a statement
presented typically in the form of a
letter from the head of the local
government (for instance, the
mayor) which offers an opportunity
to publicly outline his/her political
plans/recommendations for the
next fiscal year. It includes:

m the main guidelines of the
fiscal policy, plans, goals;

m  |ist of sector priorities;

m  explanations showing how
the budget was balanced;

m  description of the break-
down of reserve funds; and

®  main budget assumptions
(e.g., inflation rate).

“Budget in Brief” is a document
such as a pamphlet or booklet which
provides a general description of the
proposed annual budget including:

m a concise description of the
budget process;

m  a brief and user friendly
overview of the budget;

m charts and other visual
information to inform the reader
about the main components of the
budget; and

m comparative  information
about last year's and the planning
year budget.

Procedures for Initiation of

Budget Hearings

Budget hearings are typically ini-
tiated by the mayor. Apart from the
mayor, budget hearings may be ini-
tiated by:

a) members of the city council
elected in single-member districts;

b) members of the community
who reside in the city.

If the decision about the initiative
to conduct budget hearings is made
by the mayor, it is made individually.
In this case, the legal base for budg-
et hearings is the mayor’s directive.

If budget hearings are organized
on initiative of members of the city
council, this initiative is subject to
registration with the city council. In
order to register it, an application
should be submitted signed by at
least 20% of the overall member-
ship of the city council.

The decision to initiate budget
hearings by the city council must be
approved at the session of the coun-
cil. In this case, the legal base for the
budget hearings is the decision of
the city council adopted by the
majority of the city council.

The community members’ initia-
tive to organize budget hearings
shall be registered with the city (or
rayon) council. In this case, a joint
application should be submitted
signed by at least 5% of the com-
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munity members residing in the city
(rayon) and eligible to take part in
local elections.

The legal ground for budget
hearings initiated by the city council
or community members is the
mayor's directive issued within one
calendar month from the day when
the initiative was registered.

Conclusions

In the above-mentioned direc-
tives or joint applications the follow-
ing should be specified: a person (or
any odd number of persons but at
least three persons) who is/are
authorized to represent the initiator
of budget hearings, the list of issues
to be discussed, and the timeline of
the hearings.

When preparing and conducting budget hearings, local government may
encounter some difficulties trying to attract citizens to the event. Such difficulties
can be overcome if an effective information campaign precedes the event. A desired
result of any public (budget) hearings is the development of a fair and transparent
budget and continuous support of the government’s actions by the community.

21



Section 4. Forecasting of Local Revenues

This section explains how local revenues are planned for the next period and for
a medium term. This planning is an essential prerequisite for implementation of
program performance budgeting. The section begins with a brief review of the plan-
ning process used for local budgets, including references to the relevant sections of
the Budget Code of Ukraine, which is followed by specific recommendations with
respect to local revenue forecasting for the medium term.

4.1. Why local governments forecast
local revenues?

Local revenues are the main
financial resources of local govern-
ments that they use to execute their
own authorities and authorities del-
egated to them by the State. Local
governments forecast and plan
local revenues in order to assess
the level of available resources to
fund necessary outlays. The quali-
ty of forecasting and preciseness of

revenue targets of the local budget
determine the local government’s
ability to execute its obligations in
full and in a timely manner.

The local government’s ability to
implement ongoing or medium-
term programs is to a significant
extent dependent on the quality of
the medium-term revenue forecast.
For program budgeting to be imple-
mented, both local revenue and
expenditures should be planned for

Diagram 2
LOCAL REVENUES BREAKDOWN
Revenues assigned to Own revenues Intergovernmental
local governments of local governments transfers
(Revenues taken + (Revenues NOT taken +
into account into account
in intergovernmental in intergovernmental
transfers) transfers)
Y Y Y
Local Revenues
Y Y
General fund Special fund
Y

Capital budget

According to Articles 64-69 of the Budget Code of Ukraine.
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the next budget period and the
medium term. It is impossible to
plan expenditures for several years
ahead without the financial basis
for such expenditures, i.e. the nec-
essary revenues.

STRUCTURE OF LOCAL REVENUES, LOCAL BUDGETS
OF UKRAINE IN GENERAL, 2004

Proceeds from sale

of land and
intangible assets
2,6%

Proceeds from sale of fixed
assets (privatization)
4,6%

User charges
9,7%

Single tax on
small businesses
4,5%

Local taxes and fees
2,4%

Trade patent fees
2,2%

4.2. What is needed to forecast local
revenues?

In order to plan revenues objec-
tively, local governments need as
much factual information about the
tax base and the effect of legislative
changes on it (and hence on the vol-
ume of revenues) as possible partic-

B
/

Land tax

Chart1
r Earmarked funds
2,6%
Other revenues
5,0%

Property taxes
2,8%

9,8%

ularly related to national taxes and
fees which are assigned to local
budgets. For example, the personal
income tax accounts for at least 50
percent of most local budgets (see
Chart 1).

Any legislative changes with
regard to personal income tax

Local revenues consist of all tax,
non-tax, and other non-repayable
proceeds (including transfers, dona-
tions, grants), which are collected as
prescribed by Ukrainian legislations
as illustrated in Diagram 2.

Personal
income tax
53,9%
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directly affect the revenue side of
local budgets, and hence the
amount available for local expendi-
tures. In particular, changes in tax
rates, payment procedures, and list
of payers, which are implemented at
the national level, directly affect the
amount of local revenues.
Therefore, local governments
should track changes in the tax
base, analyze the number of tax-
payers, level of wages and other
personal incomes, roll of persons eli-
gible for tax credits, etc. At the
same time, local governments may,
within their competence, suggest
compensatory schemes (in case of a
decrease in forecasted revenues) to

identify additional sources to
address any potential revenue-
expenditure gap.

Local governments have an

impact on the development of the
revenue base which the Budget
Code assigns to them through effi-
cient policy, e.g. in the area of man-
aging land resources, supporting
enterprises which create new jobs or
increase payroll funds, etc. The fact
that the list of taxes and sharing
rates are assigned to local budgets
on a long-term basis urges local
governments to monitor these rev-
enues, analyze economic factors
that affect the volume of revenues
and formulate medium- to long-
term local development policy.

Other taxes and fees payable to
local budgets may also be subject to
such in-depth analysis with particu-
lar emphasis on tax benefits and
exemptions within the competence
of local governments.

4.3. How do local governments plan
revenues?

The Budget Code of Ukraine
assigned certain types of revenues
(or shares of revenues) to specific
tiers of government in order to pro-
vide long-term revenue sources for
local governments. As such, it is
possible not only to forecast rev-
enue sources for the future, but
also to implement sound policies
that are expected to provide a pos-
itive result in the medium term. In
addition, the sharing of revenue
sources between the different levels
of government can encourage the
preservation and development of
the various levels of government.

When planning local revenues it is
important to note that certain local
revenues are included in the inter-
governmental transfers calcula-
tions, while others are excluded.
Specifically, this relates to the calcu-
lation of the equalization grants
(i.e., funds to be sent to the state
budget). This distinction between
those local revenues that are includ-
ed or excluded from the calculation
of intergovernmental transfers is
prescribed by the Budget Code of
Ukraine.

Revenue Basket I. Articles
64-67 of the Budget Code of
Ukraine establish the list of revenues
which are taken into account in
intergovernmental transfer calcula-
tions (Revenue Basket 1), as well as
the sharing rates for a number of
taxes and fees. With regard to these
taxes and fees, tax legislation pre-
scribes stringent rules for their
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assessment and collection; no tier of
government is allowed to intervene
in this process. Any changes con-
cerning these revenue sources can
be implemented only if approved by
laws of Ukraine.

Revenue Basket Il. Local rev-
enues that are not taken into account
in intergovernmental transfer calcu-
lations (Revenue Basket Il) are listed
in Article 69 of the Budget Code of
Ukraine. In addition, this list includes
revenue sources of capital budget
which are specified in Article 71.

According to tax legislation,
these revenue sources are adminis-
tered using general rules. Local gov-
ernments are allowed to establish
the tax rates (within the legislatively
defined ranges) and grant some
types of privileges. They are also
allowed to establish the procedures
and periods for assessment and col-
lection of these taxes and fees.

The basis for realistic medium-
term planning and execution of local
revenues is the stability in tax legis-
lation. Thus, the requirements of
Article 27 of the Budget Code of
Ukraine concerning submission,
review, and adoption of laws
affecting local revenues should be
followed during the budget year.

It should be noted, however, that
in practice one of the most impor-
tant problems dealing with local rev-
enue forecasting, including medi-
um-term forecasting, is the lack of
stability in tax legislation. Repeated
changes in tax policy, in particular,
when the annual budget is consid-
ered and passed, make it difficult to

develop a realistic medium-term
forecast for local revenues.
Moreover, unstable tax legislation
influences the calculations of inter-
governmental transfers. For many
local budgets, equalization grants
bring more than 70 percent of total
revenues.

Intergovernmental transfer
calculations. These calculations are
carried out in accordance with
Article 98 of the Budget Code of
Ukraine. In pursuance of this Article,
the Cabinet of Ministers issued
Resolution  No. 1195 dated
September 5, 2001, On Approval of
the Formula for the Distribution of
Intergovernmental Transfers
(Equalizations Grants and Transfers
to the State Budget) Between the
State and Local Budgets. This
Resolution is amended annually,
before the beginning of the next
fiscal year, and one purpose of
these amendments is to adjust for
changes in tax legislation. The calcu-
lation procedure prescribes that rev-
enues are calculated based on
reported data for the last three full
fiscal years that precede the
planned year. Due to this, the rev-
enue indicator for the local budget,
which will be used in calculations of
transfers for the planned fiscal year,
can be calculated as early as January
of the current year. Therefore, local
governments have almost a year to
make decisions and take the neces-
sary actions, especially in the case if
this forecast is unfavorable. At the
same time, actual results of local
governments’ efforts to increase the
base of local taxes and fees are
taken into account in prospective
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calculations. Generally, this formu-
la-based approach helps to make
medium-term estimates, identify
future problems, and resolve them
proactively.

4.4. Key steps to medium-term
planning of local budget revenues

Some key steps to medium-term
planning of the revenue side of local
budgets include:

1) Keep track and analyze
the budget’s receipts for a period
of several years. Given that the
Budget Code was passed in 2001
only, the most important reference
period is the period after 2002,
when revenues were assigned to
particular tiers of local governments
over the long term. Conceptually,
however, the longer the reference
period, the more reliable the frame-
work for identifying the trends in
receipts from various revenue
sources. It is important to make the
revenue bases pertaining to differ-
ent years comparable with the fore-
casted year (e.g., take into account
changes in tax rates or tax base as
these changes influence the
amount of receipts from the rev-
enue source in question);

2) Identify the trends in the
tax base’s behavior under base-
line (the current year's) condi-
tions (i.e. prior to changes in tax
legislation). This is needed to iden-
tify alternative sources to replenish
the revenue side of the local budg-
et in case of possible losses from
legislative changes;

3) Take into account changes
in the tax base as well as in tax
legislation regulating these taxes
and fees. After this, it is necessary
to assess legislative changes which
are to be enacted in the forecasted
year, as well as medium-term
effects of these changes in quanti-
tative terms;

4) Focus on revenues related
to communal property. Since pro-
ceeds from privatization are one-
off receipts (i.e. they will not con-
tinue beyond the process of privati-
zation), they should be included in
the budget only to the extent that
they fund expenditures of the capi-
tal budget;

5) Thelocal government should
prepare a medium-term assess-
ment of equalization grants and
transfers from the State budget
(or another upper-tier budget).
For this purpose, the above-men-
tioned Cabinet Resolution No. 1195
prescribes that local governments
should form a database of revenues
taken into account in calculations of
equalization grants. In order to
make a medium-term calculation,
each of the next years after the
planned year should be calculated in
accordance with the resolution.
Besides, a specific feature of the
intergovernmental transfer calcu-
lations is that the formula also takes
Into account major macroeconomic
assumptions regarding the coun-
try’'s socio-economic development,
subsistence level, minimum wages
and possible changes in budget pol-
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icy. Since these parameters are
approved at the national level when
the State budget is prepared, the
amount of intergovernmental
transfers calculated by the local

Conclusions

financial body for a medium term
(including the calculation of social
subventions in accordance with
Article 89 of the Budget Code of
Ukraine) is tentative.

Local budgets’ revenue forecast aimed at identification of the realistic resources
to effect expenditures. Consideration of all the factors influencing the revenues

specifies the quality of the forecast.
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Section 5. Medium-term Forecasting

of Local Expenditures

This section describes the purpose for medium-term forecasting of local
expenditures. It emphasizes the importance of evaluating budget programs using
various methods of cost analysis. In addition, recommendations are provided
on how to analyze budget program costs as it applies to medium-term expendi-

ture planning.

5.1. Why local governments forecast
local expenditures?

Local expenditures are the main
financial instrument used by local
government to execute their
authorities. The budget policy a local
government pursues in the area of
expenditures is determined by the
main priorities which are outlined in
the region’s or community’s pro-

gram of socio-economic develop-
ment taking into account national
priorities set in the Government’s
program, including the Budget
Resolution for the upcoming year.
Since the priorities are typically of a
medium- or long-term nature
(except for those established in the
Budget Resolution for the upcoming
year), medium-term planning of the
expenditure policy helps to allocate

Diagram 3
DIVISION OF LOCAL EXPENDITURES
Expenditures for Expenditures for own Intergovernmental
delegated authorities authorities transfers
(Expenditures NOT taken N (Expenditures taken N
into account in into account
intergovernmental in intergovernmental
transfers) transfers)
Y Y Y
Local expenditures
Y L 4
General fund Special fund
Y

Capital budget

According to Articles 88—93 of the Budget Code of Ukraine.
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the scarce budget resources in such
a way that provides the highest pri-
ority programs with resources for
several years ahead. The medium-
term plan of budget expenditures
ensures efficient management of
budget funds for a medium term as
strategic priorities cannot be
achieved in one year.

Structure of local expendi-
tures. Local expenditures are the
funds with which programs and
activities are financed. They are
included in the local budget except
for the funds used for repaying the
principal of the debt and refund-
ing any excess amounts paid to
the budget.

5.2. What is needed to forecast local
expenditures?

In order to plan local expendi-
tures, it is necessary to have a fore-
cast of resources for the planned
year and for the medium term. This
forecast should include not only the
local government’s own revenues,
but also intergovernmental trans-
fers that are part of the revenue
side of local budgets. This is espe-
cially important, when planning
those expenditures, which are long-
term in nature, e.g., outlays for
educational programs, social pro-
tection, innovative and investment
projects, etc.

Chart 2

BREAKDOWN OF TOTAL LOCAL EXPENDITURES,
LOCAL BUDGETS OF UKRAINE, BY FUNCTION, 2004

General State functions

6,8%

Social protection
and social
security
18,4%

Education
28,7%

Cultural development
and sports
4,4%

Civic or public order,
security and judiciary
0,4%

Economic activities
11,5%

Environmental
protection

0,7%

Housing and
communal
services

6,6%

Health care
22.5%
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Chart 3

BREAKDOWN OF TOTAL LOCAL EXPENDITURES,
LOCAL BUDGETS OF UKRAINE BY ECONOMIC CLASSIFICATION, 2004

Capital expenditures
18.8%

Communal services
and energy
5,1%

Food
3,0%

Medicines and

2,2%

Payroll taxes
10,4%

In order to achieve efficient man-
agement of budget funds and allo-
cate part of these funds for new
budget programs, it is essential to
first forecast outlays needed to
maintain existing programs (subject
to their efficiency). For most local
budgets, these are social expendi-
tures, whose share in the accumu-
lated local budget is 80,8% for
2004 (see Chart 2).

Moreover, in order to make a
realistic expenditure plan for the
next year and medium term, it is
important to estimate the amount
to be spent for current expendi-
tures, particularly, wages and trans-
fers to individuals. In 2004, wages
and payroll taxes accounted for

Other expenditures

Subsidies
and current
transfers

Subsidies and current
transfers to enterprises
(agencies and institutions)

8,9% 6,1%

Pensions

and welfare
4,7%
Scholarships
0,1%

Other transfers
T to citizens

23,3%

8,2%
x)ther subsidies
and current
transfers
3,9%
Wages of government
employees
28,3%

about 38.7% and welfare pay-
ments, pensions and other transfers
were as high as 23.3% of the overall
spending of Ukraine’s local govern-
ments. Therefore, other outlays,
including capital expenditures, can-
not be planned until the spending
for wages and subsidies to individu-
als is estimated.

5.3. Application of cost analysis in
expenditure planning

Program performance budget-
ing requires financing the most
efficient budget programs rather
than just ensuring maintenance of
existing budget entities. Therefore,
for medium-term planning of
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expenditures, it is important to
monitor and evaluate existing
budget programs. This is needed in
order to include in the draft medi-
um-term budget only the most effi-
cient budget program — both exist-
ing and new ones (some of them
will substitute those programs that
proved to be inefficient).

For instance, if a local govern-
ment determines that a budget
program aimed at annual repair of
street lamps is more costly in the
medium term compared to
installing new street-lamps whose
maintenance is much less expen-
sive due to their longer life, the
first program would be deemed
inefficient. In the short-term, the
replacement of all street-lamps
with more up-to-date and ener-
gy-saving ones would require a
large expenditure compared to
repairing the old street-lamps. In
the medium-term, the mainte-
nance cost of the old street-lamps
will be much larger, since the new
ones are more modern and ener-
gy-saving. As a result, the new
budget program appears to be
more efficient. For this reason,
cost analysis is an important tool
that can be used to select the most
efficient budget programs for the
draft local budget for the next year
and medium term. For this analy-
sis, the existing economic classi-
fication of budget expenditures
can be used as baseline informa-
tion since this classification pro-
vides details of all expenditures
pertaining to the program broken
down by economic operations.

Cost analysis identifies the most
cost effective way to achieve the
maximum effect of budget pro-
grams. The table on page 32 outlines
common methods of cost analysis.

5.4. Medium-term planning of local
budget's expenditures

1) Estimate resources (including
intergovernmental transfers) which
can be realistically available to the
local government for the next year
or medium term. It is important to
take into account medium-term
macroeconomic trends (inflation,
minimum wages, etc.);

2) Develop several variations
of medium-term forecast of
resources (baseline, optimistic, and
pessimistic scenarios) and choose
one which best corresponds to the
county’s macroeconomic situation;

3) Define priorities for the local
government'’s medium-term
expenditure policy with particular
emphasis on allocation of capital
budget resources;

4) Using cost analysis, evaluate
existing budget programs to iden-
tify inefficient programs;

5) Optimize budget programs
by way of optimizing budget enti-
ties and costs of programs;

6) Divide budget resources into
two categories: the first one to be
used to continue the most efficient
existing budget programs; the sec-
ond for new budget programs (sub-
ject to evaluation of their advisabili-
ty and efficiency);
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Unit
cost
analysis

Unit cost analysis involves identifying inputs (e.g., finan-
cial, material, labor) and output or workload measures per
unit of service in relation to the total spending of a budget
program. The cost per unit (e.g., goods, works, services) is
the most general measure of value of a service relative to its
effectiveness. When planning medium-term expenditures,
it isimportant to take into account those factors that influ-
ence the cost of services, such as inflation, minimum wages,
etc. Other factors can directly influence changes in the unit
cost: change in the workload, changes in production price.

Cost
efficiency
analysis

This technique considers ways to optimize and minimize
costs while increasing output. The goal of cost efficiency
analysis is to reduce to the maximum extent possible costs
of services provided, increase the volume of services provided
using the same costs, or increase the quality of provided
services without increasing costs.

Cost
effectiveness
analysis

This approach is used to identify alternative methods of
providing the same service (with comparable quality) but
with different costs or different methods for service pro-
vision. Given the range of alternatives, the most cost effec-
tive alternative is chosen. Effectiveness relates costs to the
effect of the services provided.

Cost
benefit
analysis

This approach measures the budget program’s costs and
benefits. It involves identifying a uniform unit of measure-
ment, alternatives, costs, and benefits (direct and indirect,
tangible and intangible, physical and in money value), cal-
culation and comparison of the costs and benefits. In gen-
eral, a program is considered efficient or effective if its ben-
efits outweigh the costs or the net value of benefits relative
to costs is zero.

Cost
matrix

This method combines all the above techniques. The matrix
may include comprehensive information about the budget
program’s costs, e.g., norms of material, financial, and labor
costs, optimum costs, analysis of actual data about the use
of resources in similar programs, alternative mechanisms
of the provision of services and comparison of their values,
cost calculation, etc.
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7) Develop budget programs
and identify expenditures needed
for the planned period and medium
term (by economic classification).
When program outlays are planned
for several years ahead, factors such

Conclusions

as inflation, real wages, and mini-
mum wages should be taken into
account. For programs whose expen-
ditures are regulated by norms, medi-
um-term expenditures are forecast-
ed under baseline conditions.

Medium-term planning of expenditures allows for distribution of limited budget
resources by priorities. To identify the most efficient programs, it is important to
include the budget programs evaluation into the planning process. Cost analysis
would enable to identify the least-costly method of budget program implementation.
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Section 6. Capital investment planning

This section deals with the establishment and implementation of a system for
planning capital expenditures and capital investment at the local government level.
The section shows the importance of capital investment planning, its main steps,
sources for the capital budget, and financing schemes.

6.1 Importance of capital investment
planning

Capital investment planning is
essential for efficient budget man-
agement. This process is regulated
by a number of legislative acts of
Ukraine. Capital and current expen-
ditures are shown separately in local
budgets (Budget Code of Ukraine,
Article 64). Capital budget funds are
primarily for programs of socio-eco-
nomic development of the commu-
nity relating to investment as well as
financing other expenditures related
to expanded production. Article 71 of
the Budget Code of Ukraine defines
the full list of sources for, and
expenditures of, the capital budget.
The capital budget is developed pri-
marily to ensure:

= Maximum useful life of
buildings and construction projects
due to timely implementation of
scheduled repairs;

m  Preservation and mainte-
nance of the city’s basic infrastruc-
ture based on a plan of replacement
of deteriorated capital assets; and

m |dentification of the future
capital investment needs in priority
order.

Local governments undertake
capital investment planning for the
following reasons:

m Capital investment projects
require considerable expenditures
for a period beyond one year;

m Capital investment projects
can affect the budget considerably
and, therefore, need thorough
planning;

m Capital investment projects
usually need several sources of
financing, such as current funds,
loans, grants, etc.;

m  |Implementation of capital
investment programs requires con-
siderable resources, which are typi-
cally scarce.

Though the process of capital
investment planning is complicated,
local governments may benefit sig-
nificantly from planning their capital
investment because it helps them:

m  Focus on strategic goals of
the community by identifying oper-
ational and future capital needs and
balancing them against the local
government'’s capacity;

m Inform citizens about capital
needs and capital investment proj-
ects and enlist the community’s sup-
port this way;

m |dentify the most efficient
and economic approaches to
financing capital investment proj-
ects;

34



Capital investment planning

N

m  [ncrease opportunities to
raise financing from sources other
than local revenues.

6.2 Financing capital investment
projects

When raising investment
resources to fund a feasible invest-
ment project, it is important to
rationalize the method of financing.
Such methods can include: the list of
investors, amount and structure of
the needed investment resources,
projected level of cash flow broken
down by phase of the project, and
some other indicators of project
management. There are five main
financing methods authorized
under various Ukrainian laws and
regulations:

1. Internal self-financing —
financing of the investment projects
exclusively at the expense of own
financial resources formed from
internal sources.

2. Privatization — inviting indi-
viduals and legal entities to take part
in subscription for shares in the
newly established enterprise.

3. Venture capital financing —
providing a certain amount of capi-
tal for enterprises for implementa-
tion of innovative feasible venture
projects in exchange for a specific
share in the authorized fund or
block of shares.

4. Loan financing — securing a
loan to fund the project.

5. Mixed financing — raising
capital for the newly established

enterprise with a combination of
own funds and loan financing.

6.3 Capital investment planning
process

Prior to planning a capital invest-
ment, its goals and strategy (policy)
should be defined. This stage
includes:

m  Developing criteria to estab-
lish priorities for capital investment
projects;

m  Assigning responsibilities to
the appropriate local government
entity to implement the capital
iInvestment program;

m  Determining methods for
and estimating time for public
involvement in planning a capital
investment program.

The program and budget for a
capital investment at the city level
are prepared and approved by the
local rada. At the city level, capital
investment programs are executed
under the authority of the local
administration or another author-
ized person taking into account sub-
mitted requests for capital invest-
ment. The head of the local adminis-
tration recommends the capital
investment program and budget to
the local rada that has the authority
to approve them.

Another approach is to establish a
committee to plan the capital invest-
ment enlisting major “stakeholders”
of the process such as heads of local
departments, elected officials, and
citizens. The committee would
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review requests for capital projects,
conduct public hearings, define the
priorities and recommend the
appropriate program and budget to
the head of the state administration
or local rada.

The next stage in capital invest-
ment planning is the assessment of
needs in capital investment and
evaluation of the condition of the
existing capital assets. Different
approaches are applied to estimate
capital investment needs and evalu-
ate the state of the existing capital
assets, for instance: 1) taking inven-
tory of the relevant long-term
assets; 2) arranging public hearings;
and 3) performing analysis of eco-
nomic, social, political, and demo-
graphic changes.

Inventory of capital assets can be
considered a legislatively regulated
procedure for identifying capital
investment needs. Preparing the
inventory is regulated by instruc-
tions of the State Treasury of
Ukraine and the State Committee
for Construction.

The next stage of capital invest-
ment planning is the development of
forms, instructions, classification of
programs and capital projects. At
this stage, the budget calendar is
prepared along with the model
forms and instructions on how to fill
them in. Thisis an important element
of the process of efficient capital
investment planning. It is recom-
mended to begin and complete the
drafting of capital investment pro-
gram prior to the formulation of the
operating budget. This helps to get
information about possible implica-

tions of capital investment projects
on the operating budget.

The next stage of capital invest-
ment planning is the development of
the capital investment plan. The ca-
pital investment plan typically consists
of several programs. Programs are
selected for financing by the corre-
sponding local rada. Here are some
examples of programs that may be
included in a capital investment plan:

1. Public works (e.g., repair
and construction of local roads,
sidewalk and curb pavement, sewer
repairs and improvements, beauti-
fication of parks).

2. Health care and public safety
(construction and repair of local
public health facilities, purchase of
public health equipment, installation
of traffic lights, signs, signals,
repairs to local highways).

3. Transport (e.g., construction
of local bus depot and purchase of
buses, repairs to commuter trains
and the rail network).

4. Education (e.g., construction
of new schools, repair and/or major
improvements to existing schools,
purchase of capital equipment,
machinery for efficient operation of
local schools).

An important aspect of capital
investment planning is analysis of
the financial state of the local gov-
ernment and its capacity to fund
future capital investment. Financial
analysis should include:

m  Three-year analysis of rev-
enues from own revenue sources
and expenses;
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m  Plan for future revenues,
expenses, reserves for the next
three years;

m  Analysis of potential financ-
ing sources for capital investments.

All participants of the capital
investment process usually face the
challenge of funding the capital
budget within available financial
resources. One way to address
shortage of resources is to find
alternative sources to fund capital
investment, such as those men-
tioned previously under Section 6.2

When planning capital invest-
ment, it is possible to use a combi-
nation of these sources of financ-
ing. During this phase of the capital
Investment process, it is important
to consider: the legitimacy of the
financing method, sufficiency of
funds, economic implications, polit-
ical and managerial feasibility of the
use of this funding source. Requests
for financing capital investment
projects from the budget in accor-
dance with the budget calendar is
the next stage of the capital invest-
ment process.

Capital project requests must con-
tain all information about the capital
investment project, including: its
appropriateness, total value of the

Conclusions

project (cost and benefits), potential
sources of financing, the project’s
potential impact on the local econo-
my, i.e., new job creation, potential
negative environmental impacts.
Information included in the request
for capital investment must be objec-
tive and reasoned.

The next step in the capital invest-
ment planning process includes
reviewing project requests, as well as
approving the capital investment pro-
gram and budget. This stageis similar
to the process of reviewing and
approving recurring or operating pro-
grams. Requests for financing are
submitted for consideration to the
relevant local government committee.
After the project requests are ap-
proved by the committee, the capital
budget is then formulated and sub-
mitted to the local rada for review
along with the explanatory note.

The final phase of the process is
the approval of the capital invest-
ment program and the budget and
developing a system to evaluate,
monitor and control implementation
of the capital investment program. In
order to evaluate the implementation
of the capital budget and the effi-
ciency of the use of budget
resources, a system of control and
monitoring is developed and applied.

The process of capital investment planning is rather complicated but it is
extremely important to local governments. A transparent and thorough process of
capital investment planning helps local governments to meet their capital invest-

ment needs for the medium and long term.




Section 7. Budget program

This section deals with one of the key elements of program performance budget-
ing, namely the budget program. The principles and specifics of budget program
Sformulation as well as major components and features of budget programs are

described in this section.

A key component of program per-
formance budgeting is a budget
program. A budget programis a sys-
tematized list of activities aimed at
achieving a common goal and objec-
tives, the implementation of which is
proposed and fulfilled by a spending
unit in accordance with its responsi-
bilities. (Budget Code, Article 2.4)

The notion of a “program” is
rather broad and can be interpreted
in a number of ways. Ukraine has a
few types of such programs. The key
one is the National Government
Program declaring a set of major
goals and objectives that the
Government has to address over its
term in office or during a shorter
period of time. This program is fol-
lowed by national and local programs
of economic and social development
of the Government and local admin-
istrations. They define goals and pri-
orities of socio-economic develop-
ment as well as activities to achieve
them. And finally, national and local
targeted programs, which appear as
a set of interrelated objectives and
activities to address specific coun-
try’s, sectoral or community’s devel-
opment programs. These differ
though from budget programs.

7.1. Budget program formulation

There are no established regula-
tions or laws for formulating budget

programs based on program budg-
eting principles. However, practical
implementation of program budget-
ing methodology will involve apply-
ing the following principles when
formulating budget programs:

1. Only those services are pro-
vided which are needed to attain the
program’s goals (similar local gov-
ernment services should not be
duplicated in various programs).

2. The overall number of pro-
grams may differ depending on the
spending unit’s functions.

3. The activity performed under
the budget program may be shared
between different divisions or
departments within one local entity.

Each budget program is for-
mulated for a medium or long-
term period and should be aimed
at attaining a socially important
result.

The first step to formulate budg-
et programs is analysis of the entity’s
activities and establishing its main
goal or mission. In practice, this step
involves analyzing the entity’s major
functions (activities) and consolidat-
ing them into programs. The process
of program formulation continues
by establishing the objectives to be
implemented under each program,
the means or needed actions to
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attain them, and the indicators to
assess the extent to which the goals
and objectives have been achieved.

The basis for budget program for-
mulation using the program budget-
ing approach is the budget request
form for the program, a document
that contains such main components
as program’s goal, aims, activities,
and performance indicators.

The request form also includes
additional information, such as:
information about the spending unit
which will implement the program
and its main goal, responsible
executor, legislative basis for the
program, and alternative ways to
implement the program. The budget

request document (or “ budget pro-
gram passport”) is developed based
on the budget requests of the key
spending units and relevant budget
appropriations. The key spending
units develop the request for each
budget program on an annual basis.

7.2. Main components of a budget
program

The basic structure of a budget
program is illustrated in Diagram 3.

The structure of a program does
not alter from year to year, but its
goals, objectives and strategies
could change to account for any
changed conditions.

Diagram 3

STRUCTURE FOR A BASIC PRE-SCHOOL EDUCATION PROGRAM

Program. Pre-school education and care of children

W

Program goal. To provide quality pre-school education
to the children of the city of NN.

W

Subprogram. Education and care of children
in the general institutions

.

.

.

| Objective 1. | |

Objective 2. | |

Objective 3.

Strategy

Strategy

Strategy

Efficiency
Input measure
Output measure

Input measure
Output measure

Effectiveness measure

Efficiency measure
Input measure
Output measure

Efficiency measure
Effectiveness measure

Effectiveness measure
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The process of formulating a
budget program begins with nam-
ing the budget program. The name
should reflect in a concise manner
the essence of the program. It
should also meet the following
requirements. It should be concrete
and clear, understandable not only
to specialists who are familiar with
its subject matter but also to the
public, and short, terse and easy to
understand.

Program goals. The program'’s
goal is a set of main objectives that
are to be attained as a result of the
implementation of the specific
budget program (it should be
aligned with the main goal of the
spending unit). There is typically
only one program goal. In rare
cases, programs may have several
goals. In such cases, the goals are
set based on their priorities. The goal
of a budget program is usually
socially oriented, long-term, and is
not subject to quantitative and qual-
itative measuring.

When describing the program’s
goal, it is important to take into
account the needs of the users of
services provided under the budget
program. This would help define
the end results by asking such
questions as: What will be the out-
come of providing the services
under the budget program? Who
are the users of the services under
the budget program?

Program objectives. Spending
units formulate the objectives based
on the established goals of the
budget program. Program objec-

tives are concrete targets that have
to be attained as a result of the
budget program’s implementation
and that can be measured with the
help of output indicators. The objec-
tives may be considered as short-
term goals within the long-term
strategy that is defined by the budg-
et program goal.

Objectives are formulated at the
program (or subprogram) level and
should be directly related to the pro-
gram’s goal. Unlike goals, objectives
are measurable and should be
defined in quantitative terms and in
time. They also may determine the
end-result of the entity’s activity.

Each of the objectives should be
formulated in such a way that
allows determining the term within
which the anticipated effect is to be
attained. The terms for achievement
of specific tactical objectives should
not exceed the terms for achieve-
ment of the established goals.

Under each of the objectives, a
certain range of consumers of
budget services should be defined.
The general model for formulating
program objectives is as follows:
“Improve/ decrease/increase... pro-
vision of services (in quantitative
or percentage terms) ... for users of
services (number, category) with-
in ... specified time period (in years
or months)”.

A budget program (or subpro-
gram) may have several objectives
depending on the planned activities
and outcomes to be attained as a
result of the implementation of the
program or subprogram. As a gen-
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eral rule, it is important to fulfill a
set of activities to achieve aims and
attain anticipated results.

Strategies are concrete actions
fulfilled under the program (sub-
program) and aimed at the imple-
mentation of the established goal.
To formulate the activities, one
needs to develop a strategy for
each activity, i.e. a set of actions
and activities should be defined
which will be undertaken by the
spending unit implementing the
budget program.

Performance measures. In
order to ensure a good program
management and make quality
administrative decisions, including
allocation of budget appropriations
based on actual results and tar-
gets, it is necessary to develop a
set of measures to be used as the
basis for assessing the programs’
implementation.

Performance measures are
quantitative and qualitative indi-
cators that characterize the out-
comes of budget programs and are
verified by statistics as well as
accounting and other kinds of
reporting and which help in assess-
ing the cost-efficiency of the budg-
et program. The application of the
set of performance indicators helps
to assess the efficiency of the use
of budget funds, compare actual
results with targets, and assess the
costs of the program’s implemen-
tation. In addition, performance
indicators allow assessing the
socially important effect of the pro-
gram that is the main goal for

which the budget program is imple-
mented. Performance measures are
established in accordance with the
program objectives and should be
aligned with them. There are several
types of performance indicators,
which can be used to assess the
program and measure its perform-
ance including input, output, effi-
ciency and effectiveness measures.

Extensive experience in program
budgeting dictates that program
budgets should only contain those
indicators that are most important
and measure the program’s imple-
mentation in the most comprehen-
sive  manner. Other indicators,
whose number can vary consider-
able, may be submitted on request
of the interested authority, employ-
ees and managers of the entity who
need more detailed information
about the program’s implementa-
tion. Additional indicators that are
recommended for the assessment
of the programs are workload and
benefit measures. (For detailed
information about performance
measures see Section 8.)

7.3 Other components of a budget
program

The main goal of a key spending
unit is the goal pursued by it in its
activity and the benefits it brings to
society. The mission statement of a
spending unit should be concise —
one or two paragraphs at a maxi-
mum. It should answer the following
questions: “In what activities is the
entity engaged? Why are these activ-
ities performed and for whom?”
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Spending units/responsible
executors. Information about the
spending unit can be helpful and use-
ful. This information is generally
included in the budget program’s
request and reflected in other report-
ing forms. Spending units are budg-
et entities empowered by their lead-
ership to receive allocations, under-
take commitments, and execute
expenditures from the approved
budget (Budget Code, Article 2.36)

Apart frominformation about the
key spending unit, the budget pro-
gram’s passport should also contain
information about the implementer
of the budget program. A question is
asked sometimes: “Is the key spend-
ing unit, at the same time, the
responsible implementer of the pro-
gram?” Responsible implementers
ensure that a concrete program (or
subprogram) is implemented within
the key spending unit. Responsible
implementers can be the following:

Conclusion

m  Key spending units with
regard to programs which are imple-
mented by their own staff;

m  Spending units of a lower tier
and recipients of budget funds
(contractors, subcontractors) who
are recipients of budget funds and
implement the programs the con-
cern the system administered by the
key spending units.

An important feature of a budget
program is that it allows the man-
agers not only to assess the need in
the program under consideration
but also to consider possible alterna-
tive ways to attain the goals and
aims of the program.

Information about legislation and
regulations based on which the budg-
et services will be provided under the
programis a component of the budg-
et program’s passport and the neces-
sary justification for allocating budg-
et appropriations to implement it.

The budget program is a central element of program budgeting. It is also a strong
financial management tool; and therefore the process of budget program formula-
tion needs considerable attention and strict adherence to all the main rules and
procedures. This is a proven way to ensure efficient use of budget resources and

achievement of socially important results.
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Section 8. Performance measures of

budget programs

This section discusses another key element of program performance budgeting —
performance measures. It focuses specifically on identification of these measures
and their application for measuring the objectives of the budget program. This sec-
tion also provides information about the local governments’ benefits resulting from
performance measures and practical examples of their application.

Performance measures of budget
programs are a key aspect in the
process of formulation and execu-
tion of a budget based on program
performance approach. Unlike the
line-item (traditional) budgeting,
which is mainly focused on expendi-
tures, PPB, uses performance meas-
ures to monitor the results attained
with the funds spent. This is also
essential for establishing a direct
link between allocated resources
and attained results.

Performance measures facilitate
assessing the resources needed to
implement the program, the results to
be achieved, and, most importantly,
the social effect. Performance meas-
ures are developed in line with the
established program objectives. Some
foreign countries that apply PPB in
their budgetary process use perform-
ance measures to assess the program
in general rather than each particular
objective. Itis, however, reasonable to
assess each objective because the
implementation of every particular
objective contributes to the imple-
mentation of the program as a whole.

In order to evaluate each budget
program, a set of performance
measures can be established; how-

ever, in order to ensure comparabili-
ty of data on program performance,
it is suggested to use the four main
types of performance measures —
input, output, efficiency and effec-
tiveness. Other measures that can be
used include workload and benefit
measure. (See also Section 7.)

Program performance budgeting
techniques are focused on several
“vital” performance measures. There
is no need to develop all six types of
measures for each program. When
developing a budget program, it is
recommended to establish four main
measures (input, output, efficiency,
and effectiveness measures) and use
the remaining two measures (work
load and benefit measures) as addi-
tional ones.

Input measure is a statistic that
reflects the amount of inputs need-
ed to attain specific objective of the
budget program. Inputs may be
either money, labor resources,
material or informational (number
of people involved in the program’s
implementation; amount of money
spent to attain the objective, etc.).
Input measures should be in
absolute values only (e.g., number
of objects, square meters or cubic
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meters of buildings and construc-
tions, number of events, etc.).

Output measure is a statistic
that defines the amount of services
provided or works fulfilled. This
measure is typically in absolute
terms (number of citizens serviced,
length of roads repaired, etc.).
Output measures help determine
what was achieved under the pro-
gram. Being an analytical tool, out-
put measures show neither the qual-
ity of services or works nor the
degree to which the users’ needs in
goods or services are satisfied. It
only states the fact that services
were rendered or works were car-
ried out. It also may characterize the
group of consumers in quantitative
terms. Output is a logical conse-
quence of investing inputs and logi-
cal prerequisite for attaining the
result from the resources spent.

Efficiency measure is a statistic
that relates input measure to output
measure. This measure is also some-
times called a measure of economic
efficiency. Along with other meas-
ures, it helps to monitor the absolute
and relative success of the budget
program. This means that the effi-
ciency measure shows the amount
of resources per unit of service.

Effectiveness measure is a sta-
tistic that defines the results of work
fulfilled and the quality of services
provided. It shows the achievements
attained in the course of the budget
program’s implementation. Effec-
tiveness measure shows the degree
to which the established goal has
been achieved; it also measures the
extent to which the results meet the

goal and objectives set. This meas-
ure reports on the achieved social
results of the services provided
under the program. For imple-
menters of the budget programs,
the social effect is a key result of
their operation. The level of social
effect achieved for the community
justifies the entity’s existence. As a
rule, criteria for the effectiveness
measure are directly stipulated by
the program'’s objectives.

Workload measure is the
amount of works to be performed
by the responsible implementer. This
performance measure may be used
to explain the program’s volume and
functions pertaining to it. Workload
measure can clearly describe the
contingent of consumers of budget
services (e.g., age groups of popu-
lation, gender structure, number of
classes in schools, number of dis-
tricts serviced, etc.). Examples of
workload measures used for budget
programs include also the contin-
gents of patients that need regular
medical check-ups for tuberculosis,
diabetes, hypertension, asthma, etc.

Benefit measure is a statistic
that defines the benefits for society
from the budget program (or its
objectives). This measure is the most
difficult to quantify but it is the
strategic idea of program perform-
ance budgeting to accelerate to the
extent possible the development of
society, its socio-cultural aspects,
and turn the budget into a driving
instrument for fostering the growth
at both national and regional levels.

Benefit measure is an indicator
that shows the benefits offered by
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Table 3

TYPES OF PERFORMANCE MEASURES AND EXAMPLES OF THEIR USE

Measure Definition Example
Input meas- | Scope and structure of  |Number of:
ure resources invested to m employees;
ensure the fulfillment of L
m entities;
the budget program. ,
m equipment.
Output Amount of works/serv-  |[Number of:
measure ices produced by way of | m yards where landscaping works were done.
budget program imple-
mentation. Number of ~ [Number of:
users of these m students;
works /services. m specialists trained;
m patients treated,
m attendees of libraries, museums.
Efficiency Spending of resources  |Cost of;
measure per unit of output. m repairing of 1km of road pavement;
Relationship between m training of 1student.
the amount of
works /services and their |Number of:
cost in money or labor m students per lecturer.
terms. Cost (in money
terms, number of
employees, or work
hours) for a unit of
product.
Effecti- Reflects the results of = Reducing the number of accidents on the
veness work done and the road caused by the bad road pavement.
measure quality of services pro- | g |ncreasing the rate of disease identifica-
vided by the program. tion at the early stages.
Workload The average amount of  |Number of:
measure V\_/OFkS neede_d to pro- m average size of the road pavement
vide the service during repaired per week.;
specific period of time. | _ patients examined by the doctor per
working day.
Benefit Shows the benefits of m Reducing the number of juvenile delin-
measure attaining the set objec— quencies.

tives for the territorial
community; socially
important benefit of
implementing the budg-
et program.

m Increasing the number of people covered
with centralized water supply.

a5



4ﬁ|

Performance measures of budget programs

specific budget program to the
community or society at large. A
specific feature of the benefit
measure is its comprehensiveness as
well as universality for a number of
budget programs. For instance, an
indicator, Reducing the Number of
Juvenile Delinquencies may be
applied for such programs as:
“Extra-curriculum education”,
“Activities of the youth policy”,
“Development of athletics and
sports”, etc. A benefit measure for
a sub-program may coincide with a
benefit measure of a budget pro-

gram. For instance, a benefit meas-
ure for a subprogram “Creating
conditions for adequate social life
of single disabled people and pen-
sioners” will be identical to the ben-
efit measure of the general pro-
gram “Social activity of disabled
people and veterans who are mem-
bers of NGOs, supporting and fos-
tering the development of these
organizations.”

The Diagram 5 illustrates the key
steps for formulating performance
measures:

Diagram 5

STEPS TO FORMULATE PERFORMANCE MEASURES

PLANNING '

D

At this stage, the goals and objectives are
defined and forecasts are made with regard
to the work which has not yet started. It is
important at this stage that the budget enti-
ty’s employees clearly understand its goals
and objectives.

COLLECTING DATA '

D

At this stage, information is collected about
the costs (resources available and needed to
attain the results, e.g., number of employees,
quantity of fixed assets, etc.) and the results
(specific products and services that will be
provided under the program).

CALCULATING '
MEASURES

At this stage, the criteria of work are identified
— quantitative definition of costs/inputs, out-
puts, and performance of work (work load).

4

APPLYING '
RESULTS

At this stage, the social effect of the attained
results is defined
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Performance measures are submit-
ted in the budget request along with
the other elements of the budget pro-
gram. Itis appropriate toincludein the
budget request only those indicators
that most comprehensively measure

Conclusions

the program’s results. The remaining
measures may be submitted by
request of the local government, enti-
ty’s employees or managers who need
more detailed information about the
program’s implementation.

Performance measures of budget programs are a key element of program per-
formance budgeting and the main criterion for the evaluation of budget programs.
Modern theory and practice of program performance budgeting uses up to six types
of measures. The main purpose for performance measures is to help objectively
evaluate the budget program’s implementation, as well as provide the budget enti-
ty’s management and citizens of the community with information about the effi-
ciency of resources used and the socially important results achieved due to the

implementation of the budget program.
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Program monitoring is a con-
tinuous process of collecting
data about disbursements under
the program and its perform-
ance measures that are reached
in the course of its implementa-
tion. Data collected by way of
monitoring may be used as a
basis for the evaluation of the

Section 9. Monitoring, control and evalu-
ation of budget programs implementation

This section explains the elements of efficient program management process: moni-
toring, control, and evaluation of programs. The readers will get information about the
essence of monitoring and evaluation, differences between them, and their main stages.

9.1. Monitoring, control and evalua-
tion of budget programs

While developing programs, the
stages of their implementation are
planned, i.e. the sequence of steps
which will lead to the desirable result.
Elements of the
process of efficient
management
include monitoring,
controland evalua-
tion of programs.
The following dia-
gram (Diagram 6)

program'’s performance.

shows how monitoring and evaluation
of budget programs fits within the
framework of program-based munic-
ipal budget management:

The purpose of monitoring and
evaluation is to keep track of the
course and results of the program’s
implementation as well as of the use
of resources and to provide deci-
sion-makers with information about
the current situation. Monitoring
and evaluation of the program’s
efficiency have similar elements
which differ in terms of complexity
and methodological approaches.

Diagram 6

MONITORING AND EVALUATION OF BUDGET PROGRAMS WITHIN
MUNICIPAL BUDGET MANAGEMENT SYSTEM

Strategic plan of socio-economic
and cultural development of a

city /rayon
U &
Programs ‘ Program perf_ormance ‘ Making r_nanagerlal
budgeting decisions

4

Program
implementation ’

b [ 4

Evaluation of the ‘
program’s success

Program
monitoring

evaluation

Interim
program ’

Making managerial
decisions
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Table 4

DIFFERENCES BETWEEN MONITORING AND EVALUATION

MONITORING

EVALUATION

Monitoring identifies any deviations
in order to ensure that any actions are
taken to resolve the problems in a
timely manner

Evaluation analyzes the appropriate-
ness, effectiveness and efficiency of
programs and activities

It is performed on a regular basis

It is performed at key stages of the
program’s implementation

It describes the problems arising in the
course of implementation

It explains the reasons for implemen-
tation problems and offers ways to
resolve them

Actual results are compared with tar-
gets

The reasons for the failure to achieve
the targets are analyzed

Information collected is used to
improve the work under the program

Information collected is used both to
improve the work under this program
and to make more precise plans for
the future

9.2. Monitoring

A monitoring system should be
developed after the budget pro-
gram has been formulated.

The development should begin
with answering the following ques-
tions:

m  What information is needed
about the program?

s Why is this information
important?

m  What way and who will use
the information collected?

s What means will be used to
systematize and present this infor-
mation?

Once these questions are
answered, the next stepis to prepare
forms for data collection, choose the

methodology to process and analyze
the collected information and to plan
the procedures for the further use of
the data collected. Next, the follow-
ing should be identified:

m  Performance measures for the
program;

m  Collection methods and

sources of data: Program evaluation

is an instrument for
making analytical
judgments about the

- . results of the program
m  Who will be responsi e enahes 7 e

ble for monitoring; and validity and usefulness
of the decisions made

m  Periodic monitoring;

m  Cost of monitoring.

9.3. Control of program implemen-
tation

In the budgetary process, one type
of monitoring is financial control over
the program implementation.
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Control can be defined as a set of
methods and procedures that are
used to ensure:

m  adherence to the established
strategies in program management;

m  efficient allocation and use
of financial resources.

m use of resources in compli-
ance with legislation and the
approved budget.

Control implies that information is
collected about the financial aspect of
program implementation including:

m  The status of the program’s
financing;

m  The purposes and amounts of
outlays;

m  The extent to which actual
disbursements deviate from planned
outlays.

Theinformation collected provides
the basis for making administrative
decisions with regard to the realloca-
tion of funds between the objectives
and subprograms, as well as reducing
or increasing the amounts of appro-
priations allotted for the program. In
some cases, where the program is not
implemented properly and the results
are not attained, it is sometimes dif -
ficult to identify the reasons simply
from the monitoring results. In such
cases, adecision is made to undertake
an evaluation of the program’s per-
formance.

9.4. Evaluation

Unlike monitoring, program eval-
uation is a set of activities undertak-
en to conduct a more in-depth
analysis of the program.

The following table (Table 5)
breaks down the types of program

Table 5

BREAKDOWN OF PROGRAM EVALUATION TYPES

Preliminary
(prior to
implementation)

Interim
(during
implementation)

Final

(after completion
of implementation)

Provides information need-
ed to choose the optimum
variant from among the
available alternatives.

Provides information about
the current situation of the
program'’s implementation.

Allows comparing the actual
with anticipated results.

Purposes of Evaluation

Analysis of the compliance
of the draft program with
the requirements of the
government authorities;
Evaluation of the program’s
appropriateness;
Pre-evaluation of its effi-
ciency, and

Forecasting of the future
success of the activities
under the program

Adjustment of the program
with the view of increasing
its efficiency and outlooks
for successful implementa-
tion; and

Making decisions to improve
the situation

Evaluation of the effective-
ness and efficiency of the
program;

Analysis of the reasons for
mistakes and failures; and
Making adequate manageri-
al decisions.
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evaluation employed depending on
the stage of program implementa-
tion: preliminary, interim and final.

Program evaluation mostly con-
tributes to the following:

m analyzing the reasons for
successes and failures in program
implementation;

m taking into account the pro-
gram’s mistakes and drawbacks
when developing other programs;

m  making necessary adjustments
to the program — more precise defi-
nition of goals and objectives,

m re-orienting the programs
with the view of achieving more
realistic results and so on;

m ensuring current financing
and attracting additional financing;

m informing the officials, draw-
ing the public’s attention.

Program evaluation criteria. The
main program evaluation criteria
include: economic efficiency and
social effectiveness and effectiveness
of the programs’ implementation.

Economic efficiency of pro-
grams is the relation between the
amount of services provided and the
desired quality and costs of these
services.

Social effectiveness of pro-
grams is the effectiveness of pro-
grams from the viewpoint of the
achievement of the goals set and
attainment of the social effect of
the provision of budget services.

When analyzing the programs’
effect on society, it is important to

investigate the possibilities and ways to
optimize the costs. This should be done
with account for the quantity of servic-
es (outputs). This is measured by com-
paring the achieved indicators with the
established targets, norms, standards.

Effectiveness is the quality of serv-
ices provided, their impact (short- or
long-term) on the consumers of serv-
ices, utility and benefits, which are rec-
ognized by the consumers, and so on.
The effectiveness provides information
about the number of consumers who
use social services and are satisfied
with these services and their quality.

The program'’s performance is eval-
uated using performance measures
(the main measures include: input,
output, efficiency and effectiveness
measures; the additional measures
include: workload and benefit)

Evaluation may be either:

m  "“External”. In this case it is
performed by independent special-
ists (State Audit Department, State
Treasury, independent auditors); or

s “Internal”. This type of evalu-
ation is undertaken by employees of
the spending unit who developed
the programs.

The following steps are important
to establish a system for program
evaluation:

Step 1. Determine the basis for pro-
gram evaluation by considering why the
evaluation is needed and what is antic-
ipated as a result of the evaluation.

Step 2. Identify the goals and
objectives of the evaluation and
what aspects of the program need
to be evaluated.
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Step 3. Develop the evaluation
mechanism, which will consist of
related tasks, activities, work plans,
as well as the methodological frame-
work. The evalution mechanism will
also consider: the type of evaluation,
amount and structure of the infor-
mation needed, collection methods
and sources of information, respon-
sible employees, methods to be used
to analyze the information, labor
hours and amount of resources
needed to perform the evaluation.

Step 4. Establish a methodology
for data collection — methods to col-
lect data include: monitoring, inter-
viewing, focus groups, questioning,
polling, structured observation.

At this stage, program evaluation
forms are developed for filling in the
requested information. The collect-
ed information is organized, sys-
tematized and processed.

Step 5. Data analysis. The results
of data analysis can reveal what hap-
pened during the program’s imple-
mentation and the reasons for such
events and their positive and nega-
tive impact on program implementa-
tion and any recommended actions.

Conclusions

Step 6. Prepare program evalua-
tion report. The report should contain
information about the status of the
program'’s implementation, the ways
toresolve any problems, and the pos-
sibilities to amend the program.

Step 7. Use results of the pro-
gram evaluation. Program evalua-
tion should be conducted with the
idea that the collected information
can be used to improve program
management practices and help to
make effective administrative deci-
sions relating to program implemen-
tation for the future. For instance,
program evaluation results can be
used to answer such questions as:

m  Willthe program be extended?

m |s it needed to amend the
wording of the objectives?

m [sit necessary to more widely
involve the public in monitoring?

m |s it appropriate to increase/
decrease the spending for the pro-
gram?

= Will the priorities change?

m  Have the overall goals of the
program been achieved?

Program monitoring is a tool for program management, helps identify the exist-
ing or potential drawbacks of program implementation before they develop into a
serious problem and promotes proper reallocation of resources between various pro-
grams. Program evaluation helps collect information about the program’s results
and performance, promotes raising right questions dealing with the efficiency of
budget spending, facilitates measuring how efficiently funds have been expended,
helps improve the analytical basis and develop the analytical approaches to deci-
sion making and facilitates defining the priorities in the spending unit’s activity.
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Key budget terminology

Budget — a plan for raising and
using financial resources to ensure
achievement of tasks and execution
of functions by national govern-
ment ministries and agencies, agen-
cies and ministries of the
Autonomous Republic of Crimea
and local self-governmental bodies
during a budget period.

Budget of local self-govern-
ment (local budget) — a plan and a
legal act defining how financial
resources necessary to provide for
the functions and authorities of
local self-government are to be
raised and used.

Budget Entity — a body, entity,
or organization defined in the
Constitution of Ukraine or an estab-
lishment or organization formed in
compliance with the approved order
by a body of State power, body of
power of the Autonomous Republic
of Crimea, or a local self-govern-
mental body that is financed entire-
ly by the State budget or a local
budget, respectively. Budget entities
are non-for-profit.

Budget Program — a system-
atized list of activities aimed at
achieving an overall goal and
accomplishing tasks, implementa-
tion of which has been proposed
and executed by a spending unit in
accordance with an approved budg-
et. It contains a clearly defined goal,
activities, objectives and perform-
ance measures.

Budget Process — the activity
regulated by laws related to the for-
mulation, consideration, approval
of budgets, execution thereof and
control over their execution, as well
as consideration of reports on exe-
cution of budgets that comprise the
budget system of Ukraine.

Budget Program Passport —
document specifying the amount
approved by the State budget for a
budget program, legislative founda-
tions for its implementation, goal,
objectives, responsibilities, per-
formance measures and other
budget program parameters, which
enable the control over the ear-
marked and efficient use of funds
and budget program analysis.

Budget Request — a document
prepared by a key spending unit that
contains proposals concerning
budget resources needed to carry
out programs for the upcoming
budget period(s) and the necessary
substantiation of the request.

Budget Revenues. All tax, non-
tax, and other receipts collected on
a non-repayment basis in accor-
dance with Ukrainian tax legislation
(including transfers, donations, and
grants) and the approved budget of
a publicly financed entity.

Budget System of Ukraine —
legislatively requlated aggregate of
the national government budget
and local budgets based on inter-
governmental relationships, nation-
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al government structure and admin-
istrative-territorial structure.

Capital Assets — assets owned
by the local government that cost a
considerable amount of money and
that are intended to last a long time
— e.g., buildings, land plots, roads,
bridges, vehicles, equipment, etc.

Capital Budget — a plan and a
legal act for raising local revenues and
spending funds for capital assets.

Capital Expenditures — expen-
diture for the acquisition of capital
assets, strategic and contingencies
stocks of goods, land, intangible
assets with the projected opera-
tional period more than one vyear.
Real assets include buildings,
bridges, roads, water supply,
sewages, parks, etc. except for the
assets purchased for further resale
in the process of ordinary opera-
tions or for consumption (current
expenditures).

Efficiency Measures — indica-
tors which are used to determine
the efficiency of defined objec-
tives and goals. Defined as ratio of
quantity of the produced goods
(works performed, services deliv-
ered) to their cost in monetary or
human dimension, e.g., a number
of students per teacher, cost of one
student training.

Expenditures — funds allocated
for financing of programs and
measures under respective budgets,
except for funds allocated for
repayment of the debt principal and
refunding of sums paid to the budg-
et excessively.

Inputs or input resources
measures indicate the volume and
structure of resources used for
budget program implementation
(e.g., example number of employ-
ees, number of establishments,
quantity of equipment, etc.).

Intergovernmental Transfers
are resources allocated and hand-
ed over from one public entity to
another one.

Key Spending Unit — refers to
the official or manager of a budget
entity who is authorized to spend
funds provided for under the budg-
et appropriations in accordance with
Article 22 of the Budget Code.

Subnational Budgets are budg-
ets of the Autonomous Republic of
Crimea, oblasts, rayons, and munic-
ipal districts and local self-govern-
ment budgets.

Output measure is an indica-
tor that defines the amount of
services provided or works fulfilled.
Outputs include the number of
consumers of goods (works, serv-
ices) produced in the process of
budget program’s implementation
(for example, the number of stu-
dents, number of the trained spe-
cialists, recovered patients, atten-
dants of libraries).

Outcome measures reflect the
quality of the produced goods
(works performed, services deliv-
ered). Outcomes differ from the
output measures, which reflect the
direct impact of a program or the
type of activity. They demonstrate
the benefits of budget program
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implementation (for example, 2%
decrease in the tuberculoses sick-
ness rate as compared to the pre-
vious period).

Performance Measure — quan-
tity and quality indicators charac-
terizing the outcomes of the budg-
et program implementation con-
firmed by statistical, accounting
and other types of reporting infor-
mation and which enable the
assessment of how efficiently the
funds allocated for a specific budg-
et program were used.

Program Budget — form of
budget submission allowing for the
organization of budget information
and assigning resources for budget
programs. Program is a set of activ-
ities united by a common goal.

Program Budgeting — the
process of budget formulation and
execution in terms of budget pro-
grams, which makes emphasis on
concrete results, which could be
achieved because of program fulfill-
ment instead of resources, neces-
sary for public services rendering.

Program Goal — legislatively
defined basic goals, which are to be
attained as a result of the imple-
mentation of a specific budget
program.

Program Objectives — specific
targets to be met during the budget
program implementation over a
respective budget period which can be
measured by performance measures.

Public Hearings — a formal
meeting held by the governmental
administration and /or rada to solicit
public review and comment on
items of community interest, includ-
ing draft or final budgets, strategic
plans, capital improvement pro-
grams, etc.

Revenue Basket of Local Self-
Government — taxes, fees, and
mandatory payments assigned by
the Budget Code to the budgets of
local self-government on a long-
term basis and taken into account in
the intergovernmental transfers.

Spending Units — see “Budget
Entity”.

Strategies — specific actions
aimed at the implementation of the
budget program objectives, with
spending directions being defined.
Strategies should be consistent with
the tasks and functions of a key
spending unit. Outlining strategies
ensures the budget program imple-
mentation within resources allocat-
ed for the goal.

Subventions — intergovernmen-
tal transfers of funds to be used for
set purposes through procedures
defined by the authority that
decides to provide the subvention.

Unit responsible for program
implementation — as a legal enti-
ty directly ensures implementation
of one or a number of budget pro-
grams within a key spending unit
system.
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List of Ukrainian laws

and requlations related to PPB

1. The Budget Code of Ukraine
dated 21.06.2001.

2. The Law of Ukraine On Local
Self-Government of May 21, 1997 #
280/97- approved by Verkhovna
Rada with changes dated April 3,
2003.

3. The Law of Ukraine On
Investment Activity of September 9,
1991 #1560—1

4. Resolution #538-r of the
Cabinet of Ministers of Ukraine
dated 14.09.2002, “On approval of
the Concept of PPB implementation
in the budget process”.

5. Decree #228 of the Cabinet
of Ministers dated 28.02.2002, “On
approval of an order of formulation,
review, approval and main require-
ments for the allotment of budget
institutions.”

6. Order #574 of the Ministry of
Finance dated 14.12.2001, “On

approval of instructions about the sta-
tus of units responsible for budget
programs and the peculiarities of their
participation in the budget process.”

7. Order #604 of the Ministry of
Finance dated 27.12.2001, “On
budget classification and its imple-
mentation.”

8. Order #621 of the Ministry of
Finance dated 08.08.2002, “On
implementation of performance
measures, which reflect the per-
formance of budget programs.”

9. Order #1098 of the Ministry of
Finance dated 29.12.2002 entitled
“On budget program passports”
(Registered by the Ministry of
Justice #47/7368, 21.01.2003).

10. Program of activities of the
Cabinet of Ministers of Ukraine
approved by Verkhovna Rada on
February 4, 2005 #2426 “Toward
People’s Needs”.
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