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Introduction to the volume 


Designed as a collection of scientific essays, this research publication represents a joint effort by 
 Norwegian,  Ukrainian and international researchers participating in the Norwegian-Ukrainian 
 cooperation in Public Sector Economy Education: Accounting, Budgeting and Finance (NUPSEE) 
 project (project number CPEA-2015/10005)  to address the contemporary issues  of 
 transformations of public sector financial system in Ukraine.  


The first Volume of the scientific essay collection “Insights on the current issues of public sector 
 accounting, budgeting and finances in Ukraine” acquaints  a reader with multiple  directions of 
 public sector transformations. For instance, Iafinovych et al. gives an overview of development of 
 public spending on environmental protection in Ukraine over the last 25 years. The essay argues 
 that despite the financial crises, the process of reforming the public environmental policy is taking 
 place, and this process is  influenced by several coercive, mimetic and normative drivers. For 
 instance, it is indicated that the Association Agreement with the EU, along with lessons drawn 
 from the Polish experience with environmental protection, contribute to the development of a 
 relevant and sustainable public environmental policy in Ukraine. However, the authors draw our 
 attention to several challenges and gaps in the Ukrainian legislation that slow down the processes 
 of reformation. 


Lyutyy  and Kanonishena-Kovalenko  focus on Ukrainian public sector accounting reform and 
 analyse the transparency and usefulness of accounting information for various groups of users. It 
 is argued that improving the information environment of public finances  and  focusing on the 
 needs of information users  are  prerequisites  for increasing the efficiency of public financial 
 management. 


Maksymchuk and Kuruppu, by applying Rogers’ approach to diffusion of innovation, explore 
 introduction of participatory budgeting, as a good governance practice, in Ternopil municipality 
 and  highlight  the role of a nongovernment organisation in promoting participatory budgeting 
 adoption. The study reveals some intricate details of the processes of persuading politicians and 
 administrators to adopt participatory budgeting  that result in political games and corruption 
 scandals, as well as the confusion of citizens supporting projects for gaining personal financial 
 benefits.  


Finally, Knir provides  a historical  overview of public-private partnerships  (PPP)  and particular 
examples of public-private partnerships in the context of Ukraine. Although the practice of PPP is 
recognized in Ukraine as an important condition for the country’s successful social and economic 
development, analysing the experience of PPPs  in Ukraine  shows that in practice this form of 
partnership is difficult to be implemented. Knir describes political risks, poor reputation of the 
public sector organizations and low level of trust between the public and private sectors as some 
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of the main causes of the failures of PPP projects in Ukraine. The essay calls for more research of 
 experiences in PPPs in attracting private partners to provide public services. 


We believe that the four essays shading light on different aspects of public finance in Ukraine and 
 the debates on the status of Ukrainian public sector reforms will promote the generation of new 
 research questions needed to be answered in the future. We also hope that this collection of 
 scientific essays in several volumes will become a useful tool for Master and PhD students to find 
 relevant problem statements for their own research projects. 


Best regards, 
 The Editors 


Anatoli Bourmistrov, Professor, PhD, Head of Department of Economic Analysis and Accounting 
 Olga Iermolenko, Researcher, PhD, Department of Economic Analysis and Accounting 


Veronika Vakulenko, PhD student, Department of Economic Analysis and Accounting 
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PUBLIC SPENDING ON ENVIRONMENTAL PROTECTION IN UKRAINE: 


THE MECHANISMS OF IMPLEMENTATION 


Olena Iafinovych,1* Nataliia Pohribna1 and Elena Dybtsyna2 


1 Faculty of Economics, Taras Shevchenko National University of Kyiv, Ukraine 


2 Business School, Nord University, Norway 


Abstract 


The article discusses the mechanisms of implementation of public spending on environmental 
 protection in Ukraine. For a transitional economy in a financial crisis, public financing of 
 environmental expenditures is not a priority. However, the Association Agreement with the EU, 
 along with lessons drawn from the Polish experience with environmental protection, can 
 contribute to the development of a relevant and sustainable public environmental policy in 
 Ukraine. 


Keywords: environmental protection, public spending, Ukraine  


Introduction 


Environmental protection appears to be a classic case of a public good: expenditure generates 
 improvements that benefit large numbers of people simultaneously (joint consumption), and 
 there are few prospects for exclusion. Pearce and Palmer (2001) state that little is known about 
 environmental expenditures before 1970. Expenditures may be made by governments (central 
 and local) and by regulated agents, mainly corporations. Public environmental expenditure has 
 been increasing at a faster rate than private expenditure, which suggests that the burden of 
 environmental protection is not shifting away from the public to the private sector as expected 
 (Pearce and Palmer, 2001). 


The peculiarities and complexities that characterize public spending on environmental protection 
 make it an ideal context in which to study advanced topics of wider relevance. There is a call for 
 more  research on Eastern Europe and the European Union (EU) in the public sector (Anessi-
 Pessina et al., 2016). Eastern European countries, including Ukraine, may be a fruitful field of study 
 as they have shifted from former regimes to new democratic forms and have been in the process 
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of joining the EU. These developments have implied significant changes in administrative systems, 
 and consequently in public spending (Anessi-Pessina et al., 2016). 


Environmental management, conservation, and restoration of the environment are the 
 requirements of the present world and essential for sustainable development of any country. 


Ignoring the objective laws of development and reproduction of the natural resources complex 
 leads to catastrophic consequences for the environment – not only for a particular state but all 
 humanity. Financing and investing in environmental measures as a whole occupy a special place 
 among the factors that determine the state of the environment in a country. 


The financial crisis in Ukraine has prevented public spending towards environmentally sustainable 
 development from reaching the desired levels. This article describes and analyses the mechanisms 
 of implementation of public spending on environmental protection and discusses ways to gain 
 relevant and sustainable public environmental policy in Ukraine. 


The  essay  is organized as follows: the introduction is followed by subsections that discuss 
 environmental protection in transition economies and give an overview of the Ukrainian context; 


then, the methods of data collection are presented. The theoretical framework is presented in the 
 next subsection. State funding for environmental protection, the Association Agreement between 
 the EU and Ukraine with a focus on environmental issues, and Polish experience in public spending 
 on environmental protection are empirically discussed. The essay concludes with a discussion of 
 the kinds of mechanisms of implementation of public spending on the environment that are used 
 in Ukraine. 


Environmental protection and public finance in transition economies 


The aim of environmental protection is to provide social well-being and sustainable economic 
 development. It is recognized that governments, through public finance, are responsible for 
 financing environmental goods and services (UN Economic Commission for Europe, 2003). In 
 particular, environmental expenditure in transition economies might be more effective in 
 attracting government resources and foreign financing if they operated according to 
 acknowledged standards of sound public finance. The UN Economic Commission for Europe (2003, 
 p. 12) describes the Good Practices of Public Environmental Expenditure Management (PEEM), 
 considering the quality of public environmental expenditure management, according to the 
 following three dimensions: 


1) the environmental effectiveness dimension measures the performance of public 
 expenditure programs as instruments of environmental policy; 


2) fiscal prudence measures the key aspects of alignment with the principles of sound public 
 finance; 


3) management efficiency measures how efficiently a financing institution utilizes financial and 
human resources. 



(12)12 


Taking the example of the Czech Republic, Soukopova and Bakos (2010, p. 108) discuss how the 
 issue of the relation between economic growth and environmental protection has become 
 increasingly important in recent years. Also in question are the effects of environmental policy in 
 individual regions and the influence of environmental policy on economic growth and other basic 
 regional economic indicators, such as unemployment, inflation, trade and living standards. 


Soukopova and Bakos (2010), analysing the efficiency of public (environmental) expenditures, 
 state that most authors use the methodology of 3E –  economy, efficiency, and effectiveness, 
 which they explain in theoretical terms as follows (ibid, p. 110):  


-  Economy refers to using only enough public resources to meet the given objectives at 
 acceptable levels of quality. 


-  Efficiency refers to acquiring the greatest possible amount, quality and contribution 
 towards the given objectives with the smallest expenditure of resources. Economy and 
 efficiency together are understood as cost efficiency. 


-  Effectiveness refers to using public resources to achieve the greatest possible output with 
 respect to the desired outcome, which is a prerequisite for optimal fulfilment of goals set 
 in advance. Therefore, effectiveness refers to how the produced goods and services (e.g., 
 waste disposal) fulfil the objective (e.g., a clean municipal environment). 


Later in this essay, we describe public expenditures in the Ukrainian context, and we analyse in 
 more detail public spending on environmental protection and the kinds of mechanisms used under 
 the process of policy transfer in light of the signed Association Agreement between the EU and 
 Ukraine.  


Ukrainian context 


After Ukraine’s independence and during 2000-2008, the Ukrainian economy benefited from high 
 metals prices, which kept real sector performance at an average of 6.9% (Boyarchuk et al., 2011, 
 p. 10). Since economic performance was impressive, relatively few fiscal reforms were 
 undertaken. The Budget Code was approved and provided the framework for the major principles 
 of fiscal policies. As a result, local and regional governments were made responsible for a large 
 part of spending, but they have not been supported with the relevant revenue base. As Boyarchuk 
 et al. (2011, p. 69) underline, 


 […] over the last ten years, the Ukrainian economy passed through years of economic 
 growth followed by a sharp economic decline. During these years, the Ukrainian authorities 
 did not complete the structural reforms needed to stimulate future economic development. 


The most important fiscal policy measure was the approval of the Budget Code, which 
framed major provisions in state budget planning and execution and defined the 
distribution of financing among different levels of government. In 2010, the new version of 
the Budget Code was approved. 
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However, there has been a concerted shift away from budgetary assistance in recognition of its 
 limited effectiveness in Ukraine. Budgetary support was initiated in 2008 in Ukraine under the 
 mantra of financing “policies and not projects”. During 2008-2014, in Ukraine, a total of €344 
 million was disbursed as budgetary support in six areas (energy strategy, energy efficiency, trade, 
 environment, transport,  and border protection) and €18 million as budget-support-related 
 technical assistance (Wolczuk et al., 2017, p. 19). 


In 2014 the Association Agreement between the European Union (EU) and Ukraine was signed 
 with the aim of deepening political and economic relations between Ukraine and the EU through 
 the establishment of an enhanced institutional framework and innovative provisions on regulatory 
 and legislative approximation (Van der Loo et al., 2014). As Van der Loo et al. (2014) continue, the 
 preamble to the agreement explicitly states (ibid, p. 3): 


Political association and economic integration of Ukraine within the European Union will 
 depend on progress in the implementation of the current agreement as well as Ukraine’s 
 track record in ensuring respect for common values, and progress in achieving convergence 
 with the EU in political, economic and legal areas. 


Ukraine’s background as a transition economy with commitments towards the Association 
 Agreement with the EU offers a relevant context to shed light on the mechanisms of 
 implementation of public spending on environmental protection.  


Theoretical framework  


Traditional public finance theory suggests that public goods will be underprovided in a market-
 oriented economy. Hence, there is a clear role for the state in providing those goods (Pearce and 
 Palmer, 2001). Further  on, Pearce and Palmer (2001) state that public expenditure cannot be 
 reversed as easily as it can be expanded, and the instruments ostensibly under the control of 
 government are not in fact in its full control, nor is there full understanding of the effects of policy 
 choices. 


Traditionally, budgeting has been the process through which governments decide how much to 
 spend on what, limiting expenditures to the revenues available and preventing overspending 
 (Anessi-Pessina et al. (2016) citing Jones and Pendlebury). In a broader sense, budgeting has 
 increasingly been expected to perform further roles and functions, enforcing managerial 
 responsibility and discharging external accountability. 


In their review of the recent literature, Anessi-Pessina et al. (2016) note that the expanding weight 
of entitlements, the demands of supra- and international institutions, and the fiscal and economic 
crises have put enormous pressures governments to cut back expenditures, ensure balanced 
budgets and reduce the amount of accumulated public debt. At the same time, governments have 
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been expected to meet an increasingly strong, sophisticated and heterogeneous demand for 
 services and to play a role in economic recovery and growth (ibid, p. 492). 


For the purpose of this essay, it seems relevant to discuss the mechanism of implementation of 
 public spending on environmental protection in Ukraine using the framework suggested by 
 DiMaggio and Powell (1991). Lynn Jr. et al. (2000), analysing DiMaggio and Powell, state that their 
 framework might look at the same facts and ask why there is so much similarity in structure. The 
 observed differences in performance might be much greater if coercive, mimetic and normative 
 isomorphism were not operating. Their predictors of isomorphic change include organization-level 
 factors (i.e., dependence of one organization on another; centralization of resource supply; 


uncertain technologies or loose coupling; ambitious nature of organizational goals; education or 
 professionalization of staff and managers)  and field-level factors (i.e., membership in an 
 organizational field dependent on a single source of support; degree of interaction/transaction 
 among organizations in a field; number of alternative organizational models in the field; uncertain 
 technology; professionalization; and structuration) (ibid, p. 243). 


Mukhtarov (2014, p.71) states that 


[…] little is known about what makes certain policies spread widely while others remain 
 limited in mobility. It remains a mystery why some policy ideas produce an impact on the 
 ground as they travel across countries while others are formally adopted but rarely produce 
 policy change.  


In this essay, we use DiMaggio and Powell’s framework of coercive (Association Agreement with 
 the EU), mimetic (Poland’s implementation of spending on environmental protection, as an 
 example similar to Ukraine) and normative (Ukrainian State Environmental Funds) mechanisms to 
 describe and analyse public spending on environmental protection in Ukraine.  


Methodology 


To fulfil the aim of describing and analysing public spending on environmental protection in the 
 case of Ukraine, we have studied the legislatures and regulations of forms and levels of budget 
 spending on environmental programmes in Ukraine. Further, we have analysed legal, professional 
 and regulatory texts, which have provided important information for analysing state and local 
 funds for environmental protection. 


To discuss public spending on environmental protection, we have collected and analysed official 
governmental acts and documents from the last 20 years dealing with this issue, and we have 
studied the legislation and regulations from the Legislation of Ukraine database 
(http://zakon2.rada.gov.ua/) of the official website of the Parliament of Ukraine. The Legislation 
of Ukraine database was used for informational purposes by the Regulations on Web Resources 
of the Parliament of Ukraine. In this essay, we have analysed the laws and regulations of Ukraine 
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in environmental activities and various aspects of their funding from 1991 to 2016, and we 
 selected about 80 legal acts devoted to forms and level of budget spending on environmental 
 protection in Ukraine. Since Ukraine announced its desire to enter the EU, which requires 
 adherence to and implementation of the obligations of the parties to the Association Agreement 
 between Ukraine and the EU, some of the documents of basic principles of tax and environmental 
 laws of the EU member states directly or indirectly relevant to the field of environmental taxation 
 have been also considered. 


We are using the statistical reports of the State Statistics Service of Ukraine 
 (http://www.ukrstat.gov.ua/) and the Ministry of Finance of Ukraine (http://www.minfin.gov.ua/), 
 which are available online. We also use information on environmental protection measures 
 funded by enterprises, organizations and institutions of Ukraine. 


Public spending on environmental protection in Ukraine 


Financing environmental activities is critical to protecting the well-being of the population and 
 creating favourable conditions for the development of the national economy. Unfortunately, the 
 economic crisis did not allow Ukraine to fully fund measures for environmental rehabilitation and 
 restoration of natural resources. Statistical data on the financing of environmental activities from 
 the consolidated budget in 2014-2016 shows the ecological imprudence of the budget of Ukraine 
 (Table 1). 


Table 1. Financing of environmental protection from the consolidated, state and local budgets of 
 Ukraine in 2014-2016 


Expenditure 


2014  2015  2016 


State budget  Local budget  Consolidated budget State budget  Local budget  Consolidated  budget State budget  Local budget  Consolidated  budget


Environmental 
 protection mln. UAH, 


incl.:  2597,0  884,7  3481,7  4053,0  1476,7  5529,7  4771,6  1483,8  6255,4 
 Prevention and 


elimination of 
 environmental 
 pollution 


2139,1  749,5  2888,6  3331,5  963,6  4295,1  4054,8  1179,8  5234,5 


-  Protection 
 and sustainable 
 use of natural 
 resources 


939,1  604,0  1543,1  1052,6  767,3  1819,9  1516,7  853,9  2370,6 
 -  Waste 


disposal  318,8  57,3  376,1  468,0  97,3  565,2  383,8  136,9  520,7 
 -  Elimination of 


other  881,3  88,1  969,4  1810,9  99,1  1910,0  2154,2  189,0  2343,2 
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 environmental 


pollution 
 Conservation of 


natural reserve fund  45,5  26,3  71,8  53,9  59,5  113,4  209,6  49,7  259,3 
 Fundamental and 


applied research and 
 development in the 
 field of environmental 
 protection 


65,6  -  65,6  81,3  -  81,3  84,8  -  84,8 


Other environmental 


protection activities  346,9  108,9  455,8  586,2  453,6  1039,8  422,5  254,4  676,8 
 Source: Compiled by the authors based on reporting on budget execution in 2014-2016 (expenditures by functional 
 classification of budget spending and lending) // State Treasury Service of Ukraine: 


http://www.treasury.gov.ua/main/uk/doccatalog/list?currDir=146477. 


As shown in Table 1, the consolidated budget spending volumes in Ukraine demonstrate a positive 
 trend of continuous increase. Thus, in 2014 the overall funding of environmental projects from 
 the consolidated budget of Ukraine reached 3481,7 mln UAH, and in 2016,  6255,4 mln UAH, which 
 is 1,8 times more than in 2014. The highest expenditure growth rates are for conservation of 
 Ukraine’s natural reserve fund (71,8 mln UAH in 2014, and 259,3 mln UAH in 2016, which is 3,6 
 times more than in 2014). Also, significant growth rates during the period are seen in the cost of 
 eliminating environmental pollution (not related to waste disposal), which was only 969,4 mln UAH 
 in 2014 but was 142% higher, at 2343,2 mln UAH, in 2016. 


It should be stressed that of all public spending on environmental programmes in 2014-2016 in 
 Ukraine, 73-76% came from the state budget and only 24-27% came from local budgets. Ukraine 
 spent only 0,22, 0,28 and 0,26% of GDP on environmental projects from consolidated budget 
 funds in 2014, 2015 and 2016 respectively. 


Mechanisms of implementation of public spending on environmental protection 
 The Association Agreement between Ukraine and the EU 


Since gaining its independence in 1991, Ukraine has taken important steps in public spending on 
 environmental protection. The country has established a comprehensive regulatory framework 
 for environmental protection, has become a party to major international conventions, and has 
 established the Ministry of Environmental Protection and Natural Resources (Ministry of 
 Environmental Protection). It has also established a number of institutions and given them 
 environmental protection powers, developed tools for environmental management and created 
 funds for the protection of the environment and natural reserves. 


On June 27, 2014, Ukraine signed and subsequently ratified the Association Agreement with the 
European Union, the European Atomic Energy Community, and their member states. In the 
Association Agreement, one of the priorities is environmental protection, the main areas of 
cooperation of which are: 
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-  preservation, protection, improvement, and reproduction of environmental quality, public 
 health protection, rational and efficient use of natural resources and promotion of 
 measures at the international level aimed at addressing regional and global environmental 
 problems; 


-  gradual approximation of Ukraine’s legislation to EU law and policy in the field of 
 environmental protection; 


-  implementation of agreements in the field of environment protection. 


The Association Agreement stipulates that, by the end of 2025, Ukraine has to bring its legislation 
 closer to the EU legislation and implement provisions of approximately 350 directives, regulations 
 and decisions in its legislation, as well as develop the procedure and roadmap for their 
 implementation. Each document has its terms and requirements regarding the form of such 
 implementation. As of November 1, 2016, Ukraine had to adopt the national legislation in seven 
 areas, which constitute 44 commitments to adopt EU regulations: 


•  Energy - 13 obligations; 


•  Environment - 15 obligations; 


•  Public health - 5 obligations; 


•  Social policy - 2 obligations; 


•  The activities of companies - 4 obligations; 


•  Taxation - 2 obligations; 


•  Public procurement - 3 obligations. 


According to the timetable, the environmental obligations are to be fulfilled (i.e., implementing 
 EU norms in Ukrainian legislation) between July 1 and November 1, 2016. Of the environmental 
 obligations, nine are in the process of implementation, and for the other six no adaptation is 
 required. 


Table 2. Assessment of fulfilment of obligations to adapt Ukrainian legislation within the 
 framework of the Association Agreement in the field of environment from 2014 to 2016 


Scope of implementation of EU norms to Ukrainian legislation  Obligations in the 
 process of 
 implementation 


There is no adaptation 
 process 


Regulation of environmental management  4 


Regulation for Genetically Modified Organisms  2 


Regulation on the protection of nature  2 


Regulation of atmospheric air quality  2 


Water quality regulation, water resources management  2 


Regulation on Industrial Pollution  1 


Climate change and ozone layer protection  2 


Total  9  6 


Source: Compiled by the authors. 
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The Ministry of Environment and Natural Resources (Ministry of Environmental Protection) is the 
 main executor responsible for adapting Ukrainian legislation to EU environmental legislation. As a 
 whole, it is possible to calculate 15 obligations that fall within this period and concern 
 environmental impact assessment and strategic environmental assessment, public access to 
 environmental information, conservation of wildlife and fauna, the establishment of a state 
 biosafety system, volatile organic compounds emission control, environmental policy on the 
 marine environment, industrial emissions, greenhouse gas emission trading, ozone-depleting 
 substances, and flood risk assessment and management. Several normative documents were 
 adopted. As for the other commitments, eight of them are in a state of implementation, and for 
 six obligations no adaptation is required. 


It is worth noting that the field of environment is one of those areas where there is a significant 
 amount of commitment, and this may have become one of the factors that delayed the process 
 of adaptation. Also, the environment is not a priority in the national reform agenda, which also 
 affects the pace of implementation of EU environmental legislation. 


The correct step was that the Ministry of Environmental Protection began to adopt legislation to 
 the most systematic directions, namely the development of draft laws on EIA (environmental 
 impact assessment) and SEA (Strategic Environmental Assessment). However, perhaps because 
 during the drafting of bills the interests of all involved parties were not taken into account and 
 there was a lack of active explanatory work on social and environmental importance, the bills were 
 vetoed. 


With a significant number of commitments, it was possible to take a positive step towards the 
 adaptation of the Water Directive, but it cannot be considered a complete adaptation of the 
 provisions of the Directive. Such a result indicates the possible problems that are not voiced. 


There are directives and regulations in each of the eight areas where adaptation is underway, the 
 adaptation of which takes longer than required by normative activities. These are the EIA and SEA 
 Directives, public access to information, GMOs, residences, sulphur and industrial emissions. 


Particular attention is drawn to the directives and regulations in which adaptation was not initiated 
 at all for unknown reasons. These include the directives on the protection of housing, the 
 protection of birds, the control of emissions of volatile compounds, the marine environment, and 
 trade in greenhouse gas emissions. 


State environmental funds in Ukraine 


The condition for Ukraine’s transition to environmentally sustainable development is the 
improvement of efficiency of public funds in conservation measures to ensure environmentally 
favourable conditions for economic activity. Under the current legislation of Ukraine, state and 
local funds for environmental protection are established to finance environmental protection. 
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The National Fund for Environmental Protection was established in 1998. Its position was approved 
 by the Decree of the Cabinet of Ministers of Ukraine from July 5, 1998, as amended. It is a part of 
 the state budget of Ukraine and has been created to finance environmental protection 
 programmes and measures related to the rational use and preservation of natural resources. The 
 Fund receives a certain share of revenues from ecology tax payments and from other sources 
 defined by the law (penalties for violation of rules and regulations on environmental protection, 
 donations, and other funds). Data shows that the ecology tax makes up the largest share of the 
 revenues of state and local environmental protection funds. 


The ecology tax is paid by business entities, entities that do not conduct economic (business) 
 activities, budgetary institutions, public and other enterprises, institutions and organizations, and 
 permanent representatives of non-residents conducting activities in the territory of Ukraine and 
 within the limits of its continental shelf and exclusive (maritime) economic zone involving: 


-  emissions of pollutants into the atmosphere from stationary sources of pollution; 


-  direct discharges of pollutants into water; 


-  waste disposal (except for the placement of certain types (classes) of waste as secondary 
 raw materials (placed in their territory (objects)); 


-  generation of radioactive waste (including that already collected); 


-  temporary storage of radioactive waste in excess of that produced within the special 
 conditions outlined in the licence terms. 


Under current Ukrainian law, the object and base of ecology tax are: 


-  the volumes and types of pollutants that are released into the atmosphere from stationary 
 sources; 


-  the volumes and types of pollutants discharged directly into water; 


-  the volumes and types (classes) of disposed waste, except volumes and types (classes) of 
 waste as secondary raw materials (placed in their territory (objects)); 


-  the volumes and categories of temporarily stored radioactive waste generated by business 
 entities in excess of limits set out in the licence terms; 


-  the volumes of electricity generated by nuclear plants (NPPs). 


Ecology tax rates are established by the Tax Code of Ukraine and vary according to the type of 
 pollution sources (mobile or landline) and hazard class of pollutants. The tax amounts are charged 
 in the tax (reporting) quarter by taxpayers or tax agents using formulas provided by the Tax Code. 


Tax agents, who import fuel on the territory of Ukraine, calculate the amount of tax on the date 
 of customs declaration for customs clearance. 


If a taxpayer pollutes in the course of doing business, the taxpayer must determine the tax amount 
separately for each type of pollution or each type of pollutant involved. 
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Limits of emissions from stationary sources of pollution are set by the Ministry of Ecology and 
 Natural Resources of Ukraine (MER of Ukraine), which issue permits for emissions and discharges. 


The permits are issued free of charge by the regional MERs of Ukraine and are valid for at least 
 five years. Emissions produced without obtaining permission are considered excessive. Thus, MER 
 of Ukraine authorities have the right to charge financial penalties, which are calculated according 
 to the cost of reimbursing the state for damages caused by excessive emissions. 


Since gaining independence, Ukraine has changed the number and types of payments for the use 
 of natural resources as well as for pollution of the environment. Also, the range of users of natural 
 resources who are obliged to make environmental payments has been extended. However, the 
 state is still not able to allocate over 2% of GDP for environment protection as do foreign countries. 


Money from the National Fund for Environmental Protection is allocated to fund resource 
 protection and conservation measures based on estimates approved by the head budget 
 administrators. Head administrators are the MER and other central bodies of executive power, 
 who are determined by the state budget for the corresponding year. 


In addition to the National Fund for Environmental Protection, the environmental funds, operating 
 within regional budgets and budgets of village and city councils, represent another source of 
 funding for environmental activities in the country. According to the laws of Ukraine, the ecology 
 tax, in the amount determined by the Budget Code of Ukraine, is the primary source of regional 
 and local environmental funds, which partially finance environmental protection. 


The process of reforming the economy in the direction of fiscal decentralization that began in 
 Ukraine in 2014 caused a legislative initiative to change the structure of distribution of ecology tax 
 revenue in the intergovernmental vertical and horizontal plane. Regulatory provisions of recent 
 years dramatically changed the proportions of ecology tax allocation between funds of 
 environmental protection at various levels – national, regional, and village, town, and city budgets, 
 and budgets of united communities.  


Poland’s implementation of public spending on environmental protection 


The need for Ukraine-EU interaction in the field of environmental policy is indisputable, not only 
given the prospects of integration but also, first of all, the need to preserve the environment in 
this part of the planet. The experience of implementing EU ecological policy is useful to Ukraine 
for reasons of expediency and efficiency of using modern technologies in the field of nature 
management. Poland can be an example of the effective use of economic instruments in the 
implementation of environmental policy. This country is not only a close neighbour of Ukraine, 
with similar natural and social conditions, but it is also an example of successful implementation 
of environmental policy instruments. The main elements of the economic management 
mechanism of nature management operating in Poland are: 
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-  payment for the special use of natural resources; 


-  payment for pollution of the environment and other kinds of harmful effects on the 
 environment; 


-  the system of financing and crediting environmental protection measures (state and local 
 budgets, environmental funds, banks, enterprises funds, foreign incomes, and 
 investments, etc.); 


-  ecologization of tax and price systems; 


-  support for the formation and development of the eco-industry. 


Poland adheres to the main priority of environmental policy, generally recognized by all EU 
 countries – to prevent environmental pollution through environmental prudence and care. It is 
 implemented using the so-called “best available technology” (BAT –  the application of those 
 production methods that, at the current level of scientific and technical knowledge, provide the 
 opportunity to guarantee the highest possible level of environmental safety). BAT was introduced 
 in 1984 by directive 84/360 EEC to combat industrial pollution of atmospheric air. 


The market regulators of nature management that are used in Poland include: 


-  Ecological tax. Poland, like other market economies, widely uses differentiated taxation 
 depending on the “environmental benefits” of products. In this case, the concept of 
 taxation is developed in such a way that enterprises whose production methods are 
 environmentally safe have not been disadvantaged in comparison with competitors due to 
 higher prices for products. 


-  Tax privileges and subsidies. The main task is to stimulate the more active use of modern 
 scientific and technological achievements. Losses of budget funds due to the introduction 
 of tax privileges are offset by revenues from taxation of enterprises using environmentally 
 hazardous technology or producing environmentally harmful products. 


-  Preferential loans. It is an important condition for the maintenance of environmental 
 investments for the purchase of capital goods by producers. In the list of preferential loans, 
 noteworthy are methods such as interest-free or subsidized interest rates on loans. These 
 include various types of preferential loans for financial support of economic entities that 
 implement resource-saving and environmental technologies. 


-  Payments for environmental pollution. 


-  Reform of pricing. As the experience of Poland shows, thanks to the differentiation of 
 prices for environmentally polluting and environmentally friendly products, positive results 
 can be achieved by reducing environmental pollution. 


Market realization of the right to pollute can be considered an effective and promising stimulus of 
environmental activity. This mechanism is part of the plan to encourage businesses to use non-
waste technologies and use high-performance wastewater treatment systems. It is based on the 
difference between actual and environmentally acceptable levels of pollution. If the actual level 
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of pollution is lower than the specified ecologically acceptable level, the subject gets the right to 
 pollute the environment in the form of a certificate that can be sold to others. 


The system of environmental standards is thus constructed in such a way that it sets limits on the 
 use of natural resources, encourages the use of certain technological processes, and sets 
 parameters for finished products, the excess of which leads to economic, environmental and social 
 damage. That is, environmental standards, in addition to their direct purpose, should act as 
 mechanisms of environmental policy, through which  they share environmental taxes and 
 economic sanctions on the inefficient use of nature. 


Conclusions 


Public spending on environmental protection is an important issue for the sustainable 
 development of the society. From a research viewpoint, it includes not only public finance but also 
 political, economic and legal perspectives. The changing institutional and socio-economic 
 landscape in the transition economies requires a profound reassessment of institutions, actors 
 and roles of those involved in the public finance of the environment. So far, there has been no 
 attempt to make such a reassessment in the context of Ukraine. In this article, we have been using 
 DiMaggio and Powell’s framework to look at the kinds of mechanisms of implementation of public 
 spending on environmental protection that have been used in Ukraine. 


Our empirics show that since gaining its independence and becoming a party to international 
 environmental conventions, Ukraine has made significant progress in developing its 
 environmental legislation by adopting a wide range of legal acts and programmes covering most 
 areas of environmental protection and the rational use of natural resources. However, 
 environmental legislation has some shortcomings, such as that it is largely declarative, many acts 
 are not consistent with each other, and there has as yet been only limited analysis of its influence. 


The Association Agreement with the European Union signed by Ukraine in 2014 sets the task of 
 adapting national legislation to the EU environmental regulations, which will allow more effective 
 application of environmental legislation. However, in assessing Ukraine’s compliance with the 
 commitments to bring its legislation closer to EU environmental legislation under the Association 
 Agreement in 2014-2016, it can be concluded that the environment is not a priority in the national 
 reform agenda. And this situation is not conducive to improving the efficiency of financing of the 
 environmental protection. So, being a coercive mechanism, the Association Agreement indeed 
 puts some pressure on Ukrainian authorities. But since it has not yet been used to evaluate the 
 implementation, it is still downplayed.  


As for the normative mechanism of implementation, we show that Ukraine has not yet created an 
effective environmental protection system, one of the important elements of which is the state 
and local environmental funds. However, the direction planned by the Ukrainian government for 
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the development of the state shows the correct vector chosen for its development – “to ensure 
 sustainable growth of the economy in an environmentally non-exhaustible way.” The creation and 
 funding of state environmental objectives is essential for any state today. 


Poland’s experience of public spending on environmental protection predominates the ongoing 
 discussion of Ukrainian authorities on the further development of environmental expenditures. 


However, our analysis shows that this mimetic mechanism of using Polish experience exists 
 currently only in the rhetoric between civil servants and researchers dealing with public spending 
 on environmental protection.   


Finally, we see that public spending on environmental protection in the context of Ukraine includes 
 a mix of all three mechanisms set out by DiMaggio and Powell (1991). We argue that this mix of 
 coercive, mimetic and normative drivers provides a potential richness in discussions of the ways 
 to gain relevant and sustainable public environmental policy in Ukraine.   
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Abstract 


The purpose of the investigation is to determine the main needs of accounting information users 
 to provide effective public sector accounting reform. The theoretical part provides an approach to 
 the users of public sector accounting information and their needs. The empirical part includes an 
 analysis of the ability of the public sector accounting system in Ukraine to provide understandable 
 and available information for all groups of users. Public interest in the activities of the government 
 is increasing, especially in countries with high corruption levels, inefficient usage of public financial 
 funds and law quality of public services. An increasing number of public organizations and scientific 
 and analytical centres have set new requirements for public sector accounting information. It must 
 satisfy the needs of both internal users (e.g., those responsible for managing public resources) and 
 external users (e.g., foreign governments, international organizations, business entities and the 
 general public) as a basis for decision making and to ensure public accountability. Transparent and 
 understandable accounting information is the basis and at the same time the goal of public sector 
 accounting reform. The current accounting system in Ukraine does not provide these features of 
 accounting information, and financial, statistical and budget reporting are inconsistent. To solve 
 these problems, further reform must be determined by new needs related to accounting 
 information. Considering increasing needs in relation to accounting information, the discrepancy 
 between accounting information users’ needs and the information disclosed in public sector 
 reporting in Ukraine is identified.  
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Introduction 


Among the components that are necessary for a country’s development are effective public 
 administration that ensures fair distribution of public financial resources and a favourable business 
 environment that provides opportunities for high rates of business activity and investment flows. 


To provide these essential components, a transparent, complete and relevant information 
 database on the activities of all sectors of the economy is required. It is important that such 
 information be developed in a systematic, consistent manner across all sectors of the economy, 
 both public and private. A tool for such database formation is accounting, so first of all it should 
 be focused on providing information in a manner and form that meets the information users’ 


needs. Considering the public sector in the context of accounting, it is necessary to allocate state 
 budget, local budgets and government organizations, as state-owned enterprises and enterprises 
 with state participation in the capital prepare financial statements under the rules established for 
 the corporate sector. 


The public sector accounting system covers only the general government sector, and users of this 
 financial information include those entities that are interested in the data on operations that use 
 public financial resources. 


Public sector subjects use accounting information for management purposes. The efficiency of 
 their operations depends on the completeness, accuracy and timeliness of such information. 


According to surveys, the main users of public sector financial statements are government, 
 parliament and supreme audit institutions of the country (Figure 1). 


Figure 1. Users of public sector financial information 


Source: compiled by the authors basing on EY.com, Survey Results: Accounting System Trends,  


http://www.ey.com/gl/en/industries/government—public-sector/transparency-in-public-sector-accounting_survey-
 results—accounting-system-trends.  
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Public authorities need accounting information for decision making, public finance management 
 and public control. However, people, corporations, other countries and international 
 organizations may also take an interest in public sector accounting information for different 
 purposes. These purposes depend on the subject’s role in relation to the state. 


Public sector financial information users and their needs 


An overview of modern approaches to the definition of users of public sector accounting 
 information and their purposes 


Current public sector research pays considerable attention to the use of public sector information. 


In particular, the peculiarities of financial information and performance information use in the 
 public sector are investigated (van Helden, 2016), and various aspects of the use of public sector 
 accounting information by the parliament are explored (see e.g., Duisenberg (2016) example 
 regarding the Netherlands). 


The majority of studies are devoted to various aspects of the use of public sector information by 
 politicians (van Helden et al., 2016; Moynihan, 2016; Giacomini et al., 2016; Jorge et al. (2016). In 
 particular, it is evident that the purposes of using public sector information depend on the stage 
 of the political cycle. Some studies have considered how public sector information is used at the 
 policy-formulation and decision-making stages (e.g., Giacomini et al, 2016). 


Different patterns of political use of accounting information are defined. Politicians may use the 
 information, for example, to get a free bail-out, to take political advantage in the electoral 
 campaign or to justify proposed cutbacks (Guarini, 2016). 


According to one approach, there are two purposes for using public sector accounting 
 information: rational and political. “Rational use is supposed to be goal-driven, serving efficiency 
 and effectiveness purposes, political use of accounting information aims to serve certain interests 
 and values and to support the user’s power over others” (van Helden et al., 2016, p. 473). 


It is noted that despite the existence of democratic institutions, information can be manipulated. 


To discourage this behaviour, improvement of and compliance with public sector accounting 
 standards are required (Guarini, 2016).  


The described approaches emphasize such public sector accounting information users as 
 politicians and government, while other users remain out of the scope of investigation. Therefore, 
 it is necessary to consider other actors who may be interested in such information and explore 
 their goals, needs and areas of interest. 


Roles of the public sector accounting information users 
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Information on public sector activities is of interest to entities in other sectors. Different users are 
 interested in different aspects of public sector accounting information, depending on the user’s 
 role. Internal users include public sector entities directly involved in public financial management. 


External users are the subjects of control, owners and agents of the economy, acting as investors, 
 creditors, competitors and consumers (Table 1). 


Table 1. Users of the public sector information 


The role of 
 information user 


Subjects 
 People  Business entities* 


The state 
 (government 


agencies) 


International 
 organizations, other 


countries 


Managers  +  -  +  - 


Owners  +  -  -  - 


Control subjects  +  -  +  + 


Partners  +  +  +  + 


Consumers  +  +  +  + 


* business entities of all forms of property (including public) and all legal forms. 


Source: Compiled by the authors. 


Management of government financial resources is the function of state authorities’ employees 
 and heads of budgetary institutions, but for some decisions, people of a particular region or the 
 whole country can be engaged. 


People also indirectly affect the management of public financial resources by electing specific 
 political parties or figures that offer certain visions for regional or national development. The 
 programmes these parties and individuals propose determine how and where public resources 
 will be spent. There are also other forms of public influence on decision making in the public 
 sector, such as public hearings on draft laws, discussions at official government portals, petitions, 
 proposals, and recommendations and conclusions made by public and professional organizations. 


State financial resources are essentially owned by citizens. These resources should be managed 
 by public authorities for the public good, an activity paid for by citizens. Therefore, information 
 about general government, budgetary institutions and state and local budgets must meet the 
 people’s needs with regard to such information. 


The public can exert some control over spending of public financial resources. Such control makes 
 it possible to detect failures to execute plans and to influence the management of finances. Thus, 
 on the basis of public sector accounting information, individuals provide public control, voting in 
 presidential, parliamentary and local elections. There are also other forms of public opinion 
 expression, including through media, strikes and rallies, petitions (e.g., for the resignation of 
 government officials), lawsuits based on violations of law and so on. 


Procedures and mechanisms by which people can influence public financial management depend 
on the features of the country, form of government, the legislative framework and other factors, 
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but accounting and financial reporting in the public sector should provide information which can 
 be the basis for public control and public opinion. 


There are different forms of partnership among people and government agencies, such as 
 volunteer work, charitable activities and patronage (which in fact save public resources as certain 
 objectives are met without financial support from the government) or the purchase of public 
 securities, in particular, government debt securities (in this situation, people act as creditors of the 
 state). 


The difference between public and corporate sectors in this context is that people play both roles 
 – as owners of resources and as consumers of public sector services. 


Business entities also use services provided by state government. They can act as partners of the 
 state, creditors, investors, and in some cases, competitors (e.g., companies that provide services 
 or goods that are also provided by public institutions). 


The hierarchy of public governance involves accountability and controllability, therefore, public 
 bodies and authorities can influence how state bodies and other institutions use public resources. 


To implement state policy, public sector entities provide services to other government agencies 
 and participate in joint management of public financial resources. In such cases, public authorities 
 and institutions can be partners and customers to each other. The role of the state institution 
 relative to other public sector entities determines the type of information required. 


Information about the public sector may be of interest to international organizations and foreign 
 governments that can act as partners in implementing joint programmes and activities; it may also 
 be of interest to customers who are receiving financial assistance or advisory services. If an 
 international organization or another country is a creditor of the state, public sector information 
 of the recipient country can also be used for control purposes. 


Thus, the degree of completeness, clarity and accessibility of information on public sector activities 
 should be determined by the needs of users and limited according to requirements of national 
 security and protection of state secrets. 


Aspects of public sector accounting information that is subject of users’ interest 


The 2016 International Budget Partnership study on the use of budget information by citizens, 
which covered more than 70 countries, demonstrates that different users of information (citizens, 
community-based organizations, think tanks, policy research institutes) are interested in 
information on budget allocations and budget implementation (Figure 2). 
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Figure 2. The demand for public sector information 


Source: de Renzio and Mastruzzi (2016) 


However, the needs of citizens, enterprises and international organizations in these aspects of 
 public sector information also differ (Table 2), and disclosure of such information is important.  


Table 2. Aspects of public sector information according to users’ needs 
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 Aspects of public 


sector information  People  Business entities*  International 
 organizations, other 


countries 


The state 
 (government 


agencies) 
 facilities funded by 


credit resources 
 Data on performance 


indicators  - Efficiency of public 
 authorities 
 - Effectiveness of 


social programmes’ 


implementation 
 - Budget violations 


and responding to 
 them 


- Level of corruption 


- Efficiency of 
 public authorities; 


- Level of 
 corruption 


- Efficiency of public 
 authorities; 


- Efficiency of credit 
 usage 


- Budget violations and 
 responding to them 
 - Level of corruption 


Data on extra 
 budgetary funds, etc.  


- Amounts of social 
 benefits 


- Deficit/surplus of 
 budget funds 


- Deficit/surplus of 
 budget funds 


- Deficit/surplus of 
 budget funds 


* business entities of all forms of property (including public) and all legal forms. 


Source: Compiled by the authors. 


People’s demand for public sector information is due to a desire to know certain facts about their 
 country or region, such as the approximate standard of living and amount of personal income (e.g., 
 living wage, minimum wage, public sector wages, pensions and various social benefits) and the 
 cost and quality of public services (e.g., infrastructure facilities, healthcare, education, cultural 
 services, law enforcement agencies, judicial authorities etc.). Thus, information on the financing 
 of the region and on the budgetary institutions in it is especially important. In addition, people are 
 interested in public debt policy because they understand public debt as the burden of future 
 generations. 


Enterprises as the taxpayers are interested in the minimum wage, on which the payroll and 
 financial position of social security funds depend, and significant deficit of their budgets could 
 cause higher taxes in the future. 


Enterprises, as taxpayers, are interested in the minimum wage, which has an impact on their 
 payroll and on the financial position of their social security funds. A significant deficit in their 
 budgets could result in their paying higher taxes in the future. 


Business entities can also act as potential suppliers of goods and services to the state, so it is 
 important for them to get information about government procurement, government programmes 
 relating to the relevant industries and government support of the region, investment programmes, 
 etc. 


International financial institutions and foreign countries are interested in receiving information on 
the use of credit funds or financial assistance received from them, as well as indicators needed in 
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order to forecast future needs for additional loan financing (e.g., budget deficit, problems with 
 public debt service, macroeconomic forecasts etc.). 


Corruption levels and the effectiveness of anti-corruption measures are subjects of interest to all 
 public sector information users as these factors directly affect the quality of public services and 
 the efficiency of public financial management. 


According to the IPSAS Conceptual Framework, accounting information in public sector financial 
 statements should be relevant, faithful, representative, understandable, timely, comparable and 
 verifiable. However, the above information needs of users give rise to additional requirements for 
 public sector financial information, namely: 


-  disclosure of all aspects of interest to citizens, the corporate sector and international actors 
 (within the limits imposed by the requirements of national security); 


-  submission of such information in a form that provides clarity for all users (e.g., budget for 
 citizens, reports in languages other than the official language); 


-  frequency of disclosure, which allows users to make their own forecasts and make 
 decisions based on them (publication of quarterly or semi-annual reports); 


-  technical accessibility of information for all users. 


To ensure compliance with these requirements, certain conditions must be met. These include 
 effective communication and cooperation between the subjects of the general government 
 sector; harmonization of terminology and methodology of accounting and government finance 
 statistics; harmonization and simplification of forms of fiscal and  statistical reporting; legal 
 compliance and actual installation timing of disclosure statements, and the technical ability to 
 publish reports on official websites and portals. 


The ability of Ukrainian public sector accounting system to meet the needs of information users 
 The problems of public sector efficiency in Ukraine are caused by various factors, but the 
 formation of a transparent system of accounting and reporting in the public sector is a prerequisite 
 for reform in other sectors. 


Accounting in the public sector has been undergoing reform for several years. According to the 
 strategy for modernizing public sector accounting for 2007-2015, the accounting system must be 
 improved to meet international standards. Public sector accounting reform is not complete yet, 
 and many objectives of the strategy have not been met, therefore, the time given to implement 
 the strategy was extended. 


The basis of the reform is the introduction of the national public sector accounting standards 
(NPSAS) based on International Public Sector Accounting Standards (IPSAS). The gradual 
implementation of NPSAS began in 2009. On January 1, 2017 there was a definitive introduction 
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