Main Department of Civil Service of Ukraine
Center for Adaptation of the Civil Service to the Standards of the European Union
Center of Social Expertise of the Institute of Sociology, NAS of Ukraine

Development of a Network of Policy Analysis Groups
in the System of Central Executive Bodies in Ukraine

Harmonization of Ukrainian Legislation
on the Application of Excise Duty on Alcohol
and Tobacco Products in the Context of a
Future Agreement on Association
with the European Union

Kyiv
2009



This policy document was developed within the framework of the "Development of a Network of
Policy Analysis Groups in the System of Central Executive Bodies in Ukraine” project,
implemented by the Center of Social Expertise of the Institute of Sociology, the National Academy
of Sciences of Ukraine under the contract with the Center for Adaptation of the Civil Serviceto the
Standards of the European Union. The project was financed by the State Budget of Ukraine. Expert
support was provided by the “ Technical Support to Public Sector Reformsin Ukraine” project team
(DANIDA funded).

Project Research Supervisor — Gulbarshyn Chepurko, PhD.
Project Manager — Andriy Bega.
Project Coordinator - Olga Zakharchenko.

Ukrainian experts: Ivanna Ibragimova, Inna Goliuk, Lidiya Amdzhadin, Oleksandr Goncharuk,
Yuriy Sapelkin.

International experts: Martins Krievins, Kaspars Berzins, Sandra Brigsa, Baiba Petersone.

Thisdocument was prepared by the policy analysis group composed of : head of the group—S. Lekar
(Deputy Head of the State Tax Administration of Ukraine); group members: V. Andriyenko
(Ministry of Economy of Ukraine), T. Bondarenko (Ministry of Finance of Ukraine), O. Danilova
(State Tax Administration of Ukraine), T. Ivanitska (Secretariat of the Cabinet of Ministers of
Ukraine), M. Oreshchenko (State Tax Administration of Ukraine), L. Palamar (Ministry of Finance
of Ukraine), A. Filozop (State Tax Administration of Ukraine).

The electronic version of the policy document can be found
on the web-site of the Center for Adaptation of the Civil Service
to the Standards of the European Union at: www.center.gov.ua.

© Center for Adaptation of the Civil Service to the Standards of the European Union, 2009



Contents

FOMBIWOI T ..t 4
INEFOAUCTION et s 7
1. Description Of the SItUBLION ..o e 7
2. MaAIN ProbIEMS ..ot 17
3. Strategy ObJECLIVES ...ovcviiiicieeie et ne 20
4. Main Activitiesto Achieve Defined GOals ........c.ccvvreeeiinneiinseesssesseeens 21
5. Possible Implications of the Implementation of the Strategy ..........ccccoceeereeennene 23
6. Key Steps and the Responsible INSLitUtioNns ..o 25
7. Criteriafor Evaluation of the Strategy Effectiveness.........ccococeevvevevccicicienne 26
8. Monitoring and Evaluation of the Effectiveness of the Strategy

IMPIEMENTALION ...t b e b aesesbans 26
Information about the Activities of Policy AnalysiS Groups .......ccccoeeeereneeiereiennens 27

Previous I nitiatives on Policy ANAIYSIS ..o 29



Foreword

Development of the Ukrainian State and its movement towards the European
community requires establishment of modern, professional civil service that would
function in accordance with the requirements of democratic governance. Civil servants
of Ukraine must be politically neutral and professional, armed with modern knowledge
and skillsin public administration.

Among the key functionsof public officialsin democratic countriesisthe devel opment
of policy recommendations and policy alternatives to solve the existing problemsin
specific sectors. Civil servants also hold consultations with stakeholders and carry
out monitoring and evaluation of the policy efficiency and effectiveness.

Comparing with EU practice, the system of policy coordination and development in
Ukraineisnot sufficiently transparent and istoo centralized. Requirementsto analyze
policy alternatives and hold consultations with stakeholders are not always fulfilled.
The Ukrainian officials often lack practical skills to analyze policy problems and
their causes, possi ble consequences and obstacles to implementation of various options
for problem solution.

In order to strengthen the capacity of civil servantsto analytical support of the strategic
government decisions, the Main Department of Civil Service of Ukraine during
2005-2008 supported a number of initiatives dealing with activities of a network of
the policy analysis groups in the central executive bodies in Ukraine. Around 130
civil servantsof top and middle managerial levelsfrom the Secretariat of the President
of Ukraine, Secretariat of the Cabinet of Ministers of Ukraine, National Bank of
Ukraine, ministries and other central executive bodies received training and acquired
relevant public policy skills and knowledge needed for application of democratic
procedures to the decision-making process.

Results of the policy analysis groups' activities include publication of green and
white policy papers. Thisisan effective tool used in the EU member states and other
developed countriesto ensure efficiency, transparency, consistency and predictability
of work of public authorities.

Requirementsto the quality of public policy development and implementation become
even more exacerbated in the context of preparation of the EU —Ukraine Association
Agreement. Success of the relevant negotiation process|argely depends on the capacity
of the Ukrainian officials to formulate a coherent, effective and far-sighted strategy
of mutual relationships.

Given the magnitude of the obligations of Ukraine in the framework of the future
Association Agreement with the European Union, in 2008 the Main Department of
Civil Service of Ukraine put forward an initiative, which was supported by the
Government, to expand the network of policy analysis groups and to focus their
work on the issues of implementation of Ukraine’s commitments under the future
Free Trade Agreement with the EU.
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In December 2008 the initiative on “Development of a Network of Policy Analysis
Groups in the Central Executive Bodiesin Ukraine” was launched by the Center for
Adaptation of the Civil Service to the Standards of the European Union. It was
implemented by the Center of Social Expertise of the Institute of Sociology of the
National Academy of Sciences of Ukraine. 10 cross-sectoral groups were created to
deal with the sectoral issue of the EU-Ukraine Free Trade Agreement and 3 policy
analysis groups-to deal with issues of the civil service reform. Each of the groups
consisted of 7-10 top-level civil servants (11-1V categories).

Policy analysisgroupsdealing with priority issuesof the EU-Ukraine Free Trade
Agreement:

e Development of a strategy to overcome technical barriers to trade:
standardization and compliance assessment.

e Development of astrategy in the field of financial services.

e Development of astrategy in thefield of trade in services: the movement of
capital.

e Development of astrategy in the field of public procurement.

e Development of a strategy in the field of sanitary and phytosanitary
regulations.

* Development of astrategy in the field of protection of intellectual property.
e Development of astrategy in the transport sector.
e Development of astrategy in the environment sector.
e Development of astrategy in the energy sector.
e Development of astrategy in the field of taxation.
Policy analysis groups dealing with priority issues of the civil service reform:

* Reform of the classification system in connection with the civil service com-
pensation system.

e Introduction of new approaches for the annual performance evaluation of
civil servants’ activities.

e Reform of the system of professional development for civil servants.

In 2008—2009 the main task of policy analysis groups was the development of the
sectoral strategiesto meet the obligationsimpaosed by the future Associ ation Agreement
with the EU. These strategies defined objectives and steps of implementation of the
Agreement, as well as resources needed to implement a strategy (financial, human,
and institutional). The draft strategies, discussed with all stakeholders, will enableto
prepare for implementation of future Agreement and strengthen the position of the
Ukrainian party at the currently running negotiations with the EU.

Harmonization of Legislation on the Application of Excise Duty on Alcohol and Tobacco Products 5



Public discussions of policy optionsfor solving sectoral problemswill promote better
understanding and support by the stakehol ders of the government policy and provide
afeedback for the government.

Thisyear, the policy analysis groups have had anumber of innovations. First of al, it
is their inter-ministerial structure: representatives of the Ministry of Justice, the
Ministry of Economy and the Secretariat of the Cabinet of Ministers participated in
amost al policy analysis groups. Secondly, the number of involved public officials
and authoritiessignificantly increased comparing to previousyears-130 civil servants
from 20 central executive bodies as well as from the Secretariat of the Cabinet of
Ministers and the National Bank of Ukraine took part in policy analysis groups. In
addition, analytical support to members of policy analysis groups was provided by
both international and local sectoral experts from the International Center for Policy
Studies (ICPS) and the Ukrainian-European Policy and Legal Advice Centre
(UEPLAC).

During the year members of policy analysis groups participated in trainings and
seminars guided by the EU and Ukrainian experts. They mastered the methodology
of development of policy documents and decision-making procedures according to
the European standards. The groups organized public consultations aimed at discussion
of proposed drafts strategic documents with representatives of NGOs, business
community and experts. Considerable number of received comments and suggestions
greatly improved the quality of the policy documents.

The key to successful implementation of this initiative was a permanent monitoring
and evaluation of theresults of policy analysisgroup’swork. According to the survey,
most participants consider such trainingsin policy analysisasvery useful and effective
because they provided opportunity to get equipped with skills in policy analysis,
cost-benefit analysis and effective communication in the context of the requirements
posed by the process of adaptation of the Ukrainian legislation and norms to the EU
norms and standards, taking into account national interests of Ukraine.

Moreover, activities of policy analysis groups generate a multiplication effect; they
become a basis for the new quality civil service and new administrative capacity of
the central executive bodies. Despite the fact that only about ten civil servants are
official participants of the policy analysis group, the practice shows that the number
of public officials involved into the process of development of strategic policy
documentsis actually bigger.

In 2008, the School of Senior Civil Service was established, the task of which isto
createinstitutional conditionsfor developing leadershipinthecivil serviceand public
administration reform. Given the fact that policy analysis groups have proved their
effectivenessasaprogressive form of thecivil servants’ on-the-job training, thefollow-
up initiatives relating to policy analysis groups are planned to be carried out on the
basi s of the School of Senior Civil Service. Thiswill contribute to further development
of both policy analysis groups’ network and strengthening of the in-service training
system of the civil servants.
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| ntroduction

The purpose of devel opment of thisdocument isan analysis of possible consequences
of the harmonization of the Ukrainian legislation on application of the excise duty
on alcohol and tobacco goods in the context of a future EU — Ukraine Association
Agreement. Also, planning of the process of compliance with the commitmentswhich
Ukraine takes under the framework of negotiations on an Agreement on Association
with the EU isin the focus of this document.

In order to develop this document, an inter-departmental group of policy analysis
headed by the Vice-Chairman of the State Tax Administration of Ukrainewasformed
in accordance with the Order of the Cabinet of Ministers of Ukraine dated 30.12.2008
1 43542/99/1-08.

The group included representatives of the Secretariat of the Cabinet of Ministers of
Ukraine, Ministry of Finance, State Tax Administration (STA) and Ministry of
Economy of Ukraine.

In May — June, 2009 public consultations with stakeholders were carried out to get
feedback on this document. The document was posted at the web-site of the State
Tax Administration of Ukraine. The document was also discussed at the meeting of
the Public Board under the STA of Ukraine.

30 comments and suggestionswere received during public consultations, 10 of which,
as the most useful, were taken into account. The most relevant recommendations
camefrom representatives of the Ukrainian Industrial and Trade Confederation (UITK)
and CEC—Ukraine.

1. Description of the
Situation

Excise duties, applied as a revenue tax, are a kind of tax imposed on consumption
with their main purpose consisting in influencing the behavior of people, business
entities, and, at the same time, accumulating funds for the State Budget.

1.1. Information about excisetax revenuesto the budget.

During 2006—2008, excise tax revenues inflow showed a tendency of growth of the
budget revenues. The revenues from excise duty on tobacco products in 20062007
increased by 21%, in 2008 — by another 41%; revenues from excise duty on alcohol—
increased by 16 % and 21%, respectively.
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Dynamics of excisetax revenuein the budget of Ukraine (in million UAH)

Including, million ( UAH)

Years| & _ :
5; o From Including Excise Including
5 E prod- | Duties | Duties | Duties | taxeson | Duties | Duties | Duties
) % ucts on |onliquor|onwine| products on onliquor | on
= > made_ in| tobacco| and prod- | imported | tobacco and wine
E Ukraine products| @ cohol ucts into prod- | acohol | prod-
beverages Ukraine ucts |beverages| ucts

2006|8544 | 7493 | 1936 | 2504 250 1051 85 38 12

2007|10568| 9072 | 2350 | 2915| 307 1496 91 57 21

2008| 12 783| 10230 3358 | 3532| 347 2553 221 90 29

Increment as compared to the previous year, %

2007/| 124 121 121 116 123 142 107 150 173
2006

2008/| 124 113 143 121 113 171 242 157 136
2007

Sharein total revenuein-flow , %

2006( 100,0 | 87,7 | 22,7 29,3 2,9 12,3 1,0 04 01

2007/ 100,0 | 858 | 22,2 27,6 2,9 14,2 0,9 0,5 0,2

2008( 100,0 | 80,0 | 26,3 216 | 27 20,0 17 0,7 0,2

Structure of inflow to Consolidated budget of revenues generated by excise tax
charges on domestic products, in January - April, 2009
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1.2. Bodiesin charge of the problem solution.

The central executive body responsible for adaptation of the Ukrainian legislation to
the EU legidlation is the Ministry of Justice of Ukraine.

Organization responsible for implementing measures to adapt the Ukrainian tax
legislation to the EU legidlation is the Ministry of Finance of Ukraine together with
the other interested authorities, and, in particular, the State Tax Administration of
Ukraine.

Ministry of Finance of Ukraine, in accordance with the Decree of the President of
Ukraine “On the Charter of the Ministry of Finance of Ukraine” dated August 26,
1999, * 1081 should secure implementation of the unified state tax policy, in
particular, a policy in respect of excise duty. It is aso in charge of coordination of
activitiesin this area carried out by other central executive authorities.

State Tax Administration (STA) of Ukraine in accordance with the provisions of
“Regulation on the State Tax Administration of Ukraine”, which was approved by
the Cabinet of Ministers of Ukraine on May 26, 2007, 1 778, is a central executive
body, which activities are directed and coordinated by the Cabinet of Ministers of
Ukraine through the Minister of Finance. STA ensuresimplementation of the unified
national taxation policy, in particular, on the issues of administration of excise duty,
and public policy in the field of control of production and turnover of the ethyl
acohol and spirit drinks and tobacco products.

The main tasks of the STA of Ukraine are:

e control over compliance with the legislation on excise duties, correct
calculation of the size of excise duties, their full and timely payment;

» provision to taxpayers needed clarification concerning excise dutiestaxation;

» running the Unified State Registry of ethyl alcohol, spirit drinks and tobacco
products storage sites;

e securing proper operation of excise warehouses storing ethyl alcohol;

e carrying out activities aimed at prevention and control of illicit production
and turn-over of ethyl alcohol, spirit drinks and tobacco products, and
maintaining theregistry of importers, exporters, wholesalers and retailers of
such goods.

Ministry of Economy of UKraine, in accordance with the provisions of the Charter
of Ministry of Economy of Ukraine, approved by the Cabinet of Ministers of Ukraine
on 26.05.2007, t 777, examines the use of tools of tax policy in the real sector of
economy, in particular in respect to excise duty issues, devel ops proposals on how to
improve the efficiency of their use for economic growth.

1.3. Theexisting legislation regulating payment of excise duty:

e Decree of the Cabinet of Ministers of Ukraine “On excise duty” dated
26.12.1992, * 18-92 defines definitions and basic elements of excise duty
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collection: excise duty payers, types of excise duty rates (ad valorem, specific,
mixed), the date of occurrence of tax liabilities, etc.

e ThelLaw of Ukraine “On excise duty on spirit beverages and tobacco”
dated 15.09.1995, t 329 which determines specifics of calculation and
payment of excise duty, which is imposed upon the Ukrainian producers of
spirit beverages and tobacco products and, as well, those spirit beverages
and tobacco products which are imported into the territory of Ukraine,
including, in particular, procedure and terms of payment, submission of
calculations, responsibility and control over the in-flow of this excise tax;

e The Law of Ukraine “On the State Regulation of Production and
Circulation of Ethyl Alcohol, Cognac and Fruit Alcohols, Alcoholic
Beverages and Tobacco Products’, dated 19.12.1995, ! 481 regulates
production, export, import, wholesale and retail trade in ethyl , brandy and
fruit acohol , spirit beverages and tobacco products, including: labeling,
organization of production, procedure for issuance, suspension, revocation
of licenses for production, import, export, wholesale and retail trade in the
above mentioned excisable goods.

e The Law of Ukraine “On Rates of Excise Duty on Tobacco Products’
dated 06.02.1996, * 30, which regulates the issue of defining excise duty
rates,

e TheLaw of Ukraine “On the rates of excise duty on ethyl alcohol and
alcoholic beverages’ dated 07.05.1996, 1 178 also deals with regulation
of the issues of defining excise duty rates.

1.4. Information on importersand producer sof alcohol and tobacco products.

From beginning of 2009, the import of tobacco products to Ukraine was conducted
by 13 economic entities and the largest tobacco products importers are domestic
producers of tobacco products.

Production of tobacco products in Ukraine is carried out by 9 factories, of which 5
enterprises are with foreign investments, producing 99.7% of tobacco products and
paying 99.9% of total excise tax revenues generated by all producers of tobacco
products in Ukraine (For further reference: starting from the second half of the year
2009, production of tobacco goods by CJSC “Gallagher —Ukraine” will be suspended
in connectionwith transfer of itstobacco productionfacilities to JSC (JT International
Ukraine). Expertsestimate that the size of the current market in counterfeit (smuggled)
tobacco productsisabout 1%, of thetotal, which issignificantly lower than the share
of shadow tobacco market in the EU countries and does not significantly affect the
situation in the tobacco industry.

Imports of alcoholic beverages are carried out by 53 business entities, and their
production is carried out by over 200 companies of the liqueur & spirits production
industry.
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Size of shadow sector of the liqueur & spirits production industry (according to
different estimates by experts) rangesfrom 20 to 30% of thetotal circulation volume.

1.5. Status of negotiations between Ukraine and the EU on the Association
Agreement.

Currently, Ukraineisinvolved into negotiation process regarding the Draft Agreement
on Association between Ukraine and the EU, which will be signed to replace the
currently existing Agreement on Partnership and Cooperation.

In order to sign the EU — Ukraine Association Agreement, among other imposed
regquirements, Ukraine faces some new requirements in respect to approximation of
the Ukrainian taxation law in the field of excise taxation to principles of the EU
legislation.

In particular, it means the need for:

e gradua approximation of the Ukrainian legislation in the field of excise
taxation to the excise taxation legislation of the EU, including the excise tax
rates on tobacco products;

» development of cooperation of the Parties and harmonization of the policies
in respect to combat and control of fraud and smuggling of excisable goods—
according to provisions of the WHO Framework Convention on Tobacco
Controal, in particular itsArticles 5 and 6;

e implementation of measures that include use of taxation policy and price
regulation in respect to tobacco products in such a way as to facilitate
achievement of the human health protection objectives which meansreduction
in use of tobacco.

1.6. Ukraine's stepsin thefield of adaptation of the tax laws.

The laws of Ukraine introduced a number of provisions to ensure gradual
approximation of the Ukrainian tax law to the EU legislation. These provisionsinclude:

* introduction of a mixed system of taxation of tobacco products (For further
reference: Mixed taxation system—a system of taxation, which simultaneously
applies excise duty rates of the fixed size per unit of a excisable product and
also imposes additional tax, the size of which isequal to a certain percentage
of the revenue received from the sale of such excisable goods (products);

e establishment of excisable goods warehouses in order to improve the
mechanism for administration of collection of the excise duty, control of
production, circulation and targeted use of ethyl alcohol.
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The main stages.
Theyear 2004.

A National Program of Adaptation of Ukrainian Legislation to the EU Legislation
was approved by the Law of Ukraine “On the National Program of Adaptation of
Ukrainian Legislation to L egislation of the European Union”, dated 24.03.2004,
11629 (together with the additional List of the EU Directives, to which should the
Ukrainian legislation be adapted, including taxation legislation). This Law defines
the purpose, stages and mechanism of implementation of the Program.

Improved was aso a mechanism for control of the timeliness and completeness of
inflow to the public budget of the revenue generated as a result of collection of
excise duty on ethyl alcohol used for production of excisable products. This was
achieved through issue to relevant businesses of the alcohol tax bills (tax receipts),
the size of which is proportional to the quantity of ethyl alcohol received. Such tax
bill has to be endorsed by a bank guarantee.

It is envisaged, in particular, that in case when a producer obtains ethyl alcohol for
production of liquor and alcohol beverages he must present to a body of the STA of
Ukraine, located at the place of hisresidence, atax bill endorsed by the bank for the
amount of the excise duty dueto be paid, The size of such bill iscal culated according
to the tax rates charged for such a product and producer is granted a delay of 90
calendar days on payment of thistax bill. Inother cases, exciseduty ispaid depending
on the type of alcoholic beverages at the time of buying excise duty stamps.

In the case of production of grape, fruit and other raw wine materials and wort, itis
envisaged to apply a similar norm, but the time period for which atax bill isissued
makes up 180 daysand isconsidered to berepaid in case of documentary confirmation
of the fact that obtained ethyl alcohol was used specifically for production of such
acohol beverages.

Use of preferential rates has been cancelled and introduced was a single excise duty
rate for ethyl alcohol in the amount of 16 UAH /1 liter for production of vinegar,
medicines, perfumes, etc.

Concerning medicinal drugs production, it is envisaged by the Law “On the State
Budget” that acompensation should be paid on annual basisin order to cover additional
costs of drugs production due to introduction of the increased rates of excise duties.
The relevant compensation procedure is established by the Cabinet of Ministers of
Ukraine.

In late 2004, the development of the system of excise warehouses attached to ethyl
acohol distillerieswasinitiated, where there are always some representatives of the
State Tax Service whose task is to exercise control over production and release of
ethyl alcohol. It is planned that |ater on similar excise warehouseswill be arranged at
other enterprises producing liquor and alcoholic beverages.

Theyear 2005.

The Law of Ukraine “On amendments to the Law of Ukraine “On the State
Budget of Ukrainefor 2005” dated 25.03.2005, 1 2505 and some other legislative
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acts” increased ad valorem rate of excise duty from 5 to 7%. The minimum limit on
the size of excise duty was also established that is calculated using such rate (7%),
which should not be less than 40 % the amount of excise tax that is estimated on the
basis of the fixed excise tax rate.

During the period starting from May 1, 2005 till the year 2006 , ad valorem rates
were increased up to 8% that isto the samerate asis applied in the EU countries. At
the sametime, introduced, instead of fixed minimum threshold value of the ad valorem
component of the excise tax rate, was minimum share of the maximum sum of excise
tax of the tax obligation (consisting of fixed and ad valorem rates) equal to 22% of
the maximum retail price, excluding excise tax and VAT.

Increasein therates of excise duty on ethyl alcohol (from 16 to 17 UAH per 1 liter of
100% alcohal), alcohol beverages (from 16 to 17 UAH per 1 liter of 100% alcohol),
vermouth-type drinks (from 1.2 to 2.6 UAH per 1 1) and cognac (brandy) (from 3 to
6 UAH per 1 liter of 100% alcohol) was also made.

This law also made changes to licensing of production and circulation of acoholic
beverages and tobacco products.

TheLaw of Ukraine“On measuresto prevent and reduce tobacco use and their
harmful impact on public health” on September 22, 2005, t 2899-1V defines
basi ¢ principlesand directions of the state policy aimed to prevent smoking of tobacco
products, to reduce their consumption by the population, to restrict accessto tobacco
products by children, to protect public health from damage inflicted to their health
due to progressing of their illnesses, disability and mortality caused by tobacco
smoking or by other uses of tobacco. In addition, introduced was a restriction on
consumption of alcoholic beverages and tobacco in certain public places (health
facilities, public transportation, children playgrounds, etc.) and restriction on sale of
these goods (to those persons whose age is below 18, as well as at premises and
territories of educational institutions and at the sites of sport events, etc.).

The years 2006—2007.

TheLaw of Ukraine, dated 15.03.2006, 1 3534 hasr atified the WHO Framewor k
Convention on Tobacco Control. The main objective of this Convention and its
protocols is to protect present and future generations from the devastating
conseguences for human health as well as social, environmental and economic
consequences of tobacco consumption and the impact on human exposure to tobacco
smoke.

The Law of Ukraine “On amendments to some laws of Ukraine (regarding the
license fees and excise tax on production of alcohols, alcoholic beverages and
tobacco products)” dated 17.11.2006, 374 envisages, with the aim of ensuring
compliance of the national law norms with the provisions of WTO agreements and
for further approximation to EU legislation, introduction of fees for licenses
authorizing production, exports and imports of ethyl alcohol, alcoholic beverages
and tobacco products. Size of such license feeis equal to UAH 780 ayear. The law
alsoincreased rates of excise duty on ethyl acohol, cognac and tobacco products and
abolished discriminatory rates of excise duty on imported wine products.

In the year 2007, increase in excise duty rates was implemented in two stages:
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e From the beginning of the year — increase in the rates of excise duty on
cigarettes with filter from 11.5 to 12 UAH for 1,000 cigarettes, ad valorem
excise duty rates grew up to 9% and the minimum size of the total sum of the
excise duty (calculated on the basis of specific and ad valorem excise rates)
should not be less than 23 % of the maximum retail price of atobacco product
(excluding VAT and excise duty).

e During the second half of thisyear —specific rates of exciseduty for cigarettes
with filter were increased up to  UAH 13 for 1,000 cigarettes, ad valorem
rates were increased up to 10% and the minimum size of the total sum of the
excise duty (calculated on the basis of specific and ad valorem excise rates)
should not be less than 24 % of the maximum retail price of atobacco product
(excluding VAT and excise duty).

Also, in 2007 there was an increase of the rates of excise duty on ethyl alcohol and
alcohol beverages (in the first half of 2007 from 17 to 18 UAH, and at the second
half of 2007 — up to 19 UAH for 1 liter of 100% alcohol). For cognac (brandy)
increase was from 6 to 6,5 UAH per 1 liter of 100% alcohol in the first half of 2007
but it again increased up to 7 UAH per 1 liter of 100% alcohol in the second half of
2007.

Theyear 2008.

Since January 1, 2008 in accordancetotheL aw of Ukraine* On State Budget of
Ukraine for 2008 and amendments to some legislative acts of Ukraine”, dated
28.12.2007, * 107-VI and the Law of Ukraine “On amendments to some
legislative acts of Ukraine” dated 03.06.2008, * 309-VI new rates of excise duty
on cigaretteswith thefilter wereintroduced —14 UAH per 1,000 cigarettesand 12.5%
of the revenue from the sales. For cigarettes without filter excise duty was increased
to 5 UAH for 1,000 cigarettes and 12.5% of the revenue from the sales (before
01.01.2008 these excise duty rates were, respectively, 13 UAH and 5 UAH for 1,000
cigarettes and 10% of the revenue from the sales). This law also replaced the
minimum tax liability for 1,000 of cigarettes equal to 24% of the maximum retall
price (without VAT and excise duty) by afixed rate of 8 UAH for cigarettes without
filter and 18 UAH for cigarettes with filter. The rates of excise duty on ethyl alcohol,
a cohol beverages (from 19to 21.5 UAH per 1liter of 100% &l cohol), cognac (brandy)
(from 7 to 10 UAH per 1 liter of 100% alcohol) were also increased.

The Law of Ukraine “On amendments to some legislative acts of Ukraine
concerning advertising” dated 18.03.2008, * 145 stipulates that from 01.01.2009
prohibited should be advertising of alcoholic beverages and tobacco products by
means of the outdoor advertising, and from January 1, 2010 it will not be allowed to
advertise alcoholic beverages and tobacco products in all print media (except of
specialized publications).

Cabinet of Ministersof Ukraine by itsdecision of June4, 2008, 1 797-p endor sed
the Concept of atarget-oriented, social program for reduction of the harmful
effects of tobacco on health of the population for the period of 2008-2012,
according to which one option for effective solution of this problemisimplementation
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of the set of measures, including annual increase of the rates of excise duty on tobacco
productsin order to ensure real growth in pricesfor such products with simultaneous
implementation of measuresto eliminateall formsof illicit tradein tobacco products.

The Law of Ukraine “On amendmentsto Article 1 of Law of Ukraine “On the
ratesof excise duty on tobacco products’ dated 31.07.2008, * 340 again increased
rates of excise duty on tobacco, which brought these excise dutiesto thelevel stipulated
in the EU Directives.

Theyear 2009.

The Law of Ukraine “On amendments to some laws on taxation”, dated
25.12.2008, t 797-V | envisages step-by-step changes of the rates of excise duty on
ethyl alcohol, acoholic beverages and tobacco products in the direction of their
approximation to the rates stipulated by the EU legislation.

In particular, cigars and cigarettes were subject to combined rate of the excise duty
equal to 100 UAH for 1 kg, but not less than 47 UAH for 1,000 cigarettes. Such rate
is temporary and will be valid until February 1, 2009 but will become permanent
after January 1, 2011. Starting from February 1, 2009 these products will be taxed at
the rate of 50 UAH and from 1% of July — 75 UAH for 1 kg of the product.

During specified periods of 2009, cigarettes without filter were subject to excise
duty of 35 UAH, 15.6 UAH and 19.5 UAH and the minimum tax liability was fixed
at 18 UAH, 25 UAH and 32 UAH, respectively.

For cigarettes with filter, fixed during the specified period, were excise tax rates
equal to 60 UAH, 37.5 UAH and 45 UAH per 1 kg with minimum tax limitation of
40 UAH, 47 UAH and 60 UAH, respectively.

Also temporary rates of excise duty on tobacco for smoking were established, which
in the specified period were fixed at 35 UAH, 15.6 UAH and 19.5 UAH for 1 kg. As
for excise rates for chewing and sniffing tobacco, they were fixed at 10 UAH, 6.25
UAH and 7.8 UAH per 1 kg, respectively.

The excise duty rate on ethyl alcohol for anumber of medical preparations was fixed
at 0% rate but within the fixed quotas. A procedure for alocating such quotas to
medical preparations producers prior to obtainment of the alcohol taxation bill,
endorsed by a bank and establishment of taxation posts at medical stuff producing
enterprises were initiated.

From the first half of the year, excise duty rates on ethyl alcohol, alcohol beverages,
acohol distillates and a cohol-containing drinks (codes 2207, 2208 of the Ukrainian
Classification of Goods in Foreign Economic Activities (UCG FEA) was set at the
last year level of 21.5 UAH and from July 1 and till the end of the year these rates
were increased up to 23 UAH for 1 liter of 100 percent alcohol.

Temporary rates of excise duty were established for alcohol distillates and alcohol
beverages obtained by distillation of wine or grape marc (only cognac with codes
208 20 12 00 and 2208 20 62 00 of the UCG FEA system). These rates were equal to:
from January 1till July 1, 2009 — 10 UAH, and for the second half of the year and
to the end of the year — 14 UAH for 1 liter of 100 % alcohoal.
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From January 1, 2009 excise duty rates fixed for fruit and berry drinks (code 2206
UCG FEA) with addition of alcohol were at the level of the last year —0.10 UAH for
1 volumetric percentage of alcohol in 1 liter. For the second half of thisyear slightly
different rate was fixed — 12 UAH for 1 liter of 100 % alcohol.

From January 1, 2009 reduced rate of excise duty wasfixed for fruit and berry drinks
(cider, perry and others) without addition of alcohol equal to 0.31 UAH per 1 liter of
product, but from July 1, 2009 this rate has been increased to 0.34 UAH per 1 liter
but only for cider and perry drinks.

Starting from July 1, 2009, the rate of excise duty on natural grape wineswas reduced
from 0.25 down to 0.01 UAH per 1 liter of product. The rate of excise duty on malt
beer (the UCG FEA code — 2203 00) was increased from 0.31 to 0.34 UAH per
1 liter, which takes effect from 1 July 20009.

TheLaw of Ukraine“ On amendmentsto somelegislative acts of Ukraineon the
exciseduty” dated 31.03.2009, * 1201 and thelaw “On amendmentsto some laws
regarding excise duty”, * 1202 stipulate that starting from May 1, 2009 , that is
earlier than was provided for in the current law, namely from January 1, 2011, rates
of excise duty fees in fixed amounts per unit of sold goods, e.g. cigarettes without
filter, should be equal to 35 UAH for 1,000 cigarettes; for cigarettes with filter — 60
UAH for 1, 000 pieces; the size of the minimum tax liability in respect to payment of
excisetax for each brand of cigarettes should befixed at 50 UAH per 1,000 cigarettes
without filter and 100 UAH per 1,000 cigarettes with filter. For smoking tobacco this
rateis 35 UAH per 1 kg of tobacco and for chewing and sniffing tobacco thisrateis
fixed at 10 UAH for 1 kg.

In addition, also increased from 16 to 20 % was the rate of excise duty expressed as
a percentage of the sale turnover volume.

Calculation of excise tax rates as a percentage of the turnover of sales of goods will
be based upon their value calculated by using data on their maximum retail prices,
without VAT, but including excise duty. These excise tax rates are as shown below:

e sparkling wines and carbonated wines —from 1.6 to 2.5 UAH per 1liter or in
1.5 times;

e ethyl alcohol and liquor-alcohol beverages—from 21.5 UAH to 34 UAH per
1 liter of 100% alcohol, or increase of 26%;

e fruit and berry drinks having UCG FEA 2206 code (with addition of a cohol)—
increase up to 34 UAH per 1 liter of 100% alcohal.

Also, indexation of specific rates of the excise duty and the minimum tax obligations
for taxation of tobacco products are introduced on annual basis. Excise duty ratesfor
ethyl alcohol and alcohol beverages are also subject to indexation in accordance to
changes in the size of the consumer prices index.

1.7. Impact of the level of excise tax on level of consumption of excisable
productsand, in particular, alcoholic bever ages and tobacco smoking.
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Tobacco smoking is one of the most negative factors affecting human health, leading,
inparticular, to occurrence of cardiovascular and chronic lung diseases, various cancer
pathologies. According to the WHO, in Ukraine, due to diseases related to smoking,
annual mortality rate makes up about 100 thousand people, representing 13% of
overall mortality.

According to the polls carried out by the State Committee on Statistics, the level of
tobacco smoking among persons aged 12 years and more rose from 22.9% in 2002 to
25.4% in 2006. The total number of smokersis almost 10 million people.

Among causes of death of the Ukrainian population in 2009, aswell asin 2008, third
place —dueto external causes of death, including accidental poisoning and impacts
of alcohol (in January—February, 2009 there were 1, 415 of such cases; in January—
February, 2008 — 2,057 casesor , respectively, 1.1% and 1.4% of the total number of
deaths).

Authorities of the Ministry of Internal Affairs conduct prevention measuresin respect
to 238.5 thousand chronic acoholics and those who abuse acohol. During 2009
further identified and included into the list of persons subject to preventive a cohol
abuse treatment were 8.9 thousand of such people. In January—March, 2009, the total
number of persons involved into crimes (52.8 thousand), discovered by police
authorities, 14.7% were in a state of alcoholic intoxication.

Information on expenses for alcoholic drinks and tobacco as a share of the
total expenditures

1999 2000 2001 2002 2003 2004 2005 2006 2007

2,9 3.0 2,8 2,6 2,8 2,8 2,9 2,6 2,6

In the structure of total expenditures per month and per household share of
expenditures for alcohol and tobacco reaches 3%. These data are presented by the
State Statistics Committee of Ukraine “On the social and economic situation of
Ukrainein January-March 2009”, and by the Ministry of Internal Affairs of Ukraine.

2. Main Problems

Taking into account the need for preparation of the Draft Agreement on EU —Ukraine
Association, the level of responsibility for ensuring compliance with requirements
imposed by the need to adapt national legislation to specified list of the EU Directives
isincreasing. In particular, thereisaneed to adapt the Ukrainian legislation regulating
excise duty on tobacco products and alcoholic beverages. At the same time, Ukraine
faces certain risks arising from introduction of such adaptation measures.
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2.1. Incompatibility of the taxation norms of the Ukrainian legislation to
requirements of the relevant EU Directives.

Currently, the national legislation regulating excise duties collection contains some
provisions that do not comply with the EU legislation. Use of some of its norms
indicates that there is a need to improve these legal norms with due account for
positive international experience and current economic realities.

The most important aspect of the national laws, which does not comply with the EU
legislation, is much lower level of rates of excise duty on tobacco products.

Background: According to the European legislation, each state - the EU member
has to introduce general minimum rate of excise tax (specific rate plus ad valorem
rate, without VAT), the level of which shall be not less than 57% of the retail price
(inclusive of all taxes), or 70% (with VAT) for the most popular price category. Total
minimum rate of the excise tax shall be not less than 64 Euros per 1,000 cigarettes.

At the present time, the rate of excise duty including VAT for cigarettes with filter in
Ukraineis almost close to the relative measure (50— 67%) of the retail price, but in
money termsit islower than in the EU and makes up 10 euros.

In Ukraine, calculation of the minimum tax liability is carried out individually for
each brand of cigarettes (having its own brand name), whilein the EU, the minimum
rate of tax obligation is determined on the basis of the most popular price category.

In various EU countries, there is different correlation between levels of fixed rate of
the excise duty and its ad valorem component, namely: in the poorer countries (in
the Southern Europe) the greater share of revenue is provided through a fixed rate,
but in the richer countries - through ad valorem rate).

No less important aspect is the lack of adapted to the EU legislation provisions
concerning the rules of transportation of alcohol and tobacco products, requirements
for their storage at the territory of Ukraine only at tax warehouses, for opening of
which it is necessary to have permission of the State Tax Service.

2.2. Low human and technical capacity to effectively administer the excise
tax issues.

Tax and customs services of Ukraine do not have advanced technol ogy and experience
necessary to adequately administer tax regime adopted by the EU.

Imperfection of the national system of administration of the excise duty issues (e.g.
lack of sufficient information on circulation the excisable goods) is felt quite well.

2.3. Impact of economic policiesin the neighboring countries.

Foreign trade relations of Ukraine with the neighboring countries, existence of open
borderswith several countries, threat of smuggling, etc arethefactorswhich facilitate
the need to harmonize domestic tax policy of Ukraine with those measures which
are taken in this area by the neighboring states (e.g., when determining the rates of
excise duties).
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The share of smuggled cigarettesin the general tobacco market of the Czech
Republic—18%, , Estonia—25%, Lithuania—35%, Slovakia —30%, Germany
— 23%, UK —18%, whilein Ukraine, according to expertsopinion , the share of
smuggled cigarettesisonly about 1%.

Source: International Tax and Investment Center and Oxford Economics.

Rates of the excise duty on tobacco products in Ukraine are aready higher than the
corresponding rates in Russia and Moldova, which increases the risk of cigarettes
smuggling to Ukraine because thereis no well engineered state border between these

countries and Ukraine.
Rates of tobacco excise dutiesin Ukraine, Russia and Moldova

Rate of excise duty Russia Moldova Ukraine
February, 2009 | February, 2009 May, 2009
Specific component, 33,16 471 60
in UAH for 1,000 cigarettes
ad valorem ,% 6 3 20
Minimum excise tax 39,13 - 100
obligation , in UAH
for 1,000 cigarettes

Minimum pricesfor cigaretteswith filter in Ukraine, Russia and M oldova

Ukraine Russia Moldova

Minimum price, in UAH 4,30 1,44 1,76

2.4. Not reliable enough prospects for economic growth, low level of income of
the population in Ukraine, compared with the European one, does not allow to
increase the minimum rate of excise duty on tobacco to the size set by the EU

Directives.
Basic macro indices forecast of economic and social development of
Ukrainetill theyear 2013
Indices of the 2010 2011 2012 2013
year ago

Scenario | Scenario| Scenario| Scenario| Scenario| Scenario | Scenario| Scenario
1 2 1 2 1 2 1 2

GDP, real growth | 103,0 |100,8 | 105,4 |103,5 | 107,2 | 104,6 [106,5 |105,0
rates, in %
Real increment of | 2,7 02 | 54 | 36 | 83 5,0 8,0 5,0
the size of average

monthly wages
of employees
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According to reportsin the media, in Poland the average wage in February 2009 was
3,033 PLN (Poalish Zlotych) (689.3 Euro), the price of apack of cigarettes—0.2%. In
February 2009 in Ukraine the nominal average monthly wage of one worker was
UAH 1,692 (172.1 Euro), the price of one pack of the Bond brand of cigarettes was
also—0.2%. It impliesthat an increase in the size of the excise tax (in money terms)
per apack of cigaretteis possible only under conditions of increase of the income of
the population.

3. Strategy Objectives

The main objectives of the strategy is to define the obligations of Ukraine in the
respect of future EU — Ukraine Association Agreement and creation of conditionsfor
their implementation, taking into account the level of economic development of
Ukraine and protection of the domestic market using mechanismsthat are consi stent
with WTO rules.

3.1. General objectives:

e adaptation of the Ukrainian legislation on excise duties to the EU legislation,
taking into the account economic feasibility;

e acquiring membership of Ukraine in the EU (in-depth integration);
e limitation of the harmful effects of tobacco smoking.
3.2. Specific goals:

e improvement of the management of excise duty related activities (incl. tax
collection and control);

e ensuring stability and systematic basis of therelevant legislation (codification
of the law);

e increase of tax revenues in-flow to the public budget.
3.3. Operational objectives:
e introduction of a system of excise goods warehouses of the European type;

e training of the personnel and creation of an information system in regard to
excisable goods.
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4. Main Activitiesto Achieve
Defined Goals

4.1.Tasks related to implementation of the Agreement on Association with
the EU.

4.1.1. Increase of therates of excise duty on tobacco productsin accordance with the
obligationsto the EU (with due account for the level of excisetax on tobacco products
in the neighboring countries — Russia, Moldova, Belarus).

4.1.2. Implementation of asystem of excise goods warehouses of the European type.

4.1.3. Codification of the legislative norms concerning excise dutiesin the form of a
singlelegislative act, which would also secure harmonization of the existing national
legislation with the EU legislation:

in thefield of circulation of tobacco products:

e harmonization with the EU legislation of the legal terminology used in the
legislation dealing with issues of tobacco products taxation;

e gradual achievement of the samelevel of rates of the proportional excise duty
and the size of the fixed amount of excise duty for al cigarettes;

e introduction of legal normsimposing tax exemption in respect to:

denatured tobacco products, used for industrial purposes or for the
horticulture;

tobacco products that are destroyed under administrative supervision;

tobacco intended purely for scientific testing or testing associated with
assessment of tobacco product quality;

tobacco products that are processed by the producer;
in respect to turn-over of alcohol and alcoholic bever ages:

» definition of the term “beer” and introduction of this term into the relevant
legislation;

 definition of theterm “intermediate goods” and introduction of thisterm into
the relevant legislation.

e Introduction of tax exemption for ethyl alcohol in the following cases:
if it isused for the production of vinegar (Code KH 2209);

if itisused for the production of flavors for production of foods and non-
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alcohalic drinks, strength of which does not exceed 1.2% of volume;

if it is used directly or as part of the semi-ready raw materials used for
preparation foods with filling or for other similar purposes, provided that
in any case, alcohol content does not exceed 8.5 liters of pure alcohol per
100 kg of products — for chocolate, and 5 liters of pure acohol per 100
kilograms of products — other products;

if it is used as samples taken for further analysis, carrying out required
production tests or for scientific purposes;

if it isused for scientific research;
if it isused for medical purposes in hospitals and pharmacies.

4.1.4. Purchase of technical equipment, development of software and training of the
personnel of control authorities, taking into account the existing norms.

4.2. ldentification of alternative solutionsto be applied at different levels.
4.2.1. At the political level.

Evaluation, on the basis of economic feasibility, the issues related to acceptation of
certain commitments concerning approximation of the provisions of the national
legislation on excise duties to the relevant EU legislation in the framework of the
EU-Ukraine Association Agreement.

4.2.2. At thelegidative level.

Approximation of the current Ukrainian legislation to relevant EU Directives by
introducing relevant amendments into the laws which govern the issues of excise
duties and taxes and state regulation in the field of production and circulation of
alcohol, alcoholic beverages and tobacco products but with due account for the need
to protect interests of domestic producers.

Protection of domestic producersiscarried out, on oneside, under conditions of
deepening processesof globalization of marketsand liber alization of inter national
trade rules (WTO), on the other side, under the need to overcome the global
financial crisis. These factors necessitates use of specialized toolsfor protection
of the domestic market, and that need must be acknowledged by the relevant
legislation consistent with requirements of the WTO and the norms of the
European Union.

Alternative 1.

The adoption of a legislative act, which would envisage gradual approximation of
the national legislation, concerning use of excise taxes and state regulation in the
field of production and circulation of alcohol, alcoholic beverages and tobacco
products, to principles of the EU legislation.

In addition, it is necessary to ensure adoption, on the annual basis and in line with
the current legislation, of agovernmental decision concerning indexation of the size

22 Development of aNetwork of Policy Analysis Groupsin the System of Central Executive Bodiesin Ukraine



of the specific excise rate on tobacco, alcohol and alcoholic beveragesin accordance
with the consumer price index of the time.

Alternative 2.

The adoption of a legidlative act, which envisages approximation of the national
legislation on taxation of excisable goods and state regulation in thefield of production
and circulation of alcohoal, acoholic beverages and tobacco productsto the principles
of the EU legislation and gradual increase of specific rates of excise duty on tobacco
products during the next 10 years period to the minimum level established by the EU
Directive (64 Euro for 1,000 cigarettes).

Memo: Accordingtotheprovisionsof the EU accession treaties, dated 16.04.2003
and 25.04.2005 which regulated conditions for accession and amendments to
theprevioustreatiesupon which the European Union isbased, new EU Member
States were granted the transitional periodsranging from 2 to 6 years.

Codification of the Ukrainian legislation on taxation of excisable goods presupposes
a development of a single legislative act (perhaps as a separate section of the Tax
Code draft) implications of which would be:

4.2.3. On financial level.

Calculations of total financial resources required for implementation of each task.

5. Possible Implications of the
| mplementation of the Strategy

5.1. Evaluation of the consequencesfor the sector and theeconomy in general:
* improvement of the administration of the excise duty related activities,

» prevention of diversion of the operational capital of the producers due to
introduction of the regime of tax warehouse (tax suspension);

» facilitation of the process of obtainment of the EU membership status.
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5.2. Assessing theimpact on the state budget.

Alternative 1.

Excise duty imposed upon domestic tobacco products
(* 2009-2013 forecast), in billion UAH

Period 2005 2006 2007 2008 2009 2010 2011 2012 2013

Excisedutyon | 1,7 194 235 336 7,3 104* 114* 12,9+ 14*
tobacco products
Excise duties 23 28 32 39 45 55 62 T 76*
on Alcohalic
beverages

Alternative 2.

It is hard to forecast in-flow of the State budget revenues under conditions of the
further increase of the excise duty rates to their European level because it will cause
asubstantial reduction in the volume of |legitimate circulation and legal sale volumes
of excisable products.

5.3.Assessment of impact on society (for different interest groups).
Risks posed to Ukraine due to substantial increase in the rates of excise duty:

e infiltration of smuggled goods to Ukraine from the neighboring countries
(Russia, Belarus, Moldova);

e no guarantee that illegal export to the EU will be stopped (because price
difference will remain);

e increase in production of counterfeit and accounted-for excisable products;

e increase of the damage to the population due to use of poor-quality acoholic
beverages and tobacco products. Ukraine will become a transit zone of
excisable goods without payment of the due excise duty for goods from the
CISto the EU countries.

The gradual increase of the share of the excise tax in the price of goods will generate
apositiveimpact on thelevel of health of the population, namely will lead to reduction
of number of smokers and diseases caused by smoking and alcoholism. It will also
lead to reduction in the number of crimescommitted in astate of al coholicintoxication,
as well as will encourage family budget savings (by reducing households expenses
for alcohol and tobacco).
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6. Key Stepsand the
Responsible Institutions

M easures Implemen{  Funding Responsible
tation resources national
period institutions

Analysis of compliance of the 2009 | Funding from| Ministry of Finance,

existing tax legislation of theavailable | State Tax

Ukraine with the relevant EU budget Administration,

legislation in order to identify funding Ministry of

those regulations and norms Economy,

which were not taken into Ministry of the

account at all or were accounted Agrarian Policy,

for but only partially Ministry of Justice

Assessment of the feasibility 2009 | Funding from|Ministry of Finance,

and practical ability of introduc- the available | State Tax

tion into the national legislation budget Administration,

of the omitted norms funding Ministry of Economy,
Ministry of the
Agrarian Policy,
Ministry of Justice

Preparation of recommendation | 2010 |10,000 UAH |Ministry of Finance,

on introduction of changes State Tax

to the existing legislation of Administration,

Ukraine Ministry of Economy,
Ministry of the
Agrarian Policy,
Ministry of Justice

Measures to facilitate adoption 2011 | 15,000 UAH | Cabinet of Ministers

by the Verkhovna Rada of of Ukraine,

Ukraine of the changes to the Ministry of Finance,

existing legislation State Tax
Administration

Introduction of legal norms 2012 | L million State Tax

(development of secondary law UAH Administration,

acts, guidelines, production of State Customs

required letter forms, booklets) Administration

Purchase of technical equipment,| 2012 | 15million |StateTax

establishment of communication UAH Administration,

network, provision of software State Customs
Administration

and training of the personnel of
the tax control authorities

Harmonization of Legislation on the Application of Excise Duty on Alcohol and Tobacco Products

25



7. Criteriafor Evaluation of the
Strategy Effectiveness

e Increaseinrevenuesin-flow to the budget secured by the relevant legislation.

e Reduction in the number of diseases caused by consumption of tobacco and
acohoalic products.

¢ Reductioninthe number of crimes committed in astate of alcoholic intoxication.

* Reducing of the share of household expensesfor purchasing a cohol and tobacco.

8. Monitoring and Evaluation of
the Effectiveness of the Strategy

| mplementation

The set of commitmentsin respect to approximation of the national legislation to the EU
legidation will be included as an Annex to the EU-Ukraine Association Agreement.

By analogy with currently common reporting system concerning progress in
implementation of the National Program of Adaptation of Ukrainian legislation to
EU legislation and the EU — Ukraine Action Plan, after conclusion of the Agreement
onAssociation between EU and Ukraineit may be possibleto devel op relevant annual
implementation plans and reporting on aprogress of such implementation works can
be made on every six months basis.

Central bodies of executive power responsiblefor activities concerning laws adaptation
and fulfillment of obligations to the EU currently include the Ministry of Justice of
Ukraine and Ministry of Economy.

Monitoring of the implementation of strategy for approximation of the Ukrainian
|egislation on excise duties on a cohol and tobacco to the EU legislation is performed
by the Ministry of Finance together with the State Tax Administration, which report
tothe Ministry of Justice and Ministry of Economy. Thelatter two ministries convey,
after approval by the Government, information about implementation of the agreed
commitments to the European side.

Assessment of the effectiveness of approximation of the Ukrainian legidation onexcisable
goodstaxation to the EU legislation can be carried out on the basis of the comprehensive
assessments of individual measures. Theoretical measures (harmonization of definitions
and normsclassification) can beexpressed by theratio between the numbersof harmonized
norms and thetotal number of the relevant norms. Measuresthat deal with commitments
to adjust rates of excise duties are measured by percentile increase in their size.
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| nfor mation about the
Activities of Policy Analysis

Groups

The project “ Development of aNetwork of Policy Analysis Groupsin the System of
Central Executive Bodiesin Ukraine” is aimed at:

promoting the development of democratic governance in Ukraine;

promoting the strengthening of institutional capacity of central bodies of
executive power for policy making;

improving the coordination of public policy development;

strengthening the strategic character and analytical support of decisions and
enhancing the quality of overall government planning; and

enhancing civil servants’ professionalism in developing policy proposals.

The legal basis for policy analysis groups functioning includes:

1

Order of the Cabinet of Ministersof Ukraineon “Activitiesof Policy Analysis
Groups’, dated December 30, 2008 1 43542/99/1-08.

Regulation of the Cabinet of Ministers of Ukraine “On approval of the year
2008 “EU — Ukraine Action Plan®, dated August 6, 2008 * 1072-p.

Memorandum of Understanding between the Government of Ukraine and the
Government of Canadaconcerning Ukrainian Civil Service Human Resources
Management Reform Project, signed on May 26, 2008.

Regulation of the Cabinet of Ministers of Ukraine“On Ensuring Functioning
of the Policy Analysis Groupsin Central Executive Bodiesand the Secretariat
of the Cabinet of Ministers of Ukraine”, dated February 7, 2007 * 32-p.

“Civil Service Development Program for 2005-2010", approved by the
Cabinet of Ministers of Ukraine on June 8, 2004 * 746, with changes approved
by the Cabinet of Ministers of Ukraine on September 3, 2008 * 776.

The objectives of the project are the following:

holding a series of practical target-oriented trainings and ensuring exchange
of experience between the groups in respect to policy analysis, including
methodology and practice of the comprehensive study of a situation and
identification of a problem, assessment of its causes and implications, selection
of alternative approaches to problem solution based on cost-benefit andysis and
consideration of different stakeholders opinions;
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drafting policy documents relating to fulfillment of obligations imposed by
the future EU — Ukraine Association Agreement with clear definition of tasks
and steps for implementation of this Agreement;

organizing public consultations aimed at discussion of proposed policy
documents.

Policy documents developed by policy analysis groups in 2009:

A policy on overcoming technical trade barriers: standardization and
conformity assessment;

Improvement of risk management in financial services sphere in Ukraing;

Consultations on improving the investment climate of the agricultural sector
of the Ukrainian economy;

Dissemination of information on public procurement: adaptation of the
Ukrainian legislation to the acquis communautaire;

Strategy for the improvement of state sanitary and phytosanitary control and
surveillance at state border crossing;

Determination of optimal ways to reduce the level of piracy in Ukraine with
respect to copyright and related rightsin the course of circulation of copyright
objects on tangible mediums;

Harmonization of the national aviation safety system with European standards
within the framework of the common aviation area Agreement. Participation
of Ukraine in the European Aviation Safety Agency;

Development of water resources management policy under the* Environment”
Section of the EU Association Agreement;

Priority efforts for the integration of unified power system of Ukraine into
unified power systems of the European Union;

Harmonization of Ukrainian legislation on the application of excise duty on
alcohol and tobacco products in the context of the future Agreement on
Association with the European Union.
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Previous I nitiatives on
Policy Analysis

This project isalogical follow-up of the previous policy analysisinitiatives carried
out by the Main Department of Civil Service of Ukraine and international donors:

e “Public Policy Capacity Building” (1999-2003);

e “Establishing Policy Analysis Groupsand an Information Resource Centrein
the Government of Ukraine” (2000—2001);

e “TheActivity of Policy Analysis Groups (PAGS) in Government Bodies in
Ukraine” (2005-2006);

e “Strengthening the Institutional Capacity of Central Executive Power Bodies
for Policy Making in the Context of the Concept Development of a Training
and Consultative Center for the Highest Corpsof Civil Servants’ (2007—-2008).

Firstly, such initiatives were funded by foreign donors, in particular, by the Canadian
International Development Agency (CIDA) and the Swedish International
Development Agency (SIDA).

Within the framework of the first project “Public Policy Capacity Building”
(1999-2003) students of the National Academy of Public Administration under the
President of Ukraine (NAPA) were engaged in the policy analysistraining. Thetraining
included the internship in Canada and drafting of policy papers. Based upon project
results, a course on policy analysis was included into the Academy’s curriculum,
with practical assignmentsin drafting policy papers on selected topics.

The next project “ Establishing Policy Analysis Groups and an Information Resource
Centre in the Government of Ukraine” (2000—2001) was implemented as a joint
initiative of the Cabinet of Ministersof Ukraine, International Center for Policy Studies
(ICPS), Open Saociety Institute (OSI) and International Renai ssance Foundation (IRF)
with financial support from |RF under thetripartite agreement on cooperation between
the Secretariat of the Cabinet of Ministers of Ukraine, ICPS and the IRF. The
participants of this project were 49 governmental officials of higher and middle rank
from the Ministry of Economy, Ministry of Finance and the Secretariat of the Cabinet
of Ministers.

The outcome of these projects was inclusion into Regulations of the Cabinet of
Ministers of Ukraine of a section that set requirements to policy documents (“ policy
decisions’), in particular, with regard to analysis of alternative solutions.

Upon the initiative of the Main Department of Civil Service of Ukraine, the efforts
towards creation of policy analysis groups in central bodies of executive power
continued in 2005. The projects were implemented by the Center for Adaptation of
the Civil Service to the Standards of the European Union (the former name — Center
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for Civil Service Institutional Development under the Main Department of the Civil
Service of Ukraine), and were financed from the State Budget. List of policy
documents developed by policy analysis groups during 2005-2008, is presented in
Table 1.

In 2005-2006 the International Centre for Policy Studies implemented a project
“The Activity of Policy Analysis Groups in Government Bodies in Ukraine”. The
Department for International Development of the United Kingdom (DFID) and the
Delegation of the European Commission to Ukraine provided assistance in engaging
foreign consultants and trainers. The project results demonstrated the need to modify
the training programs, to create policy analysis groupsin other governmental bodies
and to develop the network of policy analysis groups as a permanent forum for the
articulation of new policy priorities and discussion of trends and prospects of social
development.

The project “Strengthening the Institutional Capacity of Central Executive Power
Bodies for Policy Making in the Context of the Concept Devel opment of a Training
and Consultative Center for the High Corps of Civil Servants’, which was
implemented during 2007—2008, showed the importance of enhancing professional
capacity of top civil servants in policy analysis and democratic decisions-making
process. The need to acquire more knowledge and skillsis emphasized in the context
of participation of the government bodies in the Twinning projects.

Table 1. Analytical documents prepared by the policy analysis groupsin

2005-2008
1 | Central executivebody | Period of Subject of study
activity of
PA groups
1. | Secretariat of the 2005-2006 | Strategy of democratic development of
President of Ukraine Ukraine and institutionalization of public

policy toolsin work of central bodies of
executive government

2. | Secretariat of the 2005-2006 | Democratization of decision-making
Cabinet of Ministers of process and compliance with the Euro-
Ukraine pean requirements on applying democratic

procedures in the decision-making process

3. | National Bank of 2007-2008 | Building the National Bank of Ukraine on
Ukraine the basis of independent, open and

transparent activity

4. | Ministry of Economy | 2005-2006 | Policy and procedures for the preparation
of Ukraine of state budget as the strategy for
economic development of the country

5. | Ministry of Finance of | 2005-2006 | State fiscal and taxation policy
Ukraine
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6. [Ministry of Transport | 2005-2006 | State policy of Ukraine on integration of
and Communication of Ukraine to trans-European transport
Ukraine networks

7. |Ministry of Fuel and | 2007—2008 | Creation of minimum supplies of oil and
Energy of Ukraine oil products

8. | Anti-Monopoly 20052006 | Policy in respect to liberalization of the
Committee of Ukraine domestic market and raise of competition

at this market

9. |State Tax 2007-2008 | Improvements in tax information
Administration exchange

10. | State Committee of 2005-2006 | Policy of adaptation of the national
Ukraine on Technical legislation to norms and standards to
Regulation and requirements of the European Union
Consumer Policy

11. | State Nuclear 2007-2008 | Increasing safety for resources of ionizing
Regulatory Committee radiation in Ukraine
of Ukraine

12. | State Agency of 2005-2006 | Attracting foreign investments to Ukraine:
Ukraine for Invest- problems and solutions
ments and |nnovations

13. | State Commission on | 2007-2008| Increasing the level of corporate gover-
Securities and Stock nance in joint-stock companies and
Market ensuring of investors' rights

14. | National Electricity 2005-2006 | Policy on regulation of the domestic
Regulatory electricity market
Commission
of Ukraine

15. | National Space Agency | 2005-2006 | Policy on institutional development of the
of Ukraine national space industry under market

conditions

16. | Administration of State| 2007—-2008 | Improvement of the system of border
Border Service of crossing in Ukraine for persons and
Ukraine transport vehicles

17. | State Department for | 2007-2008 | | dentification of the most optimal ways
the Execution of for minimizing the number of detaineesin
Punishment of Ukraine custody, and observance of norms for

detention procedures in Ukraine
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