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. OVERVIEW

General Overview of the Legal Basis for Funding th&€harter Activities of
Political Parties and Their Participation in Elections and Referenda

1. The principlesof political party finance in Ukraine are established by the Law on Civil
Associations of 16.06.1992, the Law on Politicaftia in Ukraine of 5.04.2001, and the
Law on Corporate Profit Taxation of 28.12.1994. Thr privileges for individuals that
provide financial support to political parties agstablished by the Law on Individual
Income Tax of 22.05.2003; tax privileges for legatities supporting political parties are set
by the Corporate Profit Taxation Law. The procediarethe preparation of tax statements
on the use of funds by political parties is defitwydOrder No. 233 on Approval of the Form
of Statement on the Use of Funds by Non-Profit @igstions and Institutions and Their
Fulfilment Procedure issued by the State Tax Adstiation (the STA) on 11.07.1997. The
liability for the violation of the political partyinance rules is established by the Law on
Political Parties.

2. The principles ofelectoral campaign funding are set by the Law on Parliamentary
Elections of 25.03.2004, the Law on Presidentiackbns of 5.03.1999, the Law on Local
Elections of 6.04.2004 and the Law on the Naticmad Local Referenda of 3.07.1991
which establishes the principles for funding nadicend local referenda. The liability for the
violation of the rules established for the fundofgelections and referenda is stipulated by
the following acts: 1) all three election laws + the political parties and candidates that
participate in the relevant elections; 2) the Caafe Administrative Infringements of
7.12.1984, Article 212-15 — for individuals thaokite the procedure established for funding
elections and referenda; 3) the Criminal Code ofdifie, Article 159-1 — for individuals
that violate the procedure established for fundilegtions.

3. The laws that establish the above funding prinsipiere passed in different times and on
deferent conceptual bases, therefore their prawsiare often rather inconsistent. The
election legislation lacks a unified approach te tegulation of funding of various types of
elections.

Sources of Funding of the Political Party Charter Ativities

A. Private Funding

4. Sources that can be used to fund political partiesre defined by the Law on Civil
Associations, the Law on Political Parties, andlthes on Corporate Income Taxation. Part
2 of Article 14 of the Law on Political Party ded® political parties as non-profit
organisations. The Law on Political Parties is clear on the finance sources for political
parties: Part 3 of its Article 14 sets that, toiach their charter objectives, political parties
are entitled to own chattels and real estate, moegyipment, transport, and other means
the acquisition of which is not prohibited by tlaevk of Ukraine. Provisions of the Political
Parties Law are elucidated in Article 21 of the LamvCivil Associations. According to this
Article, political parties can use the followingusoes of finance: 1) funds and property
passed over by the founders and members of théicpblparty; 2) funds and property
purchased at the expense of membership fees amdtifi® own funds of the political party;
3) funds and property donated by citizens, comgniestitutions, and organisations; 4) the



property purchased from the sale of the social political materials, other propaganda
materials, products with the symbols of the padrganisation of festivals, celebrations,
exhibitions, lectures, and other political everiftus the list of the allowed sources is
limited only to those proceeds that are not praéiiby law. The current legislation does
not establish either (a) cap annual funding of tali parties, or (b) restrictions on the
amount of funds that can be transferred by indizisiwr legal entities for the benefit of
political parties; or (c) the number of transfehsittcan be made by individuals or legal
entities.

Political parties cannot be funded by:1) public authorities or local self-governance lesdi
(excluding the envisaged state funding of politipalties); 2) state- or community-owned
companies, institutions, and organisations, as \asll the entities with the state- or
community-owned stakes or stakes owned by noneatsd 3) companies where the
foreign-owned stake exceeds 20%; 4) foreign statestheir citizens, foreign companies,
institutions, and organisations; 5) anonymous perswr under a nickname; 6) charity and
religious associations and organisations; 7) palitparties that are not part of the election
bloc of political parties; and 8) non-legalisedvilcassociations. Article 22 of the Law on
Civil Associations prohibits political parties teaeive incomes from shares and other
securities. Unlike non-governmental organizatiqgaitical parties are prohibited to found
companies, excluding mass media (Article 24 oflther on Civil Associations), as well as
to do business or perform any other commercialitiets, excluding the sale of social and
political publications, other campaigning and prdimo materials, products with political
party symbols, conduct of festivals, celebratiomshibitions, lectures, and other political
events.

Individuals and legal entities that provide financal support to political parties get a
number of privileges. According to Article 5.3.2 of the Law on Privatecime Tax, an
individual may include the tax credit for the yearder report the amount of funds or the
value of the property donated to non-profit orgatiens (including political parties), in the
amount that exceeds 2%, but is not more than 5% etotal taxed revenue for the year
under report. Article 5.2.2 of the Law on Corpor&mofit Taxation sets that the gross
expenses of the taxpayer shall include the fundeeowalue of the goods (works or services)
voluntarily transferred to passed over during theary under report to non-profit
organisations (including to political parties) metamount that exceeds 2% but is not more
than 5% of the taxed profit received in the presigaar.

Political parties also enjoy taxation privileges.Under Article 7.11.3 of the Law on
Corporate Profit Taxation political parties do nuay the corporate profit tax on the
revenues received in the form of funds or propeepsferred free of charge or provided as
irrevocable financial aid or donations, as wellasspassive incomes (dividends, interest,
royalty), and funds or property received from th@immactivities of the political party.

B. State Funding

8. On 27 November 2003, the parliament amended a nuailbegislative acts of Ukraine due

9.

to the introduction of state funding of politicahties. Among other, a new section was
introduced also into the Law on Political Partidengside with a number of other
provisions related to thetate funding of political parties.Paragraph 91 of Section Il of the
2008 State Budget Law of 28 December 2007 canc#iegbrovisions that were introduced
into the Law on Political Parties on 27.11.2003. £h05.2008 the Constitutional Court
recognised Paragraph 91 of Section Il of the 2G@8Budget Law unconstitutional, which
restituted the validity of the Law on Political Res.

According to the Article 17-1 of the Law on PoléaldPartiesstate funding is provided to
political parties in two forms: 1) funding of the charter activities of politigadrties which

is not related to their participation in electiotws the public authorities and local self-
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governance bodies; 2) reimbursement of the expansesed by political parties, including
those that were part of election blocs, due toftineling of their election campaigns for the
regular and special parliamentary elections. Tgktrio the state funding is given to those
political parties that manage to overcome the 3l&6t®n threshold either independently or
within election blocs. The same applies to theestahding provided for participation in
elections. Thus, according to the Law on Politieatties, state funding is provided to those
political parties that are represented in the aaréint on the results of the most recent
elections.

10. Article 17-2 of the Law on Political Parties estabés theeap amount for the annual state
funding of the charter activities of political partieswhich is defined by multiplying 1% of
the established minimal salary (as of 1 Januath®lyear preceding the one when the funds
are provided) by the number of the voters included the voter lists used in the most
recent regular parliamentary elections. This amasirdivided by the Ministry of Justice
between the political parties and blocs that haseaged to overcome the election threshold
in proportion to the votes that they have receiweguch elections. Election blocs divide
such state funding in accordance with the procedstablished by the parties that have
formed the relevant blo@he cap that can be received by political partiesra blocs as a
reimbursement for their parliamentary campaign expeasesis established by Article 98
of the Law on Parliamentary Elections accordingvtoch the political parties and bloc that
have overcome the election threshold are entiteedhe reimbursement of their actual
expenses, but not more than 100,000 minimal salaRarties that formed election blocs
divide the state funding on agreement between them.

Sources for Funding the Participation of PoliticalParties in Elections and the
Use of Such Funds

A. Private Funding

11.The Law on National and Local Referenda does ntatbésh forms and procedures for the
participation of political parties in referenda. odeding to Article 11 of this Law,
preparation and conduct of the national referendbail be funded from the State Budget,
while local referenda are financed from the relévaoal budgets. Thugreparation and
conducts of referenda cannot be funded from otheraurces that the state and local
budgets.Preparation and conduct of the national and ldea&tiens can be funded from the
relevant budgets and election funds of the electiomers.

12.The obligation to set up election fundshas different degrees of necessity. According to
Article 37 of the Presidential Election Law requsirthat a presidential candidate establish
his/her election fund. The same requirements aumdoin the Law on Parliamentary
Election where Article 48 sets that a politicaltgroc that has registered its parliamentary
candidates with the CEC shall set up an electiord fto finance its participation in the
election campaign. Unlike in the national electiobss not an obligation but rather a right
of the local election participants to create tledérction funds. Thus, Article 82 of the Local
Election Law stipulates that a local political yadrganisation/bloc that has registered its
candidates to the local councils or mayoral cartdglaay establish their election fund to
finance their participation in the election campaig

13.Likewise differently, the election laws limihe size of election funds.The funds of
presidential candidates shall not exceed 50,000mnmainsalaries for the first round and
15,000 minimal salaries for the second round (Aet#&3 of the Presidential Election Law).
No limits on election funds are established by Ragliamentary Election Law. In the local
elections, no restrictions are established on trendtion of the election funds, but the
expenses from such a fund are limited. Unlike i pnesidential elections, this amount is
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not fixed being defined by the number of voterghi@ relevant constituency (from 20,000 to
1,000,000 UAH for the local political party orgaai®ns and blocs; not more than a half of
the above amount for the mayoral candidates; andhisidmal salaries for the candidates
nominated in one-seat constituencies).

14.All election laws establisthe sources for formation of the relevant electiorfunds. In
particular, the election fund of a presidentialdidate can be formed from his own funds,
the funds of the political party that has nominatesl candidate or the funds of the political
party that have formed a bloc which has nominatedralidate, as well as from voluntary
private donations. There is no limit set for theoamt that can be contributed, excluding
private contributions (contributions from individeahould not exceed 25 minimal salaries).
The number of private contributions, however, islimited (only an excessive contribution
is considered to be illegal (Part 8 Article 43 lné tPresidential Election Law). According to
Article 53 o the Law on Parliamentary Electiong &iection fund of a political party/bloc is
formed from the own funds of the political party tbe parties that have established a bloc),
as well as from private contributions. Like witletpresidential elections, there is no limit
on the amount of the contribution or the numbetcmftributions made by the founder of the
election fund to its own election fund; restricsoare established only for individuals who
can contribute not more than 400 minimal salaridge sources of election funds for local
elections are defined by Article 86 of the Locakdlon Law, according to which the
election fund of a local political party organisetibloc is formed at the expense of the
funds of such an organisation/bloc, as well asgpeivcontributions; the election fund of a
mayoral candidates is formed from their own furile,funds of the political party/bloc that
has nominated such a candidate, and private catibits. Individuals are allowed to make
a donation of not more than 3 minimal salaries.

15.The election laws also lishe sources that cannot be used to form election rids which
include contributiondgrom foreigners, individuals that do not belong toany state and
anonyms (Article 43 (Part 4) of the Presidential Electioavl, Article 53 (Part 3) of the
Parliamentary Election Law, Article 86 (Part 6) tbe Local Election Law). All election
laws prohibit funding of election campaigns from any otler sources than the State
Budget and election funds.The legislation, however, offer no clear definitioh the
concept of “election campaign funding” (See Parplyra6).

16.The election laws are not very clear about the gsggfor which money from the election
funds can be usedAll election laws set that the main aim for whiahelection fund is set
up is to fund the election campaign of those subjétat open accounts of such elections.
The relevant legislative provisions are specifirdriore detailed in the resolutions of the
Central Election Commission (the CEC). Thus, theCOResolution of 5.01.2006 on the
Procedure for the Financial Accounting of the Rptand Use of Election Fund Resources
in Parliamentary Elections sets that the electiordfresources can be spend on production
of campaigning materials, the use of mass medtzeraervices related to campaigning
(transport services and maintenance of transpeatd of premises, lease of equipment for
the purpose of campaigning, lease of premises feetimgs with voters, production and
lease of bill-boards, communications services)wali as “other campaigning expenses).
The CEC establishes the same list of expenseshiretection funds of presidential
candidates.

B. State Funding of Participation of Political Paries in Elections and Use of State Funds

17.The election laws list the followingurposes for which state funding (in case of local
elections state funding is provided from local betdgas a target state subvention) provided
to finance participation of political parties ineetions: 1) one-time publication of
information on the opening of the accrual accoumt the election fund of a political
party/bloc or presidential candidate and the detaifilsuch accounts in théolos Ukrayiny
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and Uriadowvyi Kurier newspapers; 2) production of information postes less than two
per polling station for political parties and blpaso less than five — for presidential
candidates, no less than two — for participantoofl elections); 3) payment the TV time
allocated for campaigning (presidential candidate® less than 30 min on a national TV
channel, 45 min — on a national radio channel; 3 mon regional TV channels, and 20
min — on regional radio channels; political partdscs— no less than 60 min on a national
channel, 60 min — on a national radio channel; #0on regional TV and radio channels, in
equal parts for each political party/bloc, localifpzal party organisations and candidates in
local elections); 4) publication of election progwmaes in theHolos Ukrayiny andUriadowvyi
Kurier newspapers (for national elections) and one redflocal state or municipally-
owned printed media (presidential candidates — mote than 12,000 characters per
candidate; political parties/blocs (not more tha®0® characters); 5) payment for the TV
time allocated for TV debates between the presiglecandidates; and 6) payment for the
use of passenger transport by presidential careidakcluding taxis).

Financial Record of Political Parties

18.The Political Parties Law establishdwee forms of statements to be submitted by
political parties: 1) the incomes and expenses statement; 2) theegyostatement; and 3)
the statement on the use of state funds providduhance the charter activities of political
parties. The Law, however, establishes no requingsnt® the form and content of such
statements or a minimal list of information to ledlected in them. No such requirements
can be found also in by-laws or the Law on CivikAsiations.

19.1n addition to the statements required by the RalitParties Law, political parties have to
prepare quarterlstatements on the use of funds as a non-profit orgaation to be
submitted to the local tax authorities. The fornsoth statement is approved by STA Order
No. 23 of 11.07.1997 on Approval of the Form foe tBtatement on the Use of Funds by
Non-Profit Organisations and Institutions and Fodént Procedure. According to the Order,
the statement (first part) should refer only totdveable or non-taxable sums (property value)
received by the non-profit organisations over theriqu under report, in particular
irrecoverable financial aid or voluntary donatiopspceeds from the sale of social and
political publications, passive incomes, grantsd aubsidies. The second part of the
statement shall indicate the taxable incomes, gstdfix liabilities, and the tax amount to be
paid. It is not required to provide information bow these organisations have used their
funds, just like on individuals or legal entiti¢sat have provided their irrevocable financial
aid to the non-profit organisations. In other wortti® main purpose of this statement seems
to be not to ensure the transparency of finan@#tvViies of a non-profit organisation, but
rather correct calculation of tax liabilities.

Financial Statements on the Receipt and Use of Elean Fund Resources

20.All election laws require that election fund admsitnators submifinancial statements on
the receipt and use of election fund resource® the Central Election Commission (in
national elections) or the relevant territorial eoission (in local elections). According to
Article 52 (Part 5) of the Parliamentary Electioaw, the administrators of the current
account of the election fund shall, not later tioanthe 7" day after the ballot, provide the
administrator of the accrual account of the elecfind a financial report on the use of the
funds from the current account. The administratdhe accrual account shall, not later than
on the 18 day after the ballot, provide the CEC with a steat on the receipt and use of
the election fund resources. The same procedurestablished by Article 42 of the
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Presidential Election Law. Article 85 (Part 4) bketLaw on Local Elections requires that
administrators of the election funds establishedhyparticipants of local elections submit
the financial statements prepared in the form sethe CEC to the relevant territorial
election commissions.
21.Forms of the statementson the receipt and use of the election funds ressuare

established by the CEC within the dates envisagethd relevant election laws before the
election date. Such reports shall include (1) antepn the formation of the election fund (in
two sections: receipt of funds by the accrual antod the election fund and the transfer of
funds from the accrual account), (2) a consolidatgzbrt on the receipt of funds by the
current account and their use, and (3) the repontsthe transfer of the outstanding
remainder. Each statement shall be supplementdd deitails of each transaction on the
election fund accounts. The statement shall alssubeitted together with an explanatory
note.

Political Parties’ Charter Activities: Transparency of Funding

22.The Laws on Civil Associations and on Political tRer envisaged a numbermechanisms
aiming to ensure transparency of funding of the pafical parties’ charter activities.
According to Article 22 of the Law on Civil Assotians, political parties shafpublish
their budgets for the general public. The Law, however, doesdescribe the method and
terms for the publication of such budgets or thaim. Article 26 of the same Law requires
that, on the basis of financial declarations,otos Ukrayiny newspaper publish the lists of
individuals or entities whose donations to politiparties exceed the level established by
the parliament. However, as it has been noted allbgdorm of the tax records prepared by
political parties (just like other non-governmentaiganisations) does not envisage
mentioning information on the individuals or emtithat provide financial support to
political parties. In addition, the parliament hastablished neither the size for the
contributions that would require disclosure of ithi@rmation on the donators, nor the list of
information to be disclosed. This means that thevalprovision of Article 26 of the Civil
Associations Law is just declarative. The samechetisets that special parliamentary
committee shall consider the financial records of gitical parties and report their
findings at a plenary session of the parliamentNo such commission has been set up so
far, i.e. the relevant provision of Article 26 doest work in practice.

23.Article 17 of the Law on Political Parties obligpslitical partiesto public on an annual
basis in a national mass medium their financial stements on incomes and expenses,
property statement, and the report on the use of th state funds provided to finance
their charter activities. The dates and the procedure for the publicatiotheffirst two
reports are not established by the legislation. T also does not require that political
parties notify the Ministry of Justice of the fatttat they have published the above
statements. The state funds report shall be prdvide publication in an official national
printed medium not later than by 1 April of the ydallowing the one when state funds
were provided. The relevant mass medium shall pualch report within 15 days upon its
receipt.

Mechanisms to Ensure Transparency of Receipt and @<f Election Fund
Resources

24.Article 42 (Part 14) of the Law on Presidential &lens sets that theformation on the
size of election fundsand financial statements on their use shalpbiglished by the CEC
in theHolos Ukrayiny andUriadovyi Kurier newspapers not later than on the' tay after
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the ballot. The Law on Parliamentary Elections does oblige theCEC to publish
statements of political parties and bloc®n the receipt of resources by their election funds
According to Article 86 (Part 16) of the Law on ladbcElections, the territorial election
commissions shall publish tii@ancial statements on the receipt and use of reames of
the election funds of the local political party orgnisationsin the local media within five
days upon their receipt.

Funding of Charter Activities of Political Parties: Oversight

25. Article 18 of the Law on Political Parties setstttige state oversight of the activities of
political parties is performed by: 1) the Ministry of Justice (MoJ) (as concerns ousgon
of the Constitution and laws of Ukraine, and thartdr of the political party); 2) the Central
Election Commission (as concerns observation of pnecedure established for the
participation in elections); and 3) the Accounti@gamber (the AC) and the Main Control
and Audit Office (the MCAOQO) (as concerns the us¢hefstate funds provided to finance the
charter activities of political parties).

26.The procedure for the MoJ to exercise its oversighpowers is not established clearly
enoughby the Law on Political Parties in Ukraine. Artid8 of this Law entitled the MoJ
to require that political parties provide “the nesa&ry documents and explanations”, while
political parties are supposed to provide the Mdth wuch documents and explanations.
Likewise, no oversight procedure is also offeredtinyy MoJ Regulation (approved by the
CMU Resolution No. 1577 of 14.11.2006).

27.Principles of the oversight to be exercisedtiny MCAO and the AC are established by
Article 17-8 of the Law on Political Parties. Acdorg to this Article, the MCAO shall
annually (between 1 February and 1 March of thiofohg the one when state funds were
provided, check up the scope the relevant fundsl use the political parties and the
purposes for which they have been spent. The chpdlorms and procedure are established
in more detail by the Law on the Accounting Chamdoedt the Law on the State Control and
Audit Service in Ukraine.

28.In addition to the controllers mentioned in Parpfr&5 above, certain oversight is also
done bythe State Tax Administration of Ukraine through its local tax inspection offices
(as concerns the observation of the requiremenébleshed by the tax legislation for the
non-profit organisations (sources and scope ofguedeived, the correctness of calculation
and timely payment of taxes should the party perfany taxable activities).

Funding of Participation in Elections: Oversight

29.0versight of funding of the political parties’ participation in the national electionsis
exercised by the CEC. Under Article 53 of the Ramnkentary Election Law, the CEC and the
bank that keeps the relevant election fund shadtrsee the receipt, accounting, and use of
the means from such election fund. The CEC shsdl slipervise observation by the election
participants of the prohibition to use any anothssets to finance their campaigning that
those offered by their election fund and the SBatdget of Ukraine. The same norms can be
found in the Law on Presidential Elections (Arti@® (Part 2, Paragraph 10, and Article 43
(Part 10), while territorial election commissionrfoem the same functions in the local
elections in relation to the election funds of logmlitical party organizations and
candidates in one-seat constituencies (Sectiorf t#2d_aw on Local Elections).

30.The election lawslo not establish directly the procedure for the CEC(in the national
elections) and the TECs (in local electione) oversee the funding of the election
campaign. The main role in ensuring that the relevat prohibitions are observed is put
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on the election participants which, should any facts of illegal funding come tteeir
knowledge, may address themselves to the CEC (ratielections) or a TEC (local
elections) withcomplaints about the violation of the election legislationaiccordance with
the procedure established by the relevant lawslextiens. If it is established that the fact
are correct, election commissions may apply sansti(announce a warning, cancel
registration etc).

31.The oversight mechanisms are specified in moreildatéhe Procedure for the Oversight,
Accounting, and Use of the Election Fund Resoubyethe Election Participants approved
by joint resolutions of the CEC, the National BaifldJkraine and the order of the Ministry
of Transport. The currenprocedure for the cooperation between the CEC andhe
relevant banks enables the CEC to exercise activen-going supervision of all
transactions on the election fund accountgbanks are obliged to provide the CEC on a
daily basis by noon with the information on theexent transactions in the form of coded
files; in addition, bank provide the CEC with thatements on such accounts every week).

Sanctions for the Violation of Finance Rules Estai3hed for the Political Parties’
Charter Activities

32. Article 19 of the Political Parties Law establishies following sanctions for the violation of
the Ukrainian legislation by political parties: \@arning on exclusion of illegal activities
and 2) prohibition of a political party. The warning is issued in the form of a writ in the
cases when the actions performed by a politicdymhr entail any liability. Article 21 of the
same Law envisages that a political party may beipited if it violates any requirement of
the law on the establishment and activities ofghétical parties and the Justice Ministry
files a relevant request with the court to prohgbith political party.

33.In addition to the above two sanctions which mayapelied to political parties for any
violations of the Ukrainian law, the Law on Pol@icParties establishes a number of
sanctions for breaking the rules set for the us&taie funds provided to finance the charter
activities of political partiesThe state funding of a political party may be termnated if a
court, on the presentation of the Ministry of Justestablishes that the relevant state funds
have been used for other than charter activitiepgaes, for examples for funding the
expenses related to the participation of the palitparty in the elections (Article 17-7 of the
Law on Political Parties)The state funding can also be temporarily suspende@rticle
17 of the Law on Political Parties) if a politigadrty fails to submit to the official national
mass media by 1 April of the year following the amaler report a statement on the use of
state funds provided to finance the charter aaiwibf the political party. The decision to
suspend state funding is taken by the Ministry udtide. The funding is resumed in the
guarter following the one in which a political patias published the relevant report as
required.

34.A number of factions are also established by thkatian legislation. If a political party
funds its activities from prohibited sources or @doit violate any other legislative
requirements, including those set by the Law onpGate Profit Taxation, the local tax
inspection office may decidéo exclude such political party from the Non-Profit
Organisation Register and thus the political party will be depriveditsf non-profit status
and will have to tax the corporate profit tax arigdeo taxes and mandatory charges.
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Sanctions for Violation of Rules Established to Fuad Participation of Political
Parties in Elections

35. Liability for violation of the rules established tond participation of political parties is set
by a number of legislative acts, in particular glection laws, the Criminal Code, and the
Code of Administrative Infringements.

36.The laws on elections establish liability for thelations committed by the election
participants and mass media. In particular, twocsans are envisaged for the election
participants: 1a warning; and 2)cancelation of registrationwhich makes it impossible to
participate in the elections.

37.According to Article 64 othe Law on Parliamentary Elections for any violation of the
law, including the use of any other sources of fugdhan the election funds or the funds
provided from the state budget, campaigning outsite dates established by the law,
indirect bribery of voters etc, the Central Elesti@ommissionannounces a warning
either to an individual candidate or a political paty/bloc. Should a parliamentary
candidate repeatedly commit the violation for whictvarning has been announced, this can
be used as thgrounds for annulling his/her registration as a cadidate. The CEC can
pass such a decision not later than three daysebttie ballot. In other words, registration
cannot be cancelled if (1) candidate commits diffiérviolations for which no warning has
been announced, and none of the m is repeatedvaft#s; and (2) a candidate repeats the
violation for which a warning has been announcess fhan three days before the ballot.
The Law on Parliamentary Elections currently does ot require annulling of
registration for violation of the rules establishedfor electoral campaign funding.

38.Article 56 of the Law on Presidential Elections does not enage cancellation of
registration of a presidential candidate for violations relatedhe illegal funding of the
electoral campaign. The sole sanctions that caappéed to a presidential candidate or the
political party/bloc which has nominated a candidatr the violation of the finance rules is
a warning.

39.Unlike the laws on national elections, the Law ooc#él Elections envisages stricter
sanctions for the violators of the finance rulestidde 48 of this Law establishes that the
candidatesregistration may be annulledif such candidates (1) finance their campaign
using any resources outside their election funjl;ef@eed the ceiling established for the
expenses from the election fund by law; and (3gatgpdly commit a violation for which a
warning has been announced. Registration of aldidates in a multi-seat territorial
consistency nominated by a local political partgaorisation/bloc can be annulled if the
relevant political party uses any resources outgglelection fund or exceeds the ceiling
established for the expenses that can be madeth®mlection fund. Repeated commitment
of a violation for which a warning has been ann@ahinn accordance with Article 48 (Part 3)
of the Law is not the ground for annulment of ragion from one political party
organisationViolation by a local election participant of the eéction law requirements
which does not result in cancelation of registratio entails a warning announced to
such election participant. The TEC decision to announce a warning or canagstration
may be contested in the court. Unlike the Law oridaentary Elections, the law on local
elections establishes no deadline after which negisn cannot be annulled, i.e. the
registration may be cancelled, among other, orb#tiet day.

40. Some of the election laws establlgbility of the media for political advertising that has
not been paid for from the election fund.In particular, Article 56 (Part 7) of the Law on
Local Elections sets that trying an election dispan the repeated or one-off gross violation
of the law by the local media, the court may deaidetemporary (before the end of the
lection process) suspension of the broadcastingndie or temporary prohibition of
publication of a printed mass medium. The sameigi@v can be found in Article 71 (Part
10) of the Law on Parliamentary Elections. The &gress” criteria, however, are not
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established by any of the above laws, and thusidhise should be determined by court. At
the same time, the Law on Presidential Electionssages no such sanctions for the media.
Should the media violate the procedure establisteedthe coverage of the election
campaign, the CEC should pass the complaints atheutelevant violations to the law-
enforcement bodies which are supposed to reacciordance with the laws of Ukraine.

41.In addition to the election laws, sanctions for ¥i@ation of election finance rules are also
established by th€ode of Administrative Infringement. Article 212-15 of this Code sets
that violation of the procedure envisaged for thevigion of financial (material) support of
the election campaign, provided such violationsehaw components of crime, entails a fine
ranging between 850 and 1190 UAH for citizens artlvben 1190 and 1700 UAH for
officials. Administrative liability for the aboveidation can be established for an individual
that has achieved 16 years old as of the date Wieeinfringement was committed.

42.In addition, criminal liability is established faertain violations bythe Criminal Code.
According to Article 159 of the Criminal Code, pision of gross financial (material) aid in
to fund election campaign of a candidate or pdlltiparty/bloc within violation of the
procedure established by law through provisioruofds or material values free of charge or
at unreasonably low prices, production or dissetionaof campaign materials which have
not been paid for from the election fund or paiddbunreasonably low prices, or payment
for the production and dissemination of such materare punished by a fine ranging
between 1700 and 5100 UAH, or correcting workstfa period of up to two years, or
limitation of freedom for up to two years, or imgwnment for the same period. Deliberate
use of gross financial (material) support to fufetgon campaign by a candidate, political
party/bloc, or their authorised representativesttre of the candidate or an authorised person
with violation of the procedure established by lsnwpunished by a fine ranging between
1700 and 5100 UAH, or correcting works for the pérof up to two years, or limitation of
freedom for up to two years, or imprisonment fag #ame period. A note to Article 159-1
indicates that the amount, values or advantagesomsidered to be gross if they exceed 400
minimal salaries.

European Standards of Political Party Finance and Revention of Political
Corruption

43.The main documents that establish the standardghforfunding of political parties in
Europe include PACE Recommendation No. 1516 (20b&)Guidelines on the Financing
of Political Parties adopted by the Venice Commissat its 46th Plenary Meeting on 9-10
March 2001, Committee of Ministers Recommendati@t(R003)4 to Member States on
Common Rules Against Corruption in the Funding ditRal Parties and Electoral
Campaigns of 8 April 2003.

44 PACE Recommendation No. 1516 (2001¢stablishes the following principles for the
financing of political parties 1) political partieshould get funding from the statesto
prevent their dependence on private sponsors anensoire equal possibilities for all
political parties; 2) state funding should be pd&din proportion to the political support
enjoyed by the political party based on the nunadbfesotes received or the number of places
gained in the parliament, while at the same time& parties should get a possibility to
appear on the political scene and compete with moratable parties under fair
conditions; 3) state fundingshould not exceed the amount necessary to achievaet
above goals4) the state may providadirect financial support to political parties on the
basis of the law, e.g. by covering the postal egpsrand the lease of premises for meetings,
support of party mass media, youth organisatiomsthimk tanks, as well as by proving tax
privileges; it should be prohibited for politicabqies to receivedonations from state
companies,companies under the state conta,providers of goods or services to the
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public administration sector; 6) no donations should be accepted frasff-shore
companies donations from legal entities should be limiteda ceiling should be set for
donations and no donations should be accepted frefigious institutions; 7) a ceiling
should also be established for the expenses alloweke course of electoral campaigns
(lack of such a ceiling results in increased priagsch force political parties to look for
additional funds); 8) political parties should agebin detail all their incomes and expenses
which should be submitted at lisince a yearfor the check-up to the independent
auditing bodies and published; 9) state should estabiistiependent auditing bodies
sufficiently empowered to oversee the accounting gfolitical parties and the election
campaign expensesll) political parties should be subjectunderstandable sanctions
includingpartial or full loss or forced return of the state contributions, as well asining;

in case of individual liability, sanctions shoutdvisage cancellation of the mandate or
temporary deprivation of the right to occupy certan posts and 12) legislation on the
funding of political parties and electoral campaighould also extend to legal entities
connected with political parties

45.The Guidelines on the Financing of Political Partie adopted by the Venice Commission
at its 46th Plenary Meeting on 9-10 March 2001 jtewthe following recommendations: 1)
public financing — Public financing must be aimed at each partyasgnmted in parliament;
the equality of opportunity should be ensured fa different political forces and public
financing should also be extended to political bediepresenting a significant section of the
electoral body and presenting candidates for electhe level of financing could be fixed
by legislator on periodic basis according to oliectriteria; tax exemptions can be granted
for operations strictly connected to the partiegiitial activity; public funding should be
subject to control by special public authoritieBe(tAccounting Chamber); states should
ensure financial transparency of the political igarthat receive public funding; pyivate
financing — Donations from abroad must in all cases be pitau; certain limitations
should be established for private financing: a mmaxn level for each contribution, a
prohibition of contributions from enterprises of iadustrial, commercial or religious nature,
ana priori control by public organs specialised in electoralters relating to contributions
by members of parties which are presented at elestithe transparency of private
financing of each party should be a main objective achieving this aim, each party should
make public each year the annual accounts of téqurs year, which would incorporate a
list of all donations other than subscriptions;ddhations that are of a sum higher than the
subscription fee must be recorded and made puplkde8toral campaigns -to ensure the
equality of possibilities for different politicabfces electoral expenses of each candidate
may be limited by a certain maximum amount fixedhegear in proportion to the number
of relevant voters; the state should participateampaign expenses through an additional
payment equal to a certain percentage of the ésfi@ll maximum or proportional to the
number of the votes received in the elections;gteicontributions may be attributed to each
candidate (but the total of such should not exdbedstated maximum); contributions from
commercial enterprises or religious organisatidmsukl be forbidden; electoral campaign
accounts should be submitted to the organ charggdswpervising election procedure, for
example, an election committee, within a ratioeairt after the elections and published; 4)
control and sanctions — any irregularity in the financing of a politicgarty should
encompass for the following year the loss of alpart of public financing as proportionate
to the severity of the violation, other sanctiorsynmclude the payment of a fine or another
financial penalty or annulment of office; sanctiam®uld be applied by courts.

46.A number of provisions from PARE Recommendation 6.52001) and the Venice
Commission Guidelines have found their reflection Recommendation Rec(2003)4 to
Member States o@ommon Rules Against Corruptionin the Funding of Political Parties
and Electoral Campaigns of 8 April 2003 that stitesnecessity of thpublic support to
political parties which: a) should be limited to reasonable contributions; by be
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financial; c) be provided on the basis of objectifegr, and reasonable criteria; and d) does
not interfere with the independence of politicaftiges. Both the state and its citizens should
be entitled to support political parties. ArticleoRthe Common Rules contains an essential
new provision offering aefinition of donation to a political party which is understood as
any deliberate act to bestow advantage, economithmrwise, on a political party. The
Rules also propose certameneral principles on donationsaccording to which the
measures taken by status governing donations ftticpblparties should provide specific
rules to avoid conflicts of interest, ensure tramepcy of donations and avoid secret
donations, avoid prejudice to the activities ofifpcdl parties, and ensure their independence.
Sates should provide that donations to politicaitips are made public, in particular
donations exceeding a fixed ceiling, consider thgspility of introducing rules limiting the
value of donations to political parties, and adopasure to prevent established ceilings
from being circumvented. In addition to the gengmahciples on donations, states should
provide that donations from legal entities to pedit parties are registered in the books and
accounts of legal entities, and that shareholdeenp other individual member of the legal
entity be informed of donations. States should taeasures aimed at limiting, prohibiting,
or otherwise strictly regulating donations fromdegntities which provide goods or services
for any public administration. Donations from fapei sources should be prohibited or
otherwise regulated. States should also prohigéllentities under the control of the state or
of other public authorities from making donationspblitical parties. Article 8 of the Rules
provides for theextending of the rules regarded funding of politich parties to the
funding of electoral campaigns of candidates for ettions, and the funding of political
activities of elected representativesAs concerns thelectoral campaign expenditure the
Rules recommend that states (a) should considgstiadomeasures to prevent excessive
funding needs of political parties, such as estbig limits on expenditure on electoral
campaigns; and (b) require particular records tokéept of all expenditure, direct and
indirect, on electoral campaigns in respect of qaahical party, each list of candidates and
each candidate. Section IV of the Rules offesommendations on transparency of the
political party financing : a) political parties and the entities connected vpithitical parties
should be required to keep proper books and acspbiptthe accounts of political parties
should be consolidated to include, as approprtage accounts of the connected entities; c)
accounts of political parties should specify alhdtions received by them, including the
nature and value of each donation; d) in case ofations over a certain value, donors
should be identified in the records; e) the accoghbuld be regularly, at least once a year,
presented to an independent supervision authdiitgplitical parties should regularly, at
least once a year, make public their accounts arrmgmimum a summary of such accounts,
including the information referred above. The ComnRRules also provide fantroduction

of independent monitoring of the funding of political parties and electorantaigns
which should include supervision over the accowidtpolitical parties and the expenses
involved in election campaigns as well as theisprgation and publication. The Rules call
on establishing effective, proportionate and dissgasanctions for the infringement of
rules concerning the funding of political partieslalectoral campaigns.
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Il. COMPLIANCE OF UKRAINIAN LEGISLATION AND PRACTICE
RELATED TO THE FINANCE OF POLITICAL PARTIES AND
ELECTORAL CAMPAIGNS WITH THE EUROPEAN STANDARDS

47.PACE Recommendation 1516 (2001), the Venice ComamsSuidelines on the Funding of
Political Parties, and Committee of Ministers Reamndation Rec(2003)4 to member
states on common rules against corruption in tmelifg of political parties and electoral
campaigns suggest introducirggate funding of political parties in order to prevent
dependence of political parties on private dondcsording to the Law on Amendments to
Certain Legislative Acts of Ukraine Due to the tmtuction of State Funding of Political
Parties in Ukraine of 27 November 2007, the stateding of the charter activities of
political parties should have begun on 1 Janua72@vhile starting with 2006 political
parties should have begun receiving refunds far #lection campaign expenses. The Law
on the 2007 State Budget, however, suspended tltitywaf those provisions of the Law
on Political Parties in Ukraine that concerned skete funding of the charter activities of
political parties in 2007. The 2008 State Budget lveith amendments to certain legislative
acts of Ukraine excluded all provisions that engésh the state funding of the charter
activities of political parties, refunding of théeetion campaign expenditures incurred by
political parties from the State budget, and inicttbn of the oversight in the relevant area
from the Law on Parliamentary Elections (Article) @d the Law on Political Parties in
Ukraine.In such a way, political parties have been put intacomplete dependence on
private finance. Even though in May 2008 the relevant provisionghef2008 State Budget
Law were recognised unconstitutional, no state ifumaf the charter activities of political
parties began. This means that the alr@e®@mmendations issued by PACE, the Venice
Commission, and the Committee of Ministers with regrd to the advisable introduction
of the state funding of political parties are actully not fulfilled.

48.According to PACE Recommendation 1516 (2001) ared Guidelines, the state funding
shouldenable new parties to appear on the political arenand compete with more
stable parties under fair conditions.The Guidelines recommend that the mechanisms of
state funding be used to ensure equal possibiliteshe new and the existing political
parties. For this purpose, the finance should loeiged to those parties that represent the
majority of the voters and nominate their candiddta the elections. Article 17-3 of the
Law on Political Parties in Ukraine stipulates tetdte funding shall be provided only to
those parties that have overcome the thresholdlettad for the parliamentary elections.
This approach to the provision of state fundingdiscriminatory in relation to the new
parties which get a considerable support from thterg in the national elections but fail to
overcome the election barrier. To this end, the lamPolitical Parties in Ukrainghould
envisage provision of state funding to the politidaparties which, even though having
failed to overcome the established threshold, managto get a certain percentage of
votes in their support (e.g. 1% less than the eldgon threshold).

49.The provision on restriction of the total amount of funds provided from the State
Budget to fund a political party and on limitation of the total refunds that can be
issued from the State Budget to cover the expensesated to the election campaign
generallymeets the European standardand does not need to be revised.

50.The mechanisms of indirect State financial supporto the participation of political
parties in electionsestablished in the election legislation (fundingtleé production of
information posters for the participants of thecaten process, payment for the broadcasting
time on the state and community owned broadcastiagnels, payment for the publication
of the election programmes etojeet the European standardsand do not need to be
revised.
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51.The mechanisms of indirect State financial suppmthe political parties by exempting the
party revenues defined by the Law on the CorpdPaitdit Taxation from taxatiomlo not
contradict the European standards of political pary finance.

52.According to Article 17-1 of Law on Political Pas in Ukraine, the state provides funding
to the charter activities of the political partiest related to their participation in the
elections to the public authorities and local gglf«ernance bodies. Article 17-7 of the same
Law sets that the state funding can be stoppeapin the submission of the Ministry of
Justice, the court establishes any facts evidertbiagthe state funding provided to finance
the charter activities of the political party halveen used by such a party to finance its
participation in the elections or for the purposesrelated to its charter activitieBhe law,
however, does not require that the state funding mvided to support political parties
be accounted separatelyThus, that state funds can arrive to the generabadt of a
political party used to receive private donatiomsf individuals and legal entities, and may
be used to fund the campaign in the period of elest Thus, currently théaw on
Political Parties in Ukraine sets no clear mechaniss to ensure the targeted use of state
funds provided to fund the charter activities of pditical parties. Therefore, the Law on
Political Parties in Ukraine should be amended in w@ler to ensure that (1) the state
funds provided to fund the charter activities of pditical parties be put into a special
current account of the political party; (2) no funds from other sources, e.g. private and
corporate contributions, revenues from the main agvities of the party, be deposited
into such special account; (3po funds be transferred from such special accounbtthe
election fund account of the political party, its bcal organisations, candidates in local
elections or presidential candidates nominated byhe political party; and (4) the inflow
and use of the funds on the special account openéar the state funds provided to
finance the relevant political party be accountedeparately.

53.Even though the Law on Civil Associations, the LanvPolitical Parties in Ukraine, and the
Law on the Corporate Income Taxation limit the msgs for which the political party funds
can be used (e.g. it is prohibited to buy secwritie use the funds for profit-making), they
offer no clear list of the charter activities of a political party. Thus, the rights of
political parties defined by Article 12 of the Lawon Political Parties in Ukraine need to
be specified. Besides, the legislative terminologysed by different laws related to this
area needs to be unifiedThus, the Law on the Corporate Income Taxation eggsuch
terms as “business activities”, “main activitiesaohon-profit organisation”, “incomes from
the main activities”, while the Law on Political itas in Ukraine uses the notion of “the
charter activities of a political party”. In additi, the Law on Corporate Income Taxation
offers no definition of the “main activities”, whilthe Law on Political Parties does not
define the concept of the charter activities ofbétisal party. Thus, the terminology used
by the taxation legislation and the legislation omolitical parties needs to be unified.

54.The Law on Political Parties in Ukraine and the Law the Corporate Income Taxation
offer nodefinition of the “donation to a political party” in the understanding of Article 2
of the Common Rules Against Corruption as any dedite act to bestow advantage,
economicor otherwise on a political party. Analysis of the Law on Pdalal Parties in
Ukraine and the Law on the Corporate Income Tarasbows that a “donation” is
understooanly as the funds and the property directly receive by a political party (e.qg.,
Article 7.11.3 of the Law on the Corporate Incormexdtion) by depositing such funds on
the relevant account or including the property thi® statement of assets and liabilities. The
“non-economic” advantages of a donation are notepsy and, consequently are not
reflected in the financial statements of politipatties.

55.The Law on Civil Associations, the Law on Politi¢zrties in Ukraine, and the Law on the
Corporate Income Taxation allow that funding of ificdl parties be provided by legal
entities. They prohibit, however, funding of pddl parties by state- and community-owned
entities, as well as entities with state- or comitysowned stakesThe Law on Political
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Parties in Ukraine, however, does not prohibit funéhg of political parties by the
entities, which may have no state- or community-owed stakes, but may supply works,
goods, and services to the public authoritied.ack of such a prohibition alsdoes not
meetthe principle present in PACE Recommendation 12081) and the Common Rules
Against Corruption, according to whiatountries are recommended to prohibit that
financial support to political parties be providedby the suppliers of works, goods, and
services to the public administration authorities. Thus, if legal entities are further
allowed to fund political parties, the Law on Pighi Parties in Ukrainshould prohibit
that political parties are funded by individuals or legal entities that provide works,
goods, and services for the needs of public authtigs and local self-governance bodies.

56.The general principles recommended to be acceptékebstates to govern the donations to
political parties set forth in Article 3 of the Camtitee of Ministers Recommendations
Rec(2003)4 contain the principle of independencepdlitical parties, including through
introduction of rules limiting the value of donai®to political parties. The Law on Civil
Associations and the Law on Political Parties inrditke set no limits to the value of
donations provided by individuals and legal entitis to political parties. This creates
possibilities for financial dependence of politigadrties on a limited circle of individuals
and legal entitiesShould legal entities continue being allowed to fuhpolitical parties,
the law should (1) limit a lump sum donation proviced by a legal entity to a political
party; and (2) restrict the total amount of donatins that can be given by one legal
entity to a certain political party over a certain period of time (e.g. one year). Such
limitations on the value of funding should also bestablished for individuals as well.

57.The provision of the Law on Political Parties in rdike prohibiting anonymous
individuals, non-resident legal entities, foreign ountries and citizens, companies with
foreign capital, charity and religious organisatiors to fund political parties does not
contradict the European standards and need not todrevised.

58.According to Article 6 of the Common Rules Agair@orruption, the rules concerning
donations to political parties, with the exceptiohthose concerning tax deductibility,
should also apply, as appropriate, to all entitwagch are related, directly or indirectly, to a
political party or are otherwise under the contbla political party. This principle is not
reflected in the Law on Political Parties in Uk®jinwvhich mainly regulates the functioning
of the central charter bodies of political partie®d not organisations connected with
political parties, such as mass media set up biigail parties, as well as local political
party offices with or without the status of a legaitity. The Law on Political Parties in
Ukraine offers no definition of such concepts as éatity connected with a political party”
and “control”. This means thamplementation of Article 6 of the Common Rules
Against Corruption requires the following amendmens to be done to the Law on
Political Parties in Ukraine: 1) to define the conept of “a connected entity” (this can be
done on the basis of the definition offered by &etil of the Law on Protection of Business
Competition; the list of connected entities shomiclude local political party organisations
and the mass media founded by political partigs)o define the concept of “control”
(this can be done on the basis of the definitidarefl by Article 1 of the Law on Protection
of Business Competition)3) to extend the rules established for the politidaparty
finance and accounting to the connected and suborhted entities.

59.Legalregulation of the funding provided to election comrission does not fully meet the
European standards.

60.Article 8 of the Common Rules Against Corruptiorta@ish that the rules regarding
funding of political parties should applyutatis mutandis to the funding of electoral
campaigns ofcandidates for elections and the funding of pdlitiactivities of elected
representatives. Meanwhile, the rules establistoedfihancing participation of political
parties in elections is different from the genermales of party finance. In particular,
practically all election lawgrohibit legal entities to make contributions to tre election
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61.

62.

funds (this is allowed only to individuals and relevamtrjicipants of the relevant elections
— candidates in local elections, presidential odautehis, political parties and their blocs, local
political party organisations and their blocs thave nominated any candidates). Election
laws, however, do not limit the number of contribos and the values of the contributions
that can be made by political parties themselvethecelection funds. Thigrovides legal
entities with a possibility to make indirect contrbutions to election funds Hegal entities
transfer their contributions to the current accoohta political party whereupon such
contributions are transferred to the election fondo the account of a local political party
organisation with the status of a legal entity #meh such contributions go to the election
funds of candidates in local elections nominatedtihy relevant local political party
organisation or to the election fund of the localitpcal party organisationThe following
solutions can be used to deal with this problem: I9ontributions made by legal entities
should be deposited on a separate current account the relevant political party; it
should be prohibited to transfer any funds from this account to other current accounts
of the political party, to the accounts of its lochorganisations (excluding the accounted
opened for depositing this kind of funds), to the ecount of the election funds of the
such political party or its candidates; the relevah amendments can be made to the
Law on Political Parties in Ukraine; 2) the election laws and the Law on Political
Parties in Ukraine should be amended in order to allow legal entitieso make
contributions to elections funds; at the same timethe transfers of the legal entity
contributions from the current account of a political party to the election funds should
be limited; in addition, a lump sum contribution by a legal entity to the election fund
and the total value of the contributions from oneegal entity to the election fund over a
certain period of time established for the electiorcampaign should also be restricted;
and 3) the Law of Political Parties in Ukraine shold be amended with provisions
prohibiting legal entities to fund political parties.

The election law$imit the transfers made by individuals to the electiomdsonly by the
value of one contribution the sole ground for the return of any transfedendy the
individual to the election is the excess of the ant@stablished for one contribution. At the
same timethe total number of the transfers from one individual is not defined. Thus,
the election laws should directly indicate whetherthe value established for one
contribution from an individual is the total amount of all contributions that can be
made by such an individual, or whether it concernsnly one-off transfers. In the latter
case, the total amount of contributions to the el¢ion funds from one individual in the
period between the opening of the relevant accourdnd termination of cash flow
should be limited.

Article 9 of the Common Rules Against Corruptiorissthat the states should consider
adopting measures to prevenxcessive funding requirements of political partiessuch as,
establishing limits on expenditure on electoral paigns. Limitation of expenditures on
election campaigns is today envisaged by the Lawresidential Elections and the Law on
Local Elections.The Law on Parliamentary Elections establishes noush limits. This
resulted in quick and ungrounded rise of sums spgnolitical parties and blocs for 2006
and 2007 electoral campaigns. It is enough to raerdnly the fact thathe refunds paid
from the State Budget on the results of 2006 parlraentary elections made up126 min
UAH (out of which to the Party of Regions — 35 min UAH Yulia Tymoshenko Bloc —
13,500,855 UAH, to Our Ukraine Bloc — 35 min UAH, the Socialist Party of Ukraine —
35 maa min UAH, and to the Communist Party of Ukraine 332,358 min)while for a
much shorter 2007 parliamentary election campaignhe refunds amount grew up
almost by 60 min UAH and amounted to almost 186 mItJAH (out of which the Party of
Regions received 44 min UAH, Yulia Tymoshenko Ble@4 min UAH, Our Ukraine —
People’s Self-Defence Bloc — 44 min UAH, Commuiatty of Ukraine — 14 836 862 min,
Lytvyn Bloc — 39,147,393 UAH). Thereforthe Law on Parliamentary Electionsshould
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be amended in order to cut down the allocations fothe parliamentary campaign by,
for example, establishing certain limitations on tle political advertising on TV and
radio, or by limiting the maximum amount of expenss from the election fund in
parliamentary elections.

63. Currently, different election laws establish diffiet approaches to the definition of the value
of election funds. The Law on Presidential Electiocior example, the value of the election
fund depends on the size of the minimal salaryrenday of its formation. The Law on
Local Elections binds the expenditure limit witlettype of the district (one-seat or multi-
seat) and the number of voters registered in easthictl In this contextjt would be
advisable to unify the criteria established for the definition of thescope of expenses
that can be taken from the election funds for diffeent kinds of elections

64.Election laws do not define the purposes for whicthe money from the election funds
can be usedNormally, the legislation would just stipulate thenciple whereby election
campaign can be funded exclusively from the electimds of the election subjects. At the
same time, the laws do not define the types ofitiets that can be used to incline voters to
vote for or against a certain candidate or politpzty (the types of election campaign and
related activities). The relevant purposes arendefionly by the resolutions of the Central
Election Commission which establish the forms qforés on the arrival and use of election
funds moneySuch legislative indeterminacy is one of the reasserof shadow election
funding as the expenses that are not directly attributetthécexpenses that can be funded
from election funds are covered from other tharcteda funds sources. Thereforthe
election laws should establish a clear list of thpurposes for which election funds can
be used.In addition to the expenses that shall be refleatettie reports on the arrival and
use of election funds money envisaged for the gessial and parliamentary electiortise
list of allowed expenses should also include the lages (political party activists,
trainers etc) under employment or civil law agreemats.

65. Article 10 of the Common Rules Against Corrupti@tssthat states should require particular
records to be kept of all expenditure, direct amtirect, on electoral campaigns in respect of
each political party, each list of candidates aadhecandidate. The election laws require
records only of those expenses that are done fronmd election finds of candidates,
political parties and their blocs in the national déections, and elections funds of local
political party or bloc organisations in the localelections.At the same time, the practice
shows thapolitical parties start funding of their election campaign expensasy before
the nomination and registration of their candidates (and consequently before the
accounts of election funds are opened, as the fbadm to form upon the registration of
election subjects), in particular as soon as tHevamt national or local elections are
announced, and even sometimes a few months bdferefficial beginning of the election
processSuch expenses used for the elections are done odisthe election fundsWith
this approach, the scope of the election campaxgereses indicated in the reports on the
arrival and use of election funds money make ordst pf the total expenses of political
parties in their election campaigns. That is winyaddition to the obligation to submit
reports on the inflow and use of election funds maey, political parties and their local
organisations should be required to submit reportson all expenses done from their
current accounts before the official beginning oflte election processShould candidates
for any elections be nominated by an election btbe, bodies exercising oversight of
funding of electoral campaigns (the Central Elect@ommission (CEC) in the case of
national elections and territorial election comnaes (TEC) in the local elections) should
receivea consolidated report on the expenses of the potitil parties (or local political
party organisations for the local electiomg)ich have formed the relevant election bloc
for the period between the date when the electorgrocess began and the day when the
account of the election fund was openeds, unlike with the expenses from the accounts
of election funds, neither the CEC, nor TECs haweugh possibilites to check the
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66.

67.

68.

reliability and completeness of the records of e&ges made in the period after the
beginning of the election process and until thenamge of the election fund accounts, it
would be advisable to add a provision to the Ukaairegislation that have been adopted by
many European countries — financial statementherexpenses done by political parties in
the period between the beginning of the electiorcgss and the opening of the election
fund accounts shall be submitted to the CEC (fdional elections) or TECs (for local
elections) together with the relevamginion of an independent auditor.

The CEC and TECs have enough possibilities to eeetse cash flow on the accounts of
election funds held by the subjects of electioncpsses in the real time (by checking and
registering the files sent from the banks whereefleetion fund accounts are open, as well
as by getting the weekly details on the electiondfaccounts), which allows oversight
authorities supervising the funding of electorainpaigns to fully check the completeness
and reliability of the information reflected in tmeports.However, the CEC and TECs
have no proper access to the information on the egpsesmade by political parties not
from the election funds, bfitom their own accountswhile preparing to the electionBhis
problem can be solved (a) either by prohibiting eletion subjects and their local
organisations to make any expenses from their currg accounts after the election fund
accounts are open and until the ballot day; or (bpy grating the CEC and TECs access
to the information on the cash flow on the currentaccounts of political parties in the
period between the opening of election fund accountand until the ballot day.

In addition to the expenses mentioned in Paragfplof this report, a number of other
categories of expensewme not covered by the accounting and control of iancial
oversight authorities (the CEC and the relevant TECs), in particular:tilg expenses
mentioned in Paragraphs 65 and 66 of this Re@rindirect expenses of the election
process subjects (e.g. the use of their property drequipment for the purpose of the
election campaign which is allowed by the legislatn but is effectively beyond the state
supervision); and 3) expenses of the third partiethat finance participation of political
parties and candidates in elections not through thelection funds, but directly,on their
own behalf. It seems advisable to include the etdiexpenses of the election subjects in the
electoral financial statements.

All election laws formally prohibit funding of elearal campaigns outside the election funds.
However, the mechanisms to ensure the implementatighis prohibition are established
only for individuals that can be brought to the @&usirative or criminal account for funding
expenses of political parties/blocs and candidatgside their election fund$No legal
liability is established for the same violations cmmitted by legal entities (excluding the
mass media). If any mass media violate this prohition by broadcasting or publishing
information that has express features of politazhlertising, but which has not been paid for
from the relevant election funthis would result in non-proportionally tough sancions,
such as suspension of a broadcasting license or pightion of a printed media until the
elections are over.At a round table, dedicated to the illegal politieavertising in the
media, Mr V. Shevchenko, Chairman of the Nationdland Radio Broadcasting Council
said that the National Council had not able to yagpich sanctions to any media in 2007, as
the relevant violations had been committed by jprally all media, and the sanctions
envisaged for such violations were inadequatelgts®ince to the bigger or lesser extent all
political parties are using the possibilities taduheir electoral expenses not only from the
election funds, but also through the “initiative’legal entities, normally election players do
not complain about such violations to the CEC [ia hational elections) or TECs (in the
local elections). Consequently, such violations agmout of the attention of oversight
authorities, while funds received by political pestand blocs through the above methods
are not accounted, not mentioned in the finandetements, and make up a considerable
part of election shadow financ@his problem can be solved through the following
means: 1) clear definition of the “campaign expensg in the election laws; this will
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enable oversight authorities to classify the relevd allocations done individuals and
legal entities outside the election funds as illegand apply the relevant sanctions to the
violators; 2) establishment of proportionate sanctins for legal entities that violate the
finance rules set for the participation of politicd parties and candidates in the elections
in a separate unit of each election law (like it isdone in many other European
countries); and 3) establishment of proportionate anctions for the media in the Law
on TV and Radio Broadcasting or the relevant law orelections for airing political
advertisements without them having been paid for fom the relevant election funds.
According to the Venice Commission Guidelines fanaacing Political Parties, election
accounting documents shall be submitted to theva@keauthority in charge of the election
oversight, e.g. election commission, within a naéibterm after the elections and published.
At the same timenot all election laws require publication of the etction financial
reports (See Paragraph 24 of this Repofpr example, the Law on Parliamentary
Elections does not envisage such publication at alThe CEC does not do that on its
own initiative, and as a resultthe information on the inflow and use of electiomds by
political parties and blocs that have participat¢hie recent regular and early parliamentary
elections (in 2006 and 2007) is not generally asibés Also the forms of the relevant
financial statements that are approved by the GiEQGhie relevant elections do not require
disclosing information on the individuals that makenations to the election funds. Such
statements just provide information on the valuéuofls transferred by the election subject
to its election fund, the value of funds transfdrte the election fund by a political
party/bloc (or their local organisations) that imasninated a candidate in the presidential or
local elections, as well as the value o funds feansd to the election fund by all individuals.
In this context, it ismdvisable (1) to amend the Law on Parliamentary Elgions so that
that political parties and blocs are required to pwlish financial statements on the
formation and use of the election finance; (2) tanclude a provision in the election laws
for them (and not CEC resolutions) to establish aidt of requirements to the financial
statements on the inflow and use of money from thelection funds, in particular a list

of the expenses to be mentioned in such statemeitsaccordance with the definition of
the concept of “the campaign expenses”, a list ofansfers to be reflected in such
reports, including from the persons that have madedonations exceeding the
established amount (with the disclosure of informabn on such persons); (3) to amend
the Law on the CEC or the election laws so that therequire the CEC to publish the
financial statements on the formation and use of ettion funds on the official CEC
website; (4) to amend the Law on Local Elections gbat it requires the relevant TECs

to submit financial statements from filed by the paticipants of local elections for their
publication on the CEC website within the terms estblished by the Law for the
publication of such reports in the local and regioal printed media; and (5) to extend
these proposals to the expenses made after the beang of the election process and
until the opening of the election fund accounts.

Neither the election laws, nor the Code of Admmaite Infringements or the Criminal
Codeestablish any liability for the election fund managrs as concerns the failure to
submit the statements on the formation and use oflextion funds, which is rather
conducive for the violation of the sates establisher submission of such statements or
submission of statements that do not meet the GiQinrements set for the form of such
statementsThe Code of Administrative Infringements or the Criminal Code should
establish the liability for the managers of electin funds for the failure to submit or
delayed submission of financial statements to the B (for national elections) or the
relevant TECs (for local elections)

Contrary to Article 16 of the Common Rules Agai@sirruption, violation by the political
parties and candidates of the election financesrdtees not result in the application of “the
effective, proportionate, and dissuasive” sanctitmshe violators. Thus, if a presidential
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candidate uses any funds outside the election faméxceeds the established level of
expenses, this will result only in announcemena afiarning. The Parliamentary Election
Law punishes the same actions first time by a waaxnand second time by cancelling the
registration of an election participant. The lattanction, however, is applied only to the
candidates, and not political parties, and onlyh@ cases when the relevant violation is
committed not later than three days before theobalnother extreme is used in the local
elections: should a candidate in local electiona political party/bloc that nominated such a
candidate use any funds outside the election funégxteeds the expenses limit, the
registration of such a candidate is cancelled ieddpntly of the amount of unlawfully used
funds — one hryvnia or one million hryvniaBhus, sanctions for the violation of the
election finance rules established for the electioparticipants by the laws on national
elections contradict the principles of effectiveness proportionality, and dissuasiveness,
while the sanctions applied in local elections doat meet the proportionality principle.

To solve this problem, the Code of Administrative mfringements (for individual
candidates) or a separate section of the electiomws (for individual candidates,
political parties/blocs, local political party organisations and their blocs) should
establish liability for the violation of the finance rules which would meet the criteria of
effectiveness, proportionality, and dissuasivenes$r example in the form of a fine
which should be multiple of the unlawfully used sura. Cancellation of the registration
as a sanction should be envisaged for the most smrs violations of the rules.

Unlike in many other countries, the Ukrainian legisation does not require publication

of the election financial statements some time be® the elections,which would allow,
firstly, to attract the public attention to the soes of funding and the purposes for which the
funds are used by the candidates and politicaigsanell before the voting; secondly, it will
be possible to apply preventive measures to th&ateis; and, thirdly, this will help to
create the necessary preconditions for the efficaarersight of the election funding on
behalf of the public and the media. It should beeddhatthe recommendation to reduce
the periods established for publishing financial sitements is present in a number of
GECO third evaluation round reports. To this end, he laws on election should require
that the CEC (for the national elections) and the elevant TECs (for the local elections)
publish the reports on the formation and use of elgion funds, as well as statements on
the use of funds by political parties in the periocbetween the beginning of the election
process and the opening of the election fund accatirsuch information should be
published some time before the ballot date.

Articles 11 and 12 of the Common Rules Against Qatiion recommend that states should
require political parties and the entities conngetéh political parties to keep proper books
and accounts; states should also require the atxamina political party to specify all
donations received by the party including the reaaurd value of each donation. In addition,
in case of donations over a certain value donassldhbe identified in the records. As it has
already been mentioned, the current Ukrainian latiis is rather contradictory when it
comes to governing the relations related to thenfoof statements to be prepared by
political parties: the Law on Civil Associations miens such records as the budget of a
political party; the Law on Political Parties — tircome and expenses statements, the
property statements, and the statement on the fustate funds provided to finance the
charter activities of a political party. In additiathe legislation requires that political parties
prepared reports on the use of funds of non-pmfifanisations and institutions to be
submitted to the tax authorities located in theaawhere a relevant political party is
registered on a quarterly basi$e legislation establishes only the list of the farmation

to be reflected in the reports on the use of fundsef non-profit organisations and
institutions, while no legislative act defines thecontent of all the other statements
mentioned above.lt has already been mentioned that the Law on iPalitParties in
Ukraineoffers no definition of entities connected with ocontrolled by a political party.
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Likewise, there are no requirements on the necesgito include the financial statements
of the local political party organisations and massnedia founded by political parties in
their income and revenue statements or property staments.In practice political parties
prepare financial statements that are related dalytheir activities, while the local
organisations with the status of legal entities arabs media founded by political parties
keep their own books which are not reflected in fimancial statements generated by
political parties. The form established for thetestaents on the use of funds of non-profit
organisations and institutions does not envisagedilclosure of the information on the
donators. Such statements contain only the infoomadn the general value of the non-
repayable financial aid and voluntary donations tlee charter purposes, the scope of
revenues from the main activities efithus, the accounting principles established for
political parties do not meet the principles of theCommon Rules Against Corruption.
To this regard it would be advisable (1) that the lw on Political Parties in Ukraine
define such concepts as “a connected entity”, “cordl” (“entity controlled by a
political party”); (2) that the statements to be prepared by political parties be unified —
political parties should be required to prepared oe consolidated income and expenses
statement to include information related to the ret¢vant political parties and the
entities controlled thereby as concerns their incom sources, their values, type of
incomes in accordance with the classification estabhed by the Law on the Corporate
Income Taxation, information on the donators that nade donations exceeding the
amount set by the legislation; the purposes for whh the relevant political party has
used the funds, including the state funds providetb finance its charter activities; the
property currently owned by the political party; and the party’s current tax liabilities;
(3) that the form of the above consolidated finanai statement be set by a joint order
of the State Tax Administration (STA) and the Minigry of Justice (MoJ); political
parties should also no longer be required to submistatements on the expenses of non-
profit organisations and institutions; and (4) a cetain periodicity is established for the
submission of the above statements to the relevaaversight authorities (the STA, the
Main Control and Audit Office, the MoJ), e.g. onceper three months with the accrued
results by the end of the period under report.

74.Article 13 of the Common Rules Against Corrupti@@ammends that states should require
political parties to present the accounts regularig at least annually to an independent
authority, and also to make such accounts pubhie.Law on Political Parties in Ukraine
does not require that political parties take initigive to submit their income and
expenses statements, property statements, anchetateon the use of the state futmshe
MoJ which can get such statements only upon its regst. The Law on Political Parties in
Ukraine requires that political parties annuallyblgh statements on their incomes and
expenses, a property statement, and a report onsthef state funds provided to finance
their charter activities. At the same tintiee Law sets no deadline for the publication of
such documents (except for the report on the stattunds which shall be published
before 1 April of the year following the one undereport), just like it does not require
political parties to notify the MoJ of the publication of such statementswhich makes it
more complicated to supervise the observation ®@fr¢evant requirements of the Law. It is
demonstrative that in 2007 only eight politicaltpss (according to the official MoJ website)
took the initiative to notify the MoJ on the pulalion of their income-expense statements
and property statements. The authors of this shalye not found any signs of the above
documents on the websites of any of the registpadditical party, excludingrabluko (and
even that report is for 2004). It should also bé&dahat the Law on Political Parties in
Ukraine does not establish proportionate sanctionghe failure to publish the financial
statements: according to Article 19 of the Law atitRal Parties in Ukraine, only one of
two sanctions can be applied — a warning on theidamce of unlawful actions or
prohibition of a partyThus, it would be advisable to amend the Law on Pitical Parties
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in Ukraine in order to envisage the following: 1) political paties shall be required to
submit financial statements (or a consolidated finacial statement should such
statements be unified) on a regular (annual) basi® the relevant authority monitoring
the financial activities of political parties by 1April of the year following the one under
report; 2) clear deadlines should be established fahe political parties to publish their
financial statements (concurrently with the submis®n of such statements to the
monitoring authority or upon their consideration and approval by such an authority);
3) sanctions should be established for the delaysdbmission of financial statements to
the monitoring authorities, for the incompliance wih the forms established for such
statements, submission of untrue information, and elayed publication of the financial
statements in the media; 4) political parties shodlbe required to notify the monitoring
authorities of the publication of their financial gatements within five days upon such
publication; and 5) monitoring authorities should publish the financial statements
received from political parties on their official websites.

75.Article 14 of the Common Rules Against Corruptioecammend introduction of
independent monitoring in respect of the fundingalitical parties and electoral campaigns.
In Ukraine, this recommendatiohas been only in relation of electoral campaigns
monitored by relatively independent bodiesj.e., by the Central Election Commission (in
the national elections) and the relevant territaglaction commissions (in local elections).
Funding of the charter activities of political past not related to their participation in
elections is monitored by three public authoritieamely the MoJ, the Main Control and
Audit Office (MCAOQ) (as concerns the scope of stiateds provided to fund the charter
activities of political parties and the purposes W¥ehich such funds are used), and the
Accounting Chamber (AC) (for the same purpose & MCAO). Out of the above
authorities, only the AC can be described as indepéent, while the MCAO and the
MoJ are part of the system of central public execite authorities which makes it
impossible to define their monitoring as independem Moreover, the MoJ has no
specialised office to audit financial statements gdolitical parties. At the same time, the
transfer of monitoring functions from the MoJ to the MCAQO would not correspond to
the purpose of the MCAO which controls only the useof the state funds, while the
transfer of the same functions to the AC would rurcounter the Ukrainian Constitution,
as according to Article 98 of the Constitution, theAC is in charge of supervising the
inflow and use of state funds (contrary to Lima Delaration of Guidelines on Auditing
Precepts). In this context, fulfilment of the recormendation done in Article 14 of the
Common Rules Against Corruption requires (a) either revision of the AC’s
constitutional tasks in order to enable it to exense independent monitoring of the
political party finance (for this purpose, Article 98 of the Constitution needs to be
amended); (b) or establishing a specialised unit fanonitoring political party finance
within the MoJ (this will not, however, ensure indgpendence of such monitoring); and
(c) delegate the powers to monitor political party finance to an independent
anticorruption authority (the Anticorruption Bureau or any other similar body to be
set up).

76.Article 16 of the Common Rules Against Corrupti@aommend that states should require
the infringement of rules concerning the fundingofitical parties and electoral campaigns
to be subject to effective, proportionaed dissuasive sanctions. The issues related to the
effectiveness, proportionality, and dissuasiver@ssanctions established for the violation
of the rules set for the funding of election carmgpaiare considered in Paragraphs 68, 70,
and 71 of this report. Today, individual violatioassuch rules either do not result in any
punishment for the violators, or the sanctionsraseproportionate to the violation (and/or
not effective and dissuasive enough). Sanctionssaged the Law on Political Parties in
Ukraine are also not sufficient enough. It has aye been mentioned that the Law
establishes four main sanctions for the partiet \ttidate the rules of finance: warning on
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prevention of illegal activities; prohibition of@arty; suspension of the state funding of the
charter activities of a political party (in caserain-targeted use of the state funding); and
termination of the state funding (should a politicarty fail to submit a report on the use of
the state funding by 1 April of the following yeanly the last two sanctions can be
described as effective, proportionaded dissuasive, while the first two can hardly be
considered to be proportionate. such a way, the list of sanctions should be extded
and specified. In particular, it seems advisable talo the following: 1) to establish an
exhaustive list of grounds for prohibition of a poitical party (which should include
only the activities envisaged by Article 5 of the aw on Political Parties in Ukraine, as
well as systematic commitment of the violations fowhich the relevant political party
has been already fined); 2) to introduce a fixed fie for the commitment of any of the
established list of violations, in particular in rdation to the finance issues (e.g. in the
cases when a political party fails to submit or pulish its financial statements within
the established dates); 3) to specify the groundsrf making a warning (for the first-
time minor violations not subject to other sanctios); and 4) to extend Article 159-1 of
the Criminal Code and Article 212-15 of the Code ofAdministrative Infringements
also to the violations of the political party finarce rules (the Criminal Code and the
Code of Administrative Infringements should be supfement with the relevant articles).

lll. PROPOSALS ON THE REFORM OF THE FINANCE OF POLITICAL
PARTIES AND ELECTORAL CAMPAIGNS IN UKRAINE

1. The Law on Political Parties in Ukraine should lmeeaded in order to ensure an efficient
oversight of the political party finance; politicparties should start getting state funding
after 1 January of the year following the one whies above amendments to the Law on
Political Parties in Ukraine come into force.

2. State funding should be provided also to thoseigsmthat fail to overcome the election
threshold, but get a certain support of the voters., 2-2.5% with the threshold being 3%).

3. In order to ensure the targeted use of the stawdsfprovided to finance political parties, the
Law on Political Parties in Ukraine should be anmezhéh order to ensure that (1) the state
funds provided to finance political parties be dafeml on the special current account of the
relevant political party; (2) no funds receivednfrether sources, i.e. contributions made by
individuals and corporations, revenues from theygmmain activities, be put into such
special account; (3) no funds be transferred frashsspecial account to the election fund
account of the political party, its local organisas, candidates in local elections or
presidential candidates nominated by the politgaaty; and (4) the inflow and use of the
funds on the special account opened for the statdsf provided to finance the relevant
political party be accounted separately.

4. In the Law on Political Parties in Ukraine (Articl2), the notion of the “charter activities of
the political parties” should be defined in mordadewith the list of the possible types of
such activities; the terminology used in the taatiegislation (“the main activities”) and
the legislation on political parties (“the chargetivities”) should be unified.

5. The definition of the “donation to the politicalmpd used in the Law on Political Parties in
Ukraine should be brought into compliance with égi2 of the Common Rules Against
Corruption.

6. Should the provisions that allow funding of poltigarties by legal entities be kept in the
Law on Political Parties in Ukraine, there a neegiohibit that political parties be funded
by the companies which, even though without stateea stakes, supply works, goods, and
services for the state needs.
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7. The Law on Political Parties in Ukraine should riestthe donations that can be provided
from one person as a lump sum, or, which would loeenpreferable, the total amount of
donations from one person over an establishedgefitime (e.g. one year).

8. The Law on Political Parties in Ukraine should @ntdefinitions of such notions as “the
person affiliated with a political party”, “contfothat can be modelled on the relevant
definitions offered by Article 1 of the Law on Peation of Business Competition.

9. The Law on Political Parties in Ukraine should exteéhe rules on political party finance
and accounting to the connected and controllediesit{as required by Article 6 of the
Common Rules Against Corruption).

10.The current election laws make it possible for legptities to indirectly fund elections,
including through election funds, even though stweiding is formally prohibited by the
election laws. The following solutions can be used deal with this problem: 1)
contributions made by legal entities should be diépd on a separate current account of the
relevant political party; it should be prohibiteal transfer any funds from this account to
other current accounts of the political party, l® taccounts of its local organisations
(excluding the accounted opened for depositing kimisl of funds), to the account of the
election funds of the such political party or iendidates; the relevant amendments can be
made to the Law on Political Parties in Ukraine;tR¢ election laws and the Law on
Political Parties in Ukraine should be amended iideo to allow legal entities to make
contributions to elections funds; at the same tirtiee transfers of the legal entity
contributions from the current account of a padditiparty to the election funds should be
limited; in addition, a lump sum contribution bylegal entity to the election fund and the
total value of the contributions from one legalignto the election fund over a certain
period of time established for the election campaspould also be restricted; and 3) the
Law of Political Parties in Ukraine should be ameshdvith provisions prohibiting legal
entities to fund political parties.

11.The election laws should directly indicate whetther value established for one contribution
from an individual is the total amount of all cobtitions that can be made by such an
individual, or whether it concerns only one-offriséers. In the latter case, the total amount
of contributions to the election funds from oneivwdual in the period between the opening
of the relevant account and termination of casw #hould be limited.

12.The Law on Parliamentary Elections should be ameémnderder to cut down the allocations
for the parliamentary campaign by, for examplealgls&thing certain limitations on the
political advertising on TV and radio, or by linmg the maximum amount of expenses from
the election fund in parliamentary elections.

13.1t would be advisable to unify the criteria estabéd by the election laws for the definition
of the scope of expenses that can be taken froneltion funds for different kinds of
elections.

14.The election laws should establish a clear listhef purposes for which election funds can
be used. The list of allowed expenses should aistude the salaries (political party
activists, trainers etc) under employment or dawv agreements.

15.The election laws should require not only submissaf financial statements on the
formation and use of election funds, but also thalitical parties (local political party
organisation) provide the relevant election commiss with the records of all their
expenses made from their current accounts afteroffieial beginning of the election
process and until the opening of the election faccbunt of a political party (local political
party organisation) that participates in the eteddior the election fund of the account held
by the bloc to which such political party (localligoal party organisation) belong. Such
statements can be filed either separately, or éoresolidated form and should include the
record of the expenses made from the election fuemd current accounts. Election
commissions should be endowed with sufficient pewer check the reliability of the
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information on all such expenses after the offibdinning of the election process and until
the date when the relevant political party opesgliéction fund account.

16.The CEC and TECs have no proper access to themat@n on the expenses made by
political parties not from the election funds, Iaim their own accounts while getting ready
to the elections. This problem can be solved (gneeiby prohibiting election subjects and
their local organisations to make any expenses ttair current accounts after the election
fund accounts are open and until the ballot daybpby grating the CEC and TECs access
to the information on the cash flow on the curr@edounts of political parties in the period
between the opening of election fund accounts auitithe ballot day.

17.The CEC and TECs do not cover with their oversiletindirect expenses of the election
participants which support their campaigning witleit property, equipment etc, which is
allowed by the election legislation, but is outsitie state supervision. The election laws
should require inclusion of such indirect expensasthe election financial statements.

18.The election laws should clearly define the conadpthe “campaign expenses”; this will
enable oversight authorities to classify the ref¢\alocations done individuals and legal
entities outside the election funds as illegal apgly the relevant sanctions to the violators.

19.The election laws should be supplemented with dotian on Liability for Violation of the
Election Legislation to establish proportionateciemms for legal entities that break the rules
set for funding participation of political partiesd candidates in elections (as it is done in
many other European countries).

20.The Law on TV and Radio Broadcasting or the relégaations of the elections law should
establish liability of the media for airing politicadvertisements without them having been
paid for from the relevant election funds.

21.The Law on Parliamentary Elections should requiendatory publication of the election-
related financial statements of political parties &locs.

22.The election laws (and not CEC resolutions) shasthblish a list of requirements to the
financial statements on the inflow and use of mdmnes the election funds, in particular a
list of the expenses to be mentioned in such sené&srin accordance with the definition of
the concept of “the campaign expenses”, a lisraigfers to be reflected in such reports,
including from the persons that have made donatexteeding the established amount
(with the disclosure of information on such pergons

23.The CEC Law and the election laws should requieg the CEC publish the financial
statements submitted by the election subjects @ CH#C official website.

24.The election laws should require that the finansiatements be published not only after the
elections, but also some time before the ballot.

25.The Law on Local Elections should require thatréslevant TECs provide the CEC with the
financial statements of the local election subjeotgpublish them on the CEC official
website within the dates established by the Lawtlier publication of such reports in the
local and regional printed media.

26.The Code of Administrative Infringements and thér@mal Code should establish liability
of the election fund managers for the failure torsit or delayed submission of the financial
statements to the CEC (for national elections)®C¥ (for local elections).

27.The Code of Administrative Infringements (for indival election candidates) or a special
section in the election laws (for individual caratiels, political parties, bloc, local political
party organisations and their blocs) should esthbiability for the violation of the rules set
for the funding of electoral campaigns by the etecsubjects. The relevant sanctions shall
be effective, proportionate, and dissuasive andsage, for example, a fine that would be
multiple of the amount of illegal used funds. Cdiat®n of registration as a sanction
should be established for the most essential vaoiatof the finance rules.

28.The accounting principles established for politipalties do not meet the principles of the
Common Rules Against Corruption. To this regardvduld be advisable (1) that the
statements to be prepared by political partiesriiged — political parties should be required
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to prepared one consolidated income and expersgsngnt to include information related
to the relevant political parties and the entittestrolled thereby as concerns their income
sources, their values, type of incomes in accorelamth the classification established by
the Law on the Corporate Income Taxation, infororation the donators that made
donations exceeding the amount set by the legisiathe purposes for which the relevant
political party has used the funds, including ttegesfunds provided to finance its charter
activities; the property currently owned by theipcdl party; and the party’s current tax
liabilities; (2) that the form of the above consdalied financial statement be set by a joint
order of the State Tax Administration (STA) and #eistry of Justice (MoJ); political
parties should also no longer be required to subtatements on the expenses of non-profit
organisations and institutions; and (3) a certa@nqglicity is established for the submission
of the above statements to the relevant oversighiosities (the STA, the Main Control and
Audit Office, the MoJ), e.g. once per three montiith the accrued results by the end of the
period under report.

29.The Law on Political Parties in Ukraine should lmeaded to envisage the following: 1)
political parties shall be required to submit fineh statements (or a consolidated financial
statement should such statements be unified) oegalar (annual) basis to the relevant
authority monitoring the financial activities of Igizal parties by 1 April of the year
following the one under report; 2) clear deadlisé®uld be established for the political
parties to publish their financial statements (corently with the submission of such
statements to the monitoring authority or uponrteensideration and approval by such an
authority); 3) sanctions should be established tfer delayed submission of financial
statements to the monitoring authorities, for ti@impliance with the forms established for
such statements, submission of untrue informaaoi, delayed publication of the financial
statements in the media; 4) political parties stided required to notify the monitoring
authorities of the publication of their financialaments within five days upon such
publication; and 5) monitoring authorities shoulabfish the financial statements received
from political parties on their official websites.

30. Fulfilment of the recommendation done in Article ®8 the Common Rules Against
Corruption requires (1) either revision of the Agotng Chamber constitutional tasks in
order to enable it to exercise independent momigpdf the political party finance (for this
purpose, Article 98 of the Constitution needs to dmended); (2) or establishing a
specialised unit for monitoring political party &éince within the MoJ (this will not, however,
ensure independence of such monitoring); and (B)gdée the powers to monitor political
party finance to an independent anticorruption @ity (the Anticorruption Bureau or any
other similar body to be set up).

31.The list of sanctions should be extended and spdciin particular, it seems advisable to do
the following: 1) to establish an exhaustive lisgmunds for prohibition of a political party
(which should include only the activities envisadwed Article 5 of the Law on Political
Parties in Ukraine, as well as systematic commitr@nthe violations for which the
relevant political party has been already fined);t@ introduce a fixed fine for the
commitment of any of the established list of vimas, in particular in relation to the
finance issues (e.g. in the cases when a polpiagal fails to submit or publish its financial
statements within the established dates); 3) toifgpthe grounds for making a warning (for
the first-time minor violations not subject to atlsanctions); and 4) to extend Article 159-1
of the Criminal Code and Article 212-15 of the CasfeAdministrative Infringements also
to the violations of the political party financeles (the Criminal Code and the Code of
Administrative Infringements should be supplemeith\the relevant articles.
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