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1 PREFACE

Political Party is a tool to summarize and to egpreivic interests, which performs its functionartks
to its ability to influence decision-making centefspower in a State. Parties play a role or pofitgkers
and, at the same time, of agents of political fighiich is a necessary condition of access to resguof
power.

Constitution of Ukraine establishes for the Partiesleading role in shaping out and expressintyef
political will of the public. Such role can not performed without proper financial resources, whedable
Political Parties not only to make clear their goahd ideas for the public, but also to competé wite
another, to develop their political programs, tketpart in elections to the representative bodidhe State
power and local self-governments and to influeheeforeign and internal policies of the State.

The Parties’ need to fund their activities genex@eo major problems: increase of risks of cormupti
in the politics (rendering of certain services xtleange for the financial support) and growth @gjuality in
the Parties’ ability to fight for political powebecause amounts of available financial resourcesrdae to
a big extent their capabilities to compete.

That is why the question of who, in what amournisyhat manner, at which expense and with which
purpose funds the Parties’ activities becomesyréalportant. Essential detailed elaboration of rihles of
funding of the Parties and electoral campaignshim national legislation of majority of the demoarat
countries is a convincible proof of it. Such leséHdetail is aimed at accomplishment of severdidas

first, to diversify sources of funding of the Pasij so that non of sponsors has a decisive infeuefc
the Parties’ activities (the influence o the Siateompensated with private funding of the Pardied vice-
versa: influence of private donors is reduced tigaextent due to funding of the Parties by theteSta
order to prevent influence of just one donor of Bagties’ activities, the legislation establishestation of
amounts of contributions to the Parties, etc.);

secondly, to create conditions for developmenthef partisan system, rise of new Parties, support of
competition between the existing Parties (for inséa by means of State funding of nonparliamentary
Parties, establishment of tax exemptions for thiid2aand donors, limitations on expenditures ef Parties
for electoral campaigns, etc);

Thirdly, to ensure transparency of funding of tlaties and electoral campaigns and to create proper
conditions for governmental and civic control ie threa of funding of the Parties and elections.

During the last decades the problem of funding aitieal Parties and electoral campaigns gained an
international significance. There were severalnaiis to systemize positive foreign experience ig #nea,
which were depicted, in particular, in Recommeratatdf Parliamentary Assembly of Council of Europe
1516(2001), Guidelines And Report On The Financdi Political Parties adopted by the Venice
Commission at its 46th Plenary Meeting, (Venicg,0dMarch 2001), Recommendations Rec (2003)4 Of
Committee of Ministers of Council of Europe to thMember States concerning single rules against
corruption in the area of funding of political past and electoral campaigns as of 8 April 2003.

The latter document has a special significancest,Hirestablishes main directions of improvement o
regulations of funding of Parties and electionshat national level in order to prevent politicarregtion.
Secondly, in 2006 Ukraine joined the Group of Stadgainst Corruption (GRECO), which monitors
compliance with the Recommendation Rec (2003)4hWithe framework of its third round of evaluation,
GRECO will review issues of funding of Politicalfas and assess correspondence of the legislatitre
Member States, including Ukraine, to standardfiefGouncil of Europe in this domain.

The suggested concept of amendments to Laws ofitékrgith regard to increase of transparency of
funding of the Political Parties and electoral caigps in Ukraine will take into full account pronias of
the aforementioned Recommendation and envisionepriggal prerequisites for reduction of corruption
the politics, approximation of the national legigla concerning funding of Parties and electorahpaigns
to the best foreign, first of all, European praesian order for Ukraine to comply with its undeeak
obligations with regard to fight against corruption

The concept establishes the main problems of régoaof the funding of the Parties and electoral
campaigns in Ukraine and recommendations concethgigresolution with consideration of the documsen
of Council of Europe and GRECO monitoring repotthimi the third evaluation round.



2 FUNDING OF POLITICAL PARTIES BY THE STATE

2.1 IMPLEMENTATION OF STATE FUNDING OF POLITICAL PARTIE S

Before the 60-ies the Parties in foreign countiese funded through membership fees, proceeds from
business activities and funds from private don®te support of the partisan activities by the Stas
mostly reduced to different forms of indirect fungli But the Parties’ expenses were continuouslyvigig
and, respectively, the Parties’ need to increasmuats of their funding was growing. Growth of degence
of the Parties from private funding was increaghmgrisk of transforming the Parties into a toofdom and
to express the will not of the voters, but rathiethose who extend the financial support. Thishis teason
why, starting from the 60-ies, the European coaststarted implementing direct funding of the Rarby
the State: Denmark and Sweden in 1966, FRG in 1Bigfand in 1969, Italy and USA in 1974, Austria in
1975, Portugal in 1976, Greece and France in 18841888 respectively. As of today, most of the ¢oes
of the world provide for direct financial suppoftthe Parties by the State.

In Ukraine, the direct State funding of the PodtidParties was implemented by the Law “On
Amendments to Some Legislative Acts of Ukraine om@ection with Implementation of State Funding of
Political Parties in Ukraine” as of 27 November 200

According to this Law, the Parties were supposdaktéunded by the States in two ways: 1) funding of
statutory activities of the Parties, which are metated with their participation in elections toeth
governmental and local self-government authorit®sreimbursement of the Parties’ expenses relaied
funding of their electoral campaigns during ordjnand extraordinary elections of the People’s Diggubf
Ukraine. The Parties eligible for receipt of theatS8tfunds were those, which overcame the electoral
threshold at their own or within an electoral block

According to the aforementioned Law, the annual amof the State funding of statutory activities of
the Parties from the National Budget was suppasde 10.01 of the amount of the minimal wages defee
of 1 January of the year preceding to the yeauofling multiplied by the number of citizens incldda the
voters’ lists during the last ordinary electionglodé People’s Deputies of Ukraine.

Parties’ expenses related to financing of the etattcampaigns during elections of the People’s
Deputies of Ukraine, were supposed to be reimbuesmdrding to the Law “On Elections of People’s
Deputies of Ukraine”. Its latest version as of 18t@ber 2001 envisaged reimbursement of the Parties’
expenses related to financing of their electorahmaigns during elections of the People’s Deputres i
amounts corresponding to the actual cost, but mwerthan the threshold amount of expenses frontcebdc
fund of a Party (Block) established by Law (i.eithm the limits of 150,000 non-taxable minimal ames
of citizens). On 7 July 2005, Law “On ElectionsRéople’s Deputies of Ukraine” was presented inwa ne
version, where the amount of the State reimburserokmxpenses of the Parties (Blocks), related with
financing of their electoral campaigns, was supgadsecorrespond to the actual cost, but not moaa th
1000,000 minimal wages for every Party (Block).

According to the Law as of 27 November 2003, theteStunding of the Parties’ statutory activities
was expected to start from 1 January 2007, whiderdimbursement of the Parties’ expenses related to
financing of their electoral campaigns, after Ramientary elections of 2006. On 4 May 2006 the CEC
passed a decision on reimbursement to Politicatid®apf their expenses related to financing of rthei
electoral campaigns (CEC resolution No. 1215 as bfay 2006). The total amount of the reimbursement
was 126,853, 243 hryvnias; the maximal amount efrdimbursement to a Party (Block), which overcame
the electoral threshold, was 35,000,000 UAH. Theeases related to financing of political campaigese
also reimbursed based on the outcome of the exlireoly Parliamentary elections of 2007 (CEC Regarut
No.554 as of 6 November 2007). The total amounhefreimbursement in 2007 was 185,984,255 UAH; the
maximal amount of the reimbursement for a Partyo¢B), which overcame the electoral threshold, was
44,000,000 UAH

As far as the direct State funding of the Partstatutory activities, it ended up not being prodide
within the terms established by the Law. Even nibes that: Point 91 Part Il of Law of Ukraine “Ota
Budget of Ukraine for 2008 and On Amendments to Shegislative Acts of Ukraine” as of 28 December
2007, the provision of the Legislation of Ukrainencerning State funding of the Political Partiesttjw
regard to both their statutory activities and reimsement of electoral campaigns cost) was cancelled



By Decision of the Constitutional Court of Ukraias of 22 May 2008, Point 91 Part Il of Law of
Ukraine “On State Budget of Ukraine for 2008 and Anendments to Some Legislative Acts of Ukraine”
was declared non-constitutional.

However, since decision of the Constitutional Cocah not be applied retroactively while the
legislative provision concerning State funding leé Political Parties was cancelled and not suspkritie
aforementioned decision did not entail the rectunsbdin of the effect of provisions concerning fumgliof the
Parties. So, the current Legislation of Ukrainesdoet provide for State funding of the Politicartitss and
provisions implemented by the Law as of 27 Noven#f£3, lost their effect.

The need to implement State funding of PoliticatiBa in Ukraine is implied by a number of reasons.
First of all, State funding of the Parties prevehtsa significant extent, the corruption in palj because
the Parties’ dependence on private funding inceetise probability that the access to power wiluked to
support those who fund the partisan activitieso8dly, the State funding guarantees a certain nahiavel
of financial support to the Parties, which does deptend on availability of private funding sourddence,
the State funding promotes equal opportunitiesctnpetition between the Parties. Thirdly, avaiigpibf
the State funding allows the Parties to reorieeirtefforts from search of additional funding sasdo
development of the Parties’ ideology, their localls; consolidation of their human and organizalon
resources.

Among the European countries, the direct Stateifgndf the Parties is implemented, in particular, i
Albania, Austria, Andorra, Belgium, Bulgaria, Bosrand Herzegovina, Great Britain, Denmark, Estonia,
Ireland, Iceland, Spain, Italy, Litwania, Nethedan Germany, Norway, Poland, Portugal, Russia, Rima
Slovak Republic, Hungary, Finland, France, Checkubdic, Switzerland and Swed’enOnIy several
European States do not have the direct State fgnofirthe Parties, in particular, Latvia. GRECO laas
negative opinion concerning absence of the direteSsupport to the Parties: in Point 85 of itsleation of
transparency of funding of Parties in Latvia, GRE@@ommends to Latvia to implement direct fundifig o
the partisan activitiés

Recommendations:

The effective laws of Ukraine should be amendeslich a manner that the direct State funding of the
Political Parties is implemented.

2.2 DEFINITION OF FORMS, AMOUNTS AND CRITERIA OF DIRECT STATE FUNDING OF
PARTIES AND AREAS OF SPENDING OF BUDGET FUNDS

Implementation of the direct State funding of tr@itital Parties implies rise of the four issueatth
need to be responded:
*  Which should be forms of State funding of the ReditParties?
*  Which should be the amount of the State support?
* Which specific Parties should be eligible for th@t& funding and which should be the
principles to distribute the budget funds amongRhdies?
» For which specific purposes may the Parties speadunds received from the State budget?

Analysis of foreign practices demonstrates thatyrfareign States grant the direct budget funding to
the Parties in two _formsl) in form of annual State funding; 2) in form @fnding of the Parties’
participation in parliamentary elections (in somgedfic cases, even in elections to the European
Parliament). Many countries of the world use tHesms in parallel (Australia, Austria, Albania, Angtina,
Belgium, Bulgaria, Bosnia, Israel, Italy, Mexicoef@any, Norway, Poland, Romania, Slovak Republic,

! Funding of Political Parties and Election CampaiffR.Austin, M. Tjernstrom . — International Insti for
Democracy and Electoral Assistance, 2003. - p.-2093. -
http://www.idea.int/publications/funding_partieslogd/full.pdf

2 Evaluation Report on Latvia on Transparency ofyPEunding (Theme I1), adopted by GRECO at it§ B¥enary
Meeting (Strasbourg, 6-10 October 2008). — p. 23. -
http://lwww.coe.int/t/dghl/monitoring/greco/evaluais/round3/GrecoEval3(2008)1_Latvia_Two_EN.pdf



Hungary, Finland, France, Japan, étd.\)oreover, some of the state use also other fafmihe budget
funding: through granting a one-time financial s&sice upon the Party’s State registration (Aljarig
means of funding Party Parliamentary activitieszrpant for labor of an established number of empéaye
ensuring of operation of Parliamentary oppositi@ne@t Britain, Iceland, Netherlands) funding ofti?ar
scientific research institutions, youth, women'gasrizations, mass media (Netherlands, Norway, Rif)la

The Parties in Ukraine should be funded by theeStathe forms of annual funding of Party’s
activities and (at the same time) in form of fundig of participation of the Parties in elections of
People’s Deputies of Ukraine.There are the following reasons for that: 1) fungdof just current Party
activities will lead to the situation when the Restwould accumulate the budget funds in ordempgnd
them with electoral campaigns or would actively &g contributions from private donors during eleto
periods, when expenses of the Parties grow upfiigntly; 2) the funding of exclusively participati of the
Parties in the elections would imply dependencthefParties from private funding in the periodsagsn
elections.

the State may fund participation of the Partiethaelections both before the day of voting atteles
of People’s Deputies and based on the outcome @fethctions to the Parliaments (in the form of
reimbursement of the cost of electoral campaigtill, 8nder the conditions when a significant numbé
contenders participate in elections, granting ofdiifrom the State budget to all Parties, whictppsed
their candidates for the Parliamentary electiodses not make sense. Henparticipation of the Parties
in the elections should be funded by means of reimmbsement of the expenses of the Parties (Blocks),
related with their participation in elections of People’s Deputies of Ukraine.

The nest issue that need to be regulated in theobmenountsof the State funding of the Parties.
Within this context, interesting experience is &lae in the countries, which are similar to Ukeainy the
size of their populations. In Poland the annual am®f the State funding of the Parties in 2006820&s
from 27 to 31 millions Eurds in France it was 75 millions Eurosnd in Spain, 82 millions Eurbs
According to the Law as of 27 November 2003, in 2@ amount of funding of the Parties’ statutory
activities should have been 191,538,429.2 UAke., 17,984,829 Eurfswhich is almost twice as little as
in Poland. So, there is need to revise the forrtwulzalculate the amounts of the State funding efRharties’
statutory activities established by Law (in orderdecrease such amounts). Respectivily,amount of
annual State funding of the Parties’ activities shold be defined by means of multiplication of 0.01fo
the minimal wages (as of 1 January of the year preding to allocation of fund to finance the Parties)
by the number of voters included in the Voters’ Liss during the last ordinary elections of the Peopls
Deputies of Ukraine.

The amount of expenses of the Parties (Blocks}eglto their participation in elections of People’s
Deputies to be reimbursed by the State can be atkiim the basis of the Law “On Elections of Peaple’
Deputies of Ukraine”. According to Article 98 dfi$ Law, the limit amount of reimbursement of the
electoral cost for a Party (Block) was 100,000 am®wf the minimal wages (as of 1 July of 2007,
44,000,000 UAH). Sathe amount of reimbursement from the State budget foexpenses related to the
Party participation in elections of People’s Deputis should be defined for every Party (Block) as the
amount of actual expenses from their electoral furgl but should not be bigger than 100,000 amounts
of minimal wages as of the day of opening of accuration accounts of a Party (electoral Block).

% Funding of Political Parties and Election Campaiff.Austin, M. Tjernstrom . — International Insté for
Democracy and Electoral Assistance, 2003. - p.-2293. -
http://lwww.idea.int/publications/funding_partiesfog@d/full. pdf

* Evaluation Report on Poland on Transparency dfyffamding (Theme II), adopted by GRECO at it§ #0enary
Meeting (Strasbourg, 1-5 December 2008). — p. 8. -
http://lwww.coe.int/t/dghl/monitoring/greco/evaluais/round3/GrecoEval3(2008)2_Poland_Two_EN.pdf

® Evaluation Report on France on Transparency dfyfFamding (Theme I1), adopted by GRECO at it #lenary
Meeting (Strasbourg, 16-19 February 2009). — p. 6.
http://www.coe.int/t/dghl/monitoring/greco/evaluais/round3/GrecoEval3(2008)5_France_Two_EN.pdf

® Evaluation Report on Spain on Transparency ofyfarhding (Theme I1), adopted by GRECO at it§ #lenary
Meeting (Strasbourg, 16-19 February 2009). — p. 6.
http://www.coe.int/t/dghl/monitoring/greco/evaluais/round3/GrecoEval3(2008)3_Spain_Two_EN.pdf

" Amount of funding of statutory activities of tharfles, according to the Law, was supposed to @ @ the minimal
wages as of 1 January 2008 (5.15 UAH) multipliedhi®/number of voters included in the Voters’ Lidtsing the last
elections to Verkhovna Rada of Ukraine (37,191,0&®@rs according to CEC -
http://www.cvk.gov.ua/pls/vnd2006/W6P001).

8 At.65 UAH per 1 Euro.



One of the problems related to implementation ateStunding of Parties in Ukraine is the issue of
criteria for eligibility of the Parties for fundinffom the State Budget.According to the Law as of 27
November 2003, only those Parties, which overcdreestectoral threshold, were eligible for Stateding
of their statutory activities and reimbursementegpenses related to their participation in Parliaiauey
elections. The respective provision of the law was consistent with the Recommendation of PACE 1516
(2001). According to this recommendation, the Stateling should give to the new Parties an oppaftun
to appear on political arena and to compete urelecdnditions with more stable Parties. This ireplthat
the State Funding should be granted not only tdghdiamentary” Parties, but also to shoes, wtioh not
represented in the Legislative Body. The latter imaydentified on the basis of several criterianely:

1) on the basis of number of votes obtained by thalléarty (Block) organizations during
ordinary local elections to the representative-gelfernment bodies, where the elections were
based on the proportional system;

2) on the basis of the number of the candidates pespby the Party )Block) during the last
Parliamentary elections;

3) on the basis of the number of votes casted focainelidates from the Party (Block) during the
last Parliamentary elections.

The first approach is difficult to be implementedpractice from the technical point of view: paatis
composition of the Blocks at National and localcgtns may be different; also, there are differance
between numbers of members of Oblast, District@itgl councils and between the numbers of partidipan
in the local elections; in order to implement thproach in practice, exchange of information betwal|
territorial electoral commission and CEC would nésdbe well organized (data concerning compositbn
Councils, outcome of local elections, parties pedpg their candidates, etc.).

Implementation of the second approach may leatdasituation when all of the registered Parties wil
become eligible for the State funding.

Hence, the eligibility of the Parties for the Staieding should be defined on the basis of the siote
casted for the candidates from the Party (Block)nduthe last Parliamentary elections. This is éyahe
approach used in many European countries: in Noralhyrarties, which participated in elections, are
eligible for the State funding (at 8 Euros per eaate), in Albania, Estonia, Slovenia and Franeedlgible
Parties are those, which obtained 1% of votes @mée 1% in 50 electoral districts), in Iceland &wdkeden
those, which obtained 2.5% of votes; in Poland,#%otes (for Parties) and 6% of votes (for Blockn)
Slovak republic, 3% of votes.

The Norwegian experience of Party funding can moapplied under Ukrainian conditions: if in 2006
all participants of elections had been eligible fbe State funding, 45 Parties and Blocks wouldehav
received it. In 2006 11 Parties and Blocks would have recettiedState funding provided that to be eligible
they had to obtain 1% of votes; 7 Parties and Bldick 2% of votes (while only 5 Parties and Blocks
overcame the electoral threshold). In 2007 thesebmus would be respectively: 1%, 7 Parties and &lpc
2%, 6 Parties and Blocks (5 Parties and Blocks acarae the electoral threshold). So the number of
participants, which were supported by more thand?%oters did not almost change during 2 years avhil
the number of those, which were supported by 1%otdrs, decreased significantijence, the Parties and
Blocks eligible for the State Funding should be thge, whose candidates received 2% of votes during
the last elections of People’s Deputies.

Another issue, which needs to be regulated refergrinciples of distribution of the budget funds
among the Partiesvhich became eligible for the State funding.Histcontext, it should be noted thatly
those Parties, which overcame the electoral threshh should be eligible for reimbursement of the
election-related cost because the maxima amount of such reimbursenoerd Party will be significant:
100,000 minimal wages.

The annual State funding may be distributed amdmg Rarties on the basis of one of the two
approaches: a) equally among all Parties (Blockgjbée for the State funding; b) in proportion the
number of votes casted for the Party (Block) dutimg last elections of People’s Deputies of UkraiFiee
shortcoming of the former in that it will not atttdnterests of a Party (Block) to active fight the voters’
support: no matter what the outcome of the eleasoprthe Party (Block) will receive the same amoaht
funding that all other Parties (Blocks). This is tlieason whyhe annual amount of direct State funding of
activities of the Parties (Blocks) should be distduted among the Parties and Blocks proportionally @
the number of votes casted for their candidates dimg the last elections of People’s Deputies of
Ukraine.

® http:/iwww.cvk.gov.ua/pls/vnd2006/w6p400?PTO01 FENE:



The last important issue, which need to be resoirembnnection with implementation of direct State
funding of Political Parties is the one concern@mgas of spending of the fundsceived from the National
Budget of Ukraine.

it is quite evident that the budget funds usedeimburse expenses of Parties and Blocks related to
their participation in elections of People’s Depatiof Ukraine, may be used by the Parties and Blatk
their own discretion.

More complicated problem is the one of use of fumt®ived by the Parties to finance their actisitie
First, such funding is aimed at ensuring the irdeRarty development and should be used by théeRént
full during a year instead of being accumulatedtsn Parties’ accounts and directed to the elecfarals
during the electoral campaigns (after that theeStawuld return these funds to the Parties in thenfof
reimbursement of expenses for electoral campagegdondly, the State needs to be able to monitoofise
the budget finds. Thirdly, the annual State fundingy be a tool to stimulate certain types of theyPa
activities (for instance, scientific research, suppo mass media, development of youth organimatietc.)
in the event that the areas where the Parties mpagdsthe funds are established by law. It should be
emphasized that in many European countries thediudgds are directed to funding of types of atitei
specified by law. Such countries, in particulacliie Great Britain (the United Kingdom allocatedthe
Parties 2,000,000 pounds for development of palitcomponents of their programs), Spain (about
4,000,000 Euros are allocated every year to enguotection of the Parties against terrorist attes)pt
Netherlands (every year 176,580 Euros are allocatdith may be used only to fund certain types of
activities: trainings, awareness campaigns, spi@achformation, support of connections with foreign
Parties, attraction of new members, etc.), Poléindricing of Expertise and Electoral Funds of thaeties).

Accumulation of the budget funds on accounts of Rlagties and their further transfer to electoral
funds may be prevented through a number of medmanig legislative provisions obliging the Parties to
return the balance of the funds, which have not beeused during a year, back to the State budget of
Ukraine; b) establishment of prohibition for the Paties to transfer the budget funds to their own
electoral funds, electoral funds of Blocks or of g@rate candidates at the elections

Efficient State monitoring of use of the budgetdamimay be ensured by means of implementation of
separate accounting of such funds at separate bamlg accounts.Specifically, such approach | s used in
Poland.

Incentives for certain areas of the Party actigitigay ne established by means of determinatiohe
Law “On Political Parties in Ukraine” of an exhaustive list of activities, with which the Parties are
allowed to spend the budget fundsSuch types of activities may include: support éoith, women'’s and
other associations of citizens; support to the yParmdwn local organizations and Party’s mass media;
organizations and conducting of public events (fiestations, meetings, round tables, conferences), et
spreading of information concerning Party’s idegsals and activities to include use of mass media;
research on matters of politics, law, economy,dogy; professional development of the Party’s emees.

Recommendations:

1) direct State funding of the Political Parties ddolie implemented in two forms: a) in form of
annual State funding of the statutory activitiestlsd Parties; b) in form of reimbursement from Btate
budget of expenses related to the Parties’ pagticip in elections of People’s Deputies of Ukraine;

2) Parties eligible for the annual State funding loé tstatutory activities should be those, which
proposed, at their own or within composition ofctbeal blocks, proposed their candidates, whichewer
supported by at least 2% of the voters, which pipdied in the last elections;

3) Parties eligible for reimbursement from the Sttelget of Ukraine of expenses related to their
participation in elections of People’s DeputiedJfaine should be those, which participated atrtoein or
within a composition of an electoral block in disttion of Deputy’s mandates based on the outcoihtleeo
latest elections;

4) amounts of the annual State funding of the staguotivities of the Parties should be determingd b
means of multiplication of 0.01 of the minimal wagestablished as of 1 January of the year precéditige
year of allocation of funds in support of Partiastivities, by the number of voters included in Yaters’
lists in the National electoral district during tast ordinary elections of People’s Deputies ofdilke;



5) expenses related to participation of a Party éctedns of People’s Deputies of Ukraine should be
reimbursed to a Party (Block) in accordance with dlotually spent money, but within the limits o01@D
minimal wages established as of the day of opeofrige accumulation account by the Party (Block);

6) the amount of the annual State funding of theustay activities of the Parties established by Law
on State Budget of Ukraine should be distributedragrihe Parties (Blocks) proportionally to the nembf
votes casted for the candidates from such PaBilegKs) during the last elections of People’s Degibf
Ukraine;

7) Procedure of distribution of the funds from that8tbudget of Ukraine among the Parties, which,
during the last elections to Verkhovna Rada of Weaavere part of an electoral block, should be l=gd
by an agreement on establishment of the respetiivek and, if such agreement did not provide for
procedure of distribution of the budget funds, s@uhd should be distributed equally among all Rarti
which were parts of the electoral block;

8) In the event that a Party becomes eligible foraheual funding of its statutory activities, it mus
open a separate current account to receive fuds fhe State budget of Ukraine, which will be used
fund the types of activities established by law;

9) Decision to grant the State funding in supporthef Party statutory activities should be made by a
competent authority only under the condition tihat Party’s authorized person submits a certififrat@ the
Bank confirming the fact of opening of a separateoant to place the budget funds (if such Partybers
eligible for the funding for the first time);

10) The current account of the Party used for plac¢mktiine State Budget of Ukraine in order to fund
its statutory activities should not be used to ireeéunds from other sources; funds from this actcouay
not be used for any purposes, which are not emasidy the Law “On Political Parties of Ukrainehda
may not be transferred to accounts of electorati$uof the Parties, Blocks and their candidateshen t
elections;

11) Funds from the State Budget of Ukraine may besfeared by a Party to accounts of its local
organization only provided that such organizatidvae opened separate current accounts, which are
expected to be used for transfer of the funds ftoerState Budget of Ukraine;

12) The funds from the State Budget of Ukraine alledab fund statutory activities of a Party, may be
used by such Party only with the following typestsfstatutory activities:

a) support to youth, women’s and other associatajreitizens;

b) support to the local organizations and mass aneidihe Party;

¢) organization and conducting of public eventsrifestations, meetings, round tables, conferences,
etc.);

d) spreading of information concerning the Partgisas, goals and activities including through mass
media;

e) conducting of research in the matters of paliiaw, economy and sociology;

e) professional development of the Party’s employees

13) The legislation should envision that the Partgsal organizations may use funds from the State
Budget of Ukraine (transferred to their currentaacts by the Party) only for purposes to organize @
conduct public events (manifestations, meetingsgndotables, conferences, etc.); spreading of indion
concerning the Party’s ideas, goals and activdied those of the respective local organizatiorhefRarty
including through mass media; research in the msatkpolitics, law, economy and sociology; profesal
development of the Party’s employees;

14) Use of the Budget Funds by the Parties is notestitip provisions of the Ukrainian legislation
concerning acquisition of works, goods and servatdhe expense of the State Budget of Ukraine;



15) In the event that by the end of the year the Partifs local organization failed to spend funds
allocated to fund the types of activities estaldisiby law, such funds are subject to return toStete
Budget of Ukraine within 30 days from the momenewlgrounds for such return have appeared.

3 REGULATION OF PRIVATE FUNDING OF POLITICAL PARTIES AND
ELECTORAL CAMPAIGNS

3.1 DEFINITION OF DONATION

According to Article 2 of Common Rules against @gtion in the Funding of Political Parties and
Electoral Campaigns (hereinafter — Common Ruleshation means “any deliberate act to bestow
advantage, economic or otherwise, on a politicatypaArticle 8 of Common Rules provides for the
application of rules ofunding of political parties should apply mutatis mutandis, particular to the
funding of electoral campaigns.

Pursuant to the analysis of the Laws “On taxatibprofits of enterprises”, “On political parties in
Ukraine”, laws on elections, donations to the pdetytity in electoral process) refer solely to thenetary
donations and assets. Such definition contravamesCbmmon rules, considering that it does not thelu
donations granted to the party (entity in electquedcess) in the form of works, services and other
advantages of monetary value (e.qg., fulfillmentoitractual obligations, etc.). As a result, aaiarportion
of party funds is not reflected in financial stagsts of the party, is not subject to accounting public
monitoring, which does not facilitate transparentjunding of the parties and electoral campaigns.

Article 6 of Common Rules provides that rules conoey donations to parties (except for the ones
concerning tax deductibility) should apply, as appiate, to all entities, which are related dingobir
indirectly, to a political party or are otherwisader control of the partyThe Law “On political parties of
Ukraine” contains no definition of entity connectedth the party and therefore, provides no rules of
donations to such entities. Unlike many other coest in Ukraine parties have no right to establish
enterprises, or obtain the right of ownership afusities. Thus, the entities connected with thdipsrare
only their local organizations, mass media, orgations and institutions founded by parties, ana,als
candidates for appropriate elections nominated doyigs or their local organizationghese are the very
entities to which the requirements concerning donabns set forth by legislation should apply.

The course of improvement of legal regulations i@pple to donations to parties, entities in eleitor
process, and entities connected with the partiesildhfocus on European practices associated with
regulation of the subject issues.

Firstly, donations to party include, in particularedit debt relief (when the indebtedness is amitff,
the donation is deemed to have been made to tig).p@his debt release funding practice is partdyl
common in Spain, for example where credit debtefeis used to avoid limitations on the amount of
donation.

Secondly, donations to party also include guaramgeis financial obligations by third parties, whe
such entities out of their own funds fulfill finalat obligations to bestow on the party, such sup®also
deemed to be a donation.

Thirdly, the notion of donation usually appliesrtembership fees of members of the party. Where
membership fees and donations of “external donars’regulated in different ways (Estdfja GRECO
emphasizes on the need to unify regulations togmteeircumvention of established limitations on the
funding of parties. In Ukraine the issue of whetlhagal requirements concerning donations apply to
membership dues remains unregulated by legislation.

Fourthly, the value of non-pecuniary donations s&ially set by entities making such donations
considering that according to revenue laws thebigxdonor's income is often discounted by the anhow
donation, and therefore, the entity should deteenmiire value of donation and the revenue amourif,itse
while the revenue authority should verify the aecyrof settlement. Since national legislations fates tax

10 Evaluation Report on Estonia on Transparency dfyffunding (Theme 1), adopted by GRECO at it§ Blenary
Meeting (Strasbourg, 31 March - 4 April 2009). -1p. -
http://lwww.coe.int/t/dghl/monitoring/greco/evaluais/round3/GrecoEval3(2007)5_Estonia_Two_EN.pdf
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exemptions to donors of parties (both natural &gall entities), the above approach can be usediaité
as well.

Fifthly, legislation in a number of European coisdrdirectly sets forth the regulation that theueabf
donation is valued at the market value of similaodgs, work and services effective at the time ofadion.

If supply, work or service is provided at the valower than the market value (and moreover — sdlely
specific entity), the value of donation shall be tfference between appropriate market value &ed t
amount paid for supply, work or service.

And finally, to prevent uncontrollable funding oamies and electoral campaigns by “third parties”
legislation in a number of countries sets forth daary registration of individuals making donatictias
parties and candidates in excess of the maximunuatrestablished by legislation at the external aigasn
monitoring the funding of parties and electoral paigns. One of such countries is Great Britain, in
particular: in England an individual donating o¥4:0000 to the funding of candidate election mugister
at the Election Commission, maintain accounting sugimit financial accounts to the Election Comnoissi
in accordance with the procedure established fdigsaand candidates for elections. An alternativeuch
registration might be prohibition (restriction) fohding of parties and electoral campaigns by tiiparties”.

Recommendations

1) donation should mean any deliberate act to beathx@ntage, economic or otherwise, on a political
party in the pecuniary or non-pecuniary form, inlshg by supply of work, goods and services at nst,co
granting exemptions, discounts on goods, work amgicges on such terms that are not granted to other
parties in terms of advantages;

2) the Law ‘On political parties in Ukraine” shouldciode regulation concerning the application of
restrictions related to the funding of parties layunal persons to members of the party (to presdificial
increase of numbers of party members avoiding ictisins related to the funding of parties by nafura
persons);

3) the definition of donations to the party (includiagpropriate limitations) in the Law ‘On political
parties in Ukraine” should also apply to the cretibt of the party written off by the creditor, atik
amount of liabilities paid off by third party inghinterests of the party;

4) the definition of donations to the entity in etaal process in appropriate elections (national or
local) to be aligned with the definition providadArticle 2 of Common rules should also be incldde
sections of laws on elections specifying the procedf funding of appropriate elections (parlianaent
presidential and local);

5) the Law ‘On political parties in Ukraine” shouldclude regulation pursuant to which the party
donating to the party (local party organizationgimon-pecuniary form must submit written inforroatto
the party specifying the date of donation, idenfftyl name, name of legal entity, identity codenattural
person or the ERDPOU code of legal entity), natir@onation and its market value within five days;

6) the laws on elections should include an optiontiia person to make non-pecuniary donations to
the party, block, local party organization, cantkda elections at the prior written consent frdma &ntity in
electoral process;

7) the Law ‘On political parties in Ukraine” shouldclude the list of entities directly or indirectly
connected with the party, to which restrictions agming the sources and limits of funding of thetipa,
accounting and financial reporting of the partylgpfphe subject list should include the following:local
party organizations whether or not they have tlaust of legal entities; b) mass media, institutions
organizations established by the party; c) candglédr elections nominated by the parties and Ipaaty
organizations.
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3.2 RESTRICTIONS ON SOURCES OF PRIVATE FUNDING OF THE PARTY

Article 15 of the Law of Ukraine ‘On political paes in Ukraine” and Article 22 of Law of Ukraine
“On public associations” prohibit funding of pod#l parties by the followingl) public authorities and
local-self-government bodies (except public fundinf political parties); 2) public and communal
enterprises, agencies and organizations, and glsmierprises, agencies and organizations withipuibl
communal share of capital, or non-resident ownderprises, agencies and organizations; 3) entespris
with foreign share of capital exceeding 20%; 4)efgn states and their nationals, foreign entergprise
agencies and organizations; 5) anonymous personmdaer the aliased name; 6) charity and religious
associations and organizations; 7) political partatside the electoral block of political parti8$;public
associations that are not legalized. In additiorticke 22 of Law of Ukraine “On public associatiéns
prohibits parties to profit from shares and othieclss.

Article 3 of the Common rules recommends that th&es introduce regulations focused on prevention
of anonymous donations to parties. Article 5 of @@mmon rules recommends prohibiting donations to
political parties from legal entities under the tohof the state or of other public authoritieslioniting,
prohibiting or otherwise strictly regulating doraais from legal entities which provide goods or s&w for
any public administration. Besides the states acemmended to specifically limit or otherwise redel
donations to parties from foreign donors (Articlefthe Common rules).

The limitation of the sources of funding of the fjEs existing in current legislation of Ukraine is
generally in line with the requirements of the Coomnules.

The key inconsistency is that the Law of Ukraine ‘@olitical parties in Ukraine” contains no direct
prohibition on the funding of parties by legal @es supplying work, goods and services to public
authorities and local self-government.

Considering that ultimately prohibition of fundig the parties by such entities would be unjuslifie
(even in view of the fact that supplies of goodsykvand services to public administration can déutst a
minor a portion in the structure of aggregate ineavh supplier) it should be expedient to restrict $uch
restriction can be based on the portion of incofnlegal entity received from the State or local geis in
the gross income of such entity. Dependence franbtidget funding is reached when the share of work,
goods or services supplied to public authoritieooal self-government bodies exceeds one halhcdme
of business entity. This is why thparties should not be funded by such legal entitieshich received
over 50% of gross income from supplies of work, gals and services to public authorities or local self
government bodies in the preceding year.

Another problem related to the sources of fundifhgasties and elections is that although funding of
parties by anonymous persons is prohibited by ltiis, in practice an individual can make a darato
the party without any documents identifying his/mationality whatsoever. Resolution of this problem
requires adjustment of the procedure of making tions.to parties and entities in electoral process.

Article 8 of Common rules provides recommendatim@pply the rules regarding funding of political
parties mutatis mutandis to the funding of eledtcaanpaigns of candidates for elections.

Instead, the sources of funding of parties andtieles in Ukraine are not streamlined: According to
the Law ,On political parties in Ukraine” legal @ms may provide funding to political parties; hewer, the
laws on elections prohibit funding of national dadal elections by legal entities.

This prohibition has a declarative nature: in thei®nment where contributions of parties to eleaito
funds are not limited in the number and amount afnpents elections can be indirectly funded by legal
entities, considering that budgets of parties camsist of donations of legal entities in their egtiy. It is
expedient to retain the prohibition on donationslectoral funds of entities in electoral proceskely if
legal entities will be prohibited to fund parties,otherwise, legal entities should be given tigatrto make
donations to parties and entities in electoral @ssc Although in recent years the tendency to pibhi
funding of parties and elections by legal entiieobserved in European countries, introductiorsuwéh
prohibition in Ukraine is unjustified consideringeak financial base of Ukrainian parties. Takingoint
account Article 8 of Common rules and the necessigreate equal conditions for access to privaeling
for parties and “independent” candidates, it iseghent to grant theght to donate to parties and entities
in electoral process, including candidates for apmpriate electionsto legal entities
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Recommendations:

1) The Law ,On political parties in Ukraine” needslie amended to prohibit donations to parties by
such legal entities which received over 50% of griogome from supplies of work, goods and servioes
public authorities or local self-government bodrethe preceding year;

2) The Law ,On political parties in Ukraine” and appriate laws on elections should stipulate for
Ukrainian nationals to make donations to partiegitjes of electoral process) solely under conditibat
they present identity documents certifying theitiovality, and also, the original STA identificaticode
reference;

3) the laws on elections should stipulate for legdities to make donations to entities in electoral
process in the national and local elections;

4) prohibit donations to electoral funds of entitieelectoral process by the entities having notrigh
make donations to parties according to legislation.

3.3 MAXIMUM VALUE OF PRIVATE DONATIONS TO PARTIES

According to Item b, Article 5 of the Common rulabe states are recommended to consider
introduction of limitation of maximum value of ddimans to parties. The Law ,On political parties in
Ukraine” is inconsistent with this recommendatioansidering that it provides no limitation of thalwe of
donation to the party by one person for a set desfdime.

However, in European countries the value of donatitm parties is usually limited: Great Britain —
£5,000 per year, Iceland — €2,488 per year, Spail60,000 per year, Latvia — €22,800 per year,
Netherlands (according to draft law on funding ofitical parties) — €25,000 per year, Poland — €8,9
Slovenia — €12,128 per year, France — €7 500 @t ye

Therefore, in Ukraine an optimal amount of donattonparty, its local organizations candidates
nominated by parties and their local organizatiorsle by one persanay constitute 100 minimum wages
(as of the date of donation) per year

Recommendations:

1) to prevent excessive dependence of parties onrfgriny a limited number of persons the Law ,On
political parties in Ukraine” should stipulate fibre maximum value of donations to party from ongtgn
(legal and natural) of 100 minimum wages per year;

2) the value of donations of the party to its owrctdeal fund or to the electoral fund of the blosk i
not limited in terms of the number and amount gfrpents;

3) the value of donation from one person to electéwald of the party, local party organization,
“party” candidates for all elections should be dsieed within the limits of maximum value of doratito
the party set forth by legislation. In case of dames to party prior to the electoral process, dhewable
value of donation to the electoral fund of suchtypahould constitute the difference between theimam
value of donation to the party and the prior damsithereto;

4) to ensure operational sharing of information betwie party, candidates and local organizations
of the party; prevention of excessive funding & tharty by one person, the parties should be ablige
maintain electronic records of donations specifyinfprmation concerning the identity of donor, natu
value and the date of donation in appropriate Hates (similar practice already exists in GreataBriand
Latvia).
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3.4 TAXATION OF DONATIONS TO PARTIES

Article 4 of the Common rules provides that fisiegjislation may allow tax deductibility of donatmn
to parties. However, such tax deductibility sholbdlimited. The laws of Ukraine set forth exempsidar
natural and legal entities providing financial saggo parties.

In particular, according to Item 5.3.2 of the La@n, income tax for natural entities” natural entity
may include the total sum of money or value of pecuniary donations or charity contributions to-fovt
profit organizations (and to parties) in the taadit for the reporting year for the amount over 234, not-
to-exceed 5% of the amount of aggregate taxableniecfor the reporting year. According to ltem 5.2.2
Article 5 of the Law ,,On enterprise profit taxatiotihe total cost of enterprise profit tax payerlutes the
total sum of money or value of goods (work, sersjosmluntarily paid (transferred) during the refraytyear
to not-for-profit organizations (and to parties)te tax credit for the reporting year for the amioover 2%,
but not-to-exceed 5% of the amount of aggregatebiaxdncome for the reporting year.

Therefore, the subject tax exemptions (in the fofrmcome tax deductibility) have limited character
and are consistent with Article 4 of the Commoresuland thus, these exemptions may be retaindikein t
course of further improvement of legal regulatidriumding of parties.

4 LIMITS ON EXPENDITURE OF POLITIAL PARTIES INCLUDING
EXPENDITURES ON ELECTORAL CAMPAIGNS

According to Article 9 of the Common rules, stagt®uld consider adopting measures to prevent
excessive funding of needs of political partiesghsas establishing limits on expenditures on etatto
campaigns.

The Law ,On political parties in Ukraine” sets forfiew mechanisms to prevent excessive funding of
political parties, including in particular, estaling restrictions concerning the sources of fupdamd
prohibition of certain types of activities to berwad out by parties. Thus, according to Articled4he Law
of Ukraine ,,On public associations” political padi organizations and institutions establishedetheare
not allowed to found enterprises, except mass meatigage in business or other commercial activity,
except trade of social and political literature astbler promotion materials, items with party synitol
festivals, festivities, exhibitions, lectures anbey social and political events.

In part of the above mentioned limitations the LafMJkraine ,,On public associations” is consistent
with Article 9 of the Common rules, and therefdre turrent limitations require no revision.

Herewith, the legal regulation of funding of elecis of people’s deputies of Ukraine at the cost of
electoral funds of parties (blocks) is inconsistenth Article 9 of the Common rules, consideringatth
legislation establishes no limitation on expenditfrom electoral funds at parliamentary electionptactice
the absence of such limitations results in impesuicrease of electoral campaign expenditurand
consequently to the search for additional souréésmaling for such needs by parties.

On the other hand, the ungrounded establishmetiieomaximum amount of electoral funds for the
election of President of Ukraine and local eledidoften at such level, which allows for no effeeti
election campaign) results in funding of such ébexst by direct funding of elections by “third padf rather
than from electoral funds. Lack of clear definitiohthe areas in which electoral funds of candisldte
elections can be spent also fosters shadow furafietgctions.

1t is sufficient to mention just the very fact ttthe amount of reimbursement of expenditure frdecteral funds
from the State Budget of Ukraine based on the tegilelection of people’s deputies of Ukraine2d06 constituted
UAH 126 min. (inter alia: Party of Regions — UAH 35 min., Blook Yuliya Tymoshenko — UAH13,500,855., Block
“Our Ukraine” — UAH35 min., Socialist party of Ukre — UAH35 miIn., Communist Party of Ukraine —
UAHS8,352,358), while for a much shorter electorampaign for early elections of people’s deputiedJ&faine in
2007- almost UAH60 mIn. more, i.e.atmost UAH 186 min. (inter alia: Party of Regions — UAH44 min., Blook
Yuliya Tymoshenko — UAH44 min., Block “Our UkrairePeople’s Self-Defense” — UAH44 min., Communistta
of Ukraine — UAH14,836,862., Block of Lytvyn” — UA39,147,393)
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Recommendations:

1) the existing mechanisms of prevention of exces8iveling of the needs of parties (restrictions
concerning the sources of funding, activities irichhparties are allowed to engage according tockrt?4
of the Law ,,On public associations” are consistgith the Common rules and may be retained in thesm
of further improvement of legal regulation of theéling of parties;

2) it would be expedient to introduce a common apghda the establishment of maximum value of
funding of presidential and parliamentary electaaipaigns and local elections in the laws on iglest
The maximum amount of expenditure from electoraldfiiof parties and blocks on parliamentary elestion
should constitute 100,000 minimum wages on the datgening the account of electoral fund (equintle
to the amount of reimbursement of the expendit@ipadies on elections by the);

For presidential elections — 50,000 minimum wagedhe date of opening the account of electoral
fund for the candidate for presidency;

For local elections of representative local selfegyoment bodies — 100,000 minimum wages, divided
by the number of voters included in the lists afeve within Ukraine and multiplied by the numberoters
in appropriate administrative territorial unit;

For election of village, settlement and town mayetsalf of the amount of expenditure from electoral
funds established for elections to representatival Iself-government bodies;

3) the laws on election should directly establish dheas of spending for electoral funds. Such areas
might include production of electoral campaign miate, use of mass media, rent of facilities, tpartation
expenses, communications services, payment forsagviand other services etc. (such areas can be
established based on the format of financial statesnconcerning the receipt and use of moneys from
electoral funds approved by CEC). These areas dhmufunded exclusively from electoral funds andan
other way.

5 TRANSPARENCY OF FUNDING PARTIES AND ELECTORAL CAMPA IGNS

5.1 ESTABLISHMENT OF REQUIREMENTS TO THE CONTENT OF CON SOLIDATED
FINANCIAL ACCOUNTS OF PARTIES

According to Article 11 of the Common rules accaumtf political parties should includas
appropriate, the accounts of entities connected with the @artAs it was noted before, the current law
provides no definition of the entity connected witle party and consequently, financial accountsanfies
include no information concerning the income anpesditures of such entities.

This Concept proposes to define connected entisel®cal party organizations, mass media founded
by parties, organizations and institutions and whatds for national and local elections.

It certainly hardly makes sense to include accoohtsandidates for village mayors and accounts of
primary cells established at small administratigeitorial units, particularly that GRECO recommsnd
introduction of such form of accounting that wowddsure that the requirements of Article 11 of the
Common rule are met on one hand, and on the otrat, vould not create excessive administrative dmurd
for parties. In view of the abovéinancial accounts should include accounts of theagpties, mass media
founded by parties, organizations and institutionsand local organizations of partiers (republican,
oblast, town and district levels).

According to Article 12 of the Common rules accaumf parties should include information
concerning donations received by the party to ihelinformation concerning the nature and valueazhe
donation. Where the value of donation exceeds fpopriate amount personal information of donator
should be specified in accounts of the party

The current legislation of Ukraine obliges the @arto generate four different reports - 1) finahci
account of receipts and spending; 2) property tegdraccount of the size and areas of spendirigeofunds
provided from the State Budget for statutory atibgi of parties; 4) quarterly report of the usdwifds of
not-for-profit organization (to be submitted to ttex authority at the venue of registration of featy).
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Herewith, the legislation establishes requiremeatthe content of only one report of all, and tlsathe
report of the use of funds by not-for-profit orgeation.

Recommendations:

1) the parties should be obliged to regularly sulmoitsolidated report of donations to the party dyrin
the year and areas of their spending for the sariegto the authorized monitoring authority in 8pghere
of funding of parties;

2) consolidated report should include informatiomagrning the funding of party (including funding
of the party organizations having no status of llegeities) and its local organizations (republicablast,
town and district levels), mass media founded byigm® organizations and institutions;

3) parties should generate and submit consolidagatt®on donations and areas of their spending no
later than on the 45day upon expiration of the reporting period, bistthard copy and electronic format
(for prompt processing of the data included inréqeort);

4) considering that monitoring of funding of partisscarried out by tax inspection and appropriate
social insurance field offices, in addition to colidated reports the parties should prepare andchiithe
reports stipulated for by taxation and social iasge legislation to such agencies;

5) consolidated reports on donations to parties asalseof their spending should include few sections:

a) general section to specify general assets op#rty, total value of pecuniary and non-pecuniary
donations to the party and connected entities dhicty breakdown to the sources of donations (natural
persons and legal entities, public funding);

6) general section to specify total amount of lidles of the party to creditors, areas of spendihg
pecuniary and non-pecuniary donations by the pamtlconnected entities, and also, the size of spegtial
such areas;

B) special section to include the following informoat structure of party assets, donations (pecyniar
and non-pecuniary) from natural persons and legfties, from the state to the party, donations(oéary
and non-pecuniary) from natural persons and legfities to each entity connected with the party] ahere
the size of donation exceeds specific amount,dukhinclude information about the person makinghs
donation (full name of person, name of legal entidgntification tax number of natural person gify);
identification number of legal entity accordingi®RPOU);

r) special section to include the following informoat structure of financial obligations of the part
(including guarantees of execution of such oblasiprovided to the party, received credits: exenutate
and number of credit agreements indicating the dateceipt of credit and scheduled payment dateng
of credits, name (full name) and identification esaf creditors), and also areas of spending oatitams by
the party and each connected entity;

6) the report of independent auditor concerning tmugacy of the subject report shall be attached to
the reports of the parties which received publiading for their statutory activities.

5.2 REQUIREMENTS TO THE CONTENT OF ACCOUNTS OF DONATION S TO ENTITIES IN
ELECTORAL PROCESS AND AREAS OF THEIR USE

Problem: all laws on elections set forth mandatory submissibfinancial accounts of the receipt and
spending of electoral funds to the Central Elec@mmmission (for national election) or territoredection
commission (for local elections) by custodianslet®ral funds.

The format of accounts of the receipt and spendinglectoral funds are to be approved by the CEC.
The subject accounts include: 1) report on the amitipn of electoral fund (consisting of two seaso
receipts to the accumulating account, payments flf@raccumulating account), 2) consolidated accotint
the receipts to the current account of the fundtaed spending, 3) account of uncommitted balaofcine
electoral fund. The breakdown of transactions tbuitke the breakdown of each transaction on elddiona
accounts shall be attached to the report. An egpdem note shall also be attached to the report.

At the same time, financial accounts of entitiesanresponding electoral processes include only the
receipts and spending of electoral funds rathen & costs (indirect donations, in particular) ftond
participation of entity in electoral process in #pgpropriate election.
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Also (contrary to a number of other European nalidhe electoral legislation of Ukraine sets farth
submission of reports to appropriate monitorinchatities in the sphere of funding of electoral caigps
some time prior to the date of election, which altjumakes efficient monitoring of funding of elewris and
application of effective, adequate and efficienictns for violations in the sphere of fundingebéctoral
campaigns impossible.

Recommendations:

1) it is expedient to establish mandatory submissibmeports on donations to entities of electoral
process and areas of spending of such donationadigdians of electoral funds (or financial adnimairs,
to be more accurate) to election commissions;

2) the reports of donations to entities of electprakcess and areas of spending of such donations som
time prior to voting date, e.g., no later thaneifih days prior to the date of voting (to allow wight time
for publication of the reports, appeals againshiified violations in the sphere of funding of dieas,
review of complaints, decision making, challengisfgdecisions issued based on the results of reafew
complaints prior to the date of voting);

3) the reporting period for the reports submittedenyities of electoral process prior to the date of
voting should be established with the consideratérihe deadline of submission of subject repoots t
appropriate election commissions and the time reduior generation of reports by custodians oftelet
funds (financial administrators). Such period, égample, can start on the date of registratiorppf@priate
entity in electoral process by the election comioissand end two to three days prior to the deadiane
submission of the report to election commissioald&ghed by law;

4) the laws on election should include mandatory sasion by financial administrators of reports of
donations to entities in electoral process andsaoéapending of donations for the period beginrahghe
end of preceding reporting period to the date aiingp(progressive total to the date of voting (firgport) or
just for the appropriate reporting period (reportthe latest reporting period) to election cominiss;

5) it would be expedient to incorporate regulatiossoading to which the reports of donations to
entities in electoral process and areas of spemgfirtipnations should include information both conasy
the donations to the account of electoral fund mfrepriate entity in electoral process and infoiorat
concerning the non-pecuniary donations to suchyerand this entity in electoral process is awdrsuzh
donations and has given its consent to such dorsiiothe laws on election;

6) requirements to the format of reports of donatitmsentities in electoral process and areas of
spending of such donations to be incorporated prapiate laws on election should be aligned wité t
requirements to consolidated reports of donationsrtities in electoral process and areas of spgnaoli
such donations.

5.3 PROCEDURE FOR PUBLICATION OF FINANCIAL ACCOUNTS

Article 13 of the Common rules recommends thatstlades should require parties to present accounts
regularly, and at least annually, to independetitaity monitoring funding of parties, as well asbfication
of consolidated accounts of parties, including infation concerning the source and size of eachtioma
as well as the individuals donating the amount&eding the maximum value established by the law.

The Law ,On political parties in Ukraine” providésr no mandatory requirement to submit accounts
to party funding monitoring agencies, party repgublication deadlines (except for the report of Hize
and areas of spending of resources from the Statigd® of Ukraine allocated for the funding of staty
activities of parties).

Procedure for publication of financial reports lné treceipt and spending of electoral funds foroveri
types of elections is not streamlined. Thus, adogrtb Part Fourteen of Article 43 of the Law ,Olection
of President of Ukraine” information concerning thiee of electoral funds of presidential candidated
financial accounts of spending of these funds at®ighed by the Central Election Commission in \éoaf
Ukraine and the Government Courier newspapersteotlaan on the 18day upon the date of election. The
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Law ,,On election of people’s deputies of Ukrainaidoses no duty on the CEC to publish accountseif th
receipt and spending of electoral funds of paries blocks. According to Part Sixteen of Article @&he
Law ,, On election of people’s deputies of VerkhovRada of Autonomous Republic of Crimea, local
councils and village, settlement and town mayaastounts of the receipt and spending of electorad$ of
local party organizations (blocks) are publishedcbyresponding territorial election commissiondanal
printed media within five days upon their receiptappropriate territorial election commission.

The Ukrainian laws on election include no publioatiof accounts of the receipt and spending of
electoral funds within a certain period prior te tthate of election, despite recommendation in abaurof
GRECO reports issued under the Third Round of Eteda concerning the requirement to publish finahci
electoral reporting within a certain period priorthe date of voting.

Recommendations:

1) the regulations concerning publication of finah@acounts of parties and entities in electoral
process, accordingly, in printed media no latemtlwa the fifth day upon submission of report to a
monitoring agency, and for elections (reports tosbbmitted by the date of voting), no later thantlos
second day upon the date of submission of repsirtajld be incorporated in the Law ,,On political tges in
Ukraine” and the Laws on elections;

2 consolidated accounts of the party or accountb@fentity to electoral process should be published
in printed media upon their initial review by mamihg agency (the purpose of such review is to gmev
publication of report with mistakes in numbers,dgpand other errors). However, in some specifiesas
(e.g., reports to be submitted to election commisdly the date of voting or reports to be submitted
appropriate monitoring authority along with the ueport) such review might be optional;

3) mistakes or errors found in the report requireftlewing: a) the appropriate authority will require
correction of mistakes and errors and re-submitépert; b) sanctions against the individuals whnegated
and signed the report; the first approach, whichoisimon practice in a humber of European counisies
more expedient;

4) The Law ,On political parties in Ukraine” and thews on election should include regulations
requiring that only a portion of report (for exampthe general one) should be subject to publicatio
printed media. The establishment of restrictiongceoning the scope of publication of reports in snragdia
at local elections where the number of entitiesl@ctoral process can be significant, seems tabeplarly
important. Herewith, in case only a portion of régs published in mass media, an appropriate patiin
should advise on how to get access to the fuli@ersf such report;

5) the responsibility for publication of reports irags media might be assigned to the either of two
persons: either the one submitting the report émitoring agency (in which case this person shawitiffy
the monitoring agency of the fact of publicationtleé report; untimely publication of the reportidee to
provide information to monitoring agency concernthg fact of publication should be the ground fydl
liability of such person that failed to perform thety assigned thereto by the law), or directlytlie
monitoring agency in the sphere of funding of Earti(elections). It seems expedient to assign this
responsibility to the monitoring agency to ensine initial review of reports for the appropriaterfat, and
the timely and centralized publication of the repor

6) the reports may be published both in the printedsrmedia listed in appropriate laws and mass
media directly determined by monitoring agencieghair discretion; however, taking into account the
experience of electoral campaigns and the pradfigaublishing official information in printed medighe
reports of entities of electoral process from nalelections and consolidated accounts of paritiegould
be expedient to publish reports in the officiaihped media determined by law (the ‘Holos Ukrainybdice
of Ukraine) and Uriadovyi Courier (The Governmewiu@er) newspapers);

7) publication of financial accounts can be suppoditer by entities submitting such accounts, or
by the media publishing such account (in caserttgdia is in the state or communal ownership), othigy
monitoring agency receiving such account. Considethat the third funding option supports centeadiz
publication of accounts by one entity, this optse®ms to be well substantiated;
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8) besides publication of financial accounts in mthinedia, they should also be posted on web-pages
of appropriate monitoring agencies (except tenatoglection commissions (for local elections) mayino
web-pages of their own. The TEC can be made reggerfer providing financial accounts for publicati
on web-pages of local self-government bodies or @BE€ web-pages of parties (including all partiethimi
a block, and the parties that have nominated tagididates for national elections);

9) the Laws on elections and the Law ,,On politicattigs in Ukraine” should include the right of each
person to obtain access to the full version fromehtity which issued the report (or the one foicltihe
report was issued), and also, from the monitoriggnay to which the report was submitted. The tefm o
review of requests and responses thereto shoutddbeécted by law and should ensure timely resparise
any person to the violations found in the spheriefling of parties and electoral campaigns.

5.4 RESPONSIBILITY OF PERSONS DONATING TO PARTIES TO EN SURE APPROPRIATE
RECORDS OF SUCH DONATIONS

According to Article 5 of the Common rules the stashould ensure that donations from legal entities
are registered in books and accounts of appropiegi entities, and also, that any individual membf
legal entity (shareholders) should be informed b tfacts of donation to parties. Appropriate
recommendations have not been reflected in culegiglation of Ukraine.

Recommendations:

Article 11 of the Law ,On accounting and finanaieporting in Ukraine” should stipulate for inclusio
of information concerning the donations to partiad their size in financial accounts of naturakpas and
legal entities, and amend Article 11 of this Law ibgorporating the regulation to take into accotird
requirements of the Law ,On political parties inrdine” during approval by the Ministry of Financé o
forms of reporting of enterprises and their format.

6 MONITORING OF FUNDING OF PARTIES AND ELECTORAL CAMP AIGNS

6.1 INTERNAL MONITORING OF FUNDING OF PARTIES AND ELECT ORAL CAMPAIGNS

One of important factors for improving effectiveaes external monitoring of funding of parties and
electoral campaigns is introduction of such medrasithat would ensure the legitimacy of managemgnt
financial resources inside the parties (entitiesle€toral process).

This is why in a number of European countries €rtipular, Latvia, Slovenia, France and a number of
other countries) the legislator pays a lot of aitento regulation of internal monitoring of fundjof parties:
often the status if internal financial monitoringituand main requirements to members of such weit a
established at the legislative level.

The Ukrainian legislation on political parties aptections does not pay significant attention to
regulation of corresponding issues. Thus the piutgrnal financial monitoring is outside the legisle
regulation, and legislative regulation, of internabnitoring of funding of election campaign justees to
introduction of the institute of custodians of éteal funds, whose qualification requirements, soéad
responsibilities are not clearly determined inldves on elections. Such conditions increase sicpnitily the
risk of violation in the sphere of funding of pagiand electoral campaign.

Recommendations:

1) The Law ,On political parties in Ukraine” shouldclude regulation according to which the rules of
the party should provide for the procedure of dithimg and the powers of party internal monitoringt,
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requirements to individuals elected to this ungipf@priate requirements should ensure independehce
members of the unit from unlawful influence frommgers of the party and other components of the/part

2) the laws on elections should be amended to inchegelations requiring mandatory financial
management training of all by custodians of eledtfunds of entities in appropriate electoral psses
(prior to their appointment), and the training pang should be approved by the Central Election
Commission;

3) the public monitoring agency in the sphere of fogdof parties should have the responsibility of
ensuring training events for persons responsibierfanagement of financial resources of parties (begm
of party internal financial monitoring unit, accdants, etc.), at the cost of appropriate parties.

6.2 INDEPENDENT EXTERNAL MONITORING OF FUNDING OF PARTI ES AND
ELECTORAL CAMPAIGNS

According to Article 14 of the Common rules, membeates of the European Union are recommended
to introduce independent monitoring of funding of parties and electoral qaigns. Presently this
recommendation has been implemented only in pain@dépendent monitoring of funding of electoral
campaigns by CEC and appropriate territorial el@tteommissions (depending on type of elections).
Instead the agencies monitoring funding of paridmistry of Justice and Control and Audit Departit)e
are not independent considering that they belondaentral system of executive branch.

Recommendations:

1) the functions of monitoring of funding of politicaarties and national elections can be assigned to
existing units which does not belong to the censgatem of executive branch and is independentsin i
operations. Presently the only unit having necgsseganizational and human resources and also,hwikic
relatively independent from political influenceG@entral Election Commission. Assignment of the fiorc
of monitoring of funding of parties to CEC has bsnefits, including removal of the requirement of
coordination of monitoring, sharing of informatiarith another public authority (presently with Mitrig of
Justice of Ukraine);

2) the functions of monitoring of funding of electoredmpaign from local elections should be
assigned to appropriate territorial election consiniss;

3) The authority to monitor activities of parties miit their powers should also be granted to tax
service units (compliance of parties with the LavDp taxation of profits of enterprises §,and also
Accountability Office (legitimacy of use of fundsoi the State Budget allocated to fund statutotiviies
parties).

6.3 SCOPE OF AUTHORITY OF INDEPENDENT EXTERNAL UNIT FOR THE MONITORING
OF FUNDING OF PARTIES

The scope of controlling authority of the unit tomitor funding of parties should be established at
legislative level taking into account changes ia thles of funding of parties stipulated for insti@oncept.
According to recommendations of GRECO in a numideeports issued within the framework of the Third
Round of evaluation, the powers of monitoring whbuld not just focus on formal review of financial
reports of entities subject to monitoring, but thenitoring unit should have the authority to reduasd
obtain the required documents supporting the inédion included in financial reports of entities gdb to
monitoring; hear explanation from representativels sobject entities; look into violations; take
administrative action.

GRECO also emphasizes that legislation should kshiabe principles of liaison between independent
external monitoring unit and law enforcement agesicin particular in terms of obtaining by this agye of
information required for such agencies to effedyivexercise their powers, referral to other publithorities
(tax service, interior agencies, prosecutor offiagdsthe findings requiring legal action. Liaisoh external
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financial monitoring unit with the Accountabilityffice responsible for the legitimate and efficierste of
budget funds also requires specific regulation.

Besides the authority to review submitted documeBRECO emphasizes on the necessity to assign
to the external financial monitoring units the paosveelated to the prevention of offences, trainings
consolidation of the statistics of violations iretBphere of funding of parties and elections, adwic of
legislation, improvement of public awareness ofopgms of corruption in policy, importance of fundiof
parties, etc.

Recommendations:

1) agencies of independent external monitoring of fiogaf parties and elections should be granted
sufficient authority to review the reports subndttey accountable entities both in form and in sams, and
also to impose administrative as applicable;

2) the mechanisms of liaison (including sharing dbimation) between agencies of independent
external monitoring of funding of parties and eleas and law enforcement agencies should be esiteioli
at legislative level;

3) the unit of independent external monitoring ofding of parties should, jointly with Accountability
Office, monitor the legitimacy of use of State betldpy parties, herewith, no agency should audit the
effectiveness of the use of budgetary funds byigmrt

4) in the course of auditing the legitimacy of usebafdgetary funds by parties the appropriate
monitoring units should only review the monetargwflon accounts of parties and their local orgaiinat
the documents supporting payments and provingabiedf receiving work, goods and services for tinadk
of the State budget provided to fund the statudativities of the party pursuant to the law;

5) the unit of independent external monitoring ofdiny of parties should ensure, according to its
authority: a) alignment of all forms of reports submitted bpoging entities; b) advice and consultations
with regard to financial reports to be submitted feview; c¢) periodic training of officers respdoisi for
ensuring legitimacy of funding of parties and gatien of financial reports; d) that records viabais in the
sphere of funding of parties and elections are tamiad, corrective action takem) public awareness
concerning countering political corruption and fumgdof political parties.

7 EFFECTIVE, ADEQUATE AND EFFICIENT SANCTIONS FOR VIO LATIONS IN
THE SPHERE OF FUNDING OF PARTIES AND ELECTORAL CAMP AIGN

Article 16 of the Common rules recommends that stedes should establish effective, adequate
(proportionate) and efficient sanctions for viadatiof rules of funding of parties and electoral paigns.

The sanctions set forth by Law ,On political pastien Ukraine”, laws on elections, Code of
administrative offences of Ukraine and the Crimi@alde in many cases do not meet these criteriarrdar
of violations are subject to no liability, sanctiofor some other violations are not efficient (ldaution, for
example) or proportionate to the gravity of offerfeay., sanctions like revocation of registration finor
violations). The limitation period for administrai action is too short (6 months) for the estaklish
administrative sanctions to be deemed effective.

The implementation of public funding of politicahgies also requires introduction of liability of
parties and officers responsible for violationegiklation in part of public funding of politicahies.

Recommendations:

1) since the Code of administrative offences of Ukeaand the Criminal Code set forth no liability of
legal entities for violations in the sphere of dimg of parties and electoral campaigns, it is eig@ to
amend the Law ,On political parties in Ukraine” alaavs on elections by incorporating specific sewio
concerning the liability of legal entities (and Hility of natural persons, if necessary; and debgti
corresponding existing clauses from the Code ofiadinative offences of Ukraine);
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2) any violations should be subject to legal resquilityi, or otherwise introduction of restraints and
constraints would be unjustified;

3) The limitation periods for administrative and cimiad action for violations in the sphere of funding
of parties and electoral campaigns should exteral feast one electoral cycle, i.e., five yearss(ib the
very approach proposed by GRECO based on the é¢iaduat funding of parties and electoral campaigns
within the Third Round of evaluation);

4) it would be expedient to assign administrativeestigation into the cases related to violation of
existing requirements to the funding of partiesl @&lectoral campaigns to monitoring agencies is th
sphere, and these agencies should be grantedtti@igurequired for effective investigation;

5) the policy that would enable forfeiture of anyegts from forbidden sources (excessive donations,
donations from anonymous sources, etc.) to befeeesl to the state (which does not exclude apjiica
of other sanctions, should be incorporated in tie [On political parties in Ukraine” and laws oreeions;
for electoral blocks the appropriate responsibaitpuld apply to the parties in the block in equrabportion;

6) in all cases the unauthorized use of the fundsived from the funding of its statutory activitieg
parties should be subject to liability stipulated by the law, such as termination of public furdireturn of
the amount of unauthorized spending to the Statgéiy application of penalties;

7) considering that the funds from the State budgetited on current accounts of local party
organizations are administered by leaders of apjateplocal organizations rather than leadersaofigs, in
case of unauthorized use of budgetary funds byl lpagty organizations the applicable sanctions khou
apply to such organizations rather than to thegsrt

8) the sanctions for violations in the sphere of fogcbf parties and electoral campaign should meet
the requirements of effectiveness, proportionality efficiency.
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