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METHODICAL AND PRACTICAL ISSUES REGARDING THE PLACE
OF ENVIRONMENTAL AND NATURAL RESOURCES PAYMENTS IN LOCAL
BUDGETS IN CONDITIONS OF AUTHORITIES’ DECENTRALIZATION

Abstract. The paper outlines the issues regarding the transformation of role and place of
environmental tax and rent payments for natural resources in local budgets in the context of the
reform of local governance and authorities’ territorial organization in Ukraine. Methodical
approaches to assessment of such transformations are suggested. The processes and consequences
of changes in management of natural resources and ecological security are the object of estimation
and financial and budget results of such changes in conditions of ongoing administrative and
financial decentralization reform in Ukraine are the subject of estimation. At the first stage, the
authors compare the changes in competences of authorities of various levels before and in the
process of administrative and financial decentralization. The second stage stipulates the defining of
volumes and dynamics of the revenues from rent payments for natural resources and environmental
tax to local budgets. The third stage provides the analysis of changes in distribution of competences
and in the dynamics of revenues from rent payments for natural resources and environmental tax. It
also reveals problem issues and suggests the ways of their solution. The conducted assessment
contributed to conclusions regarding the lack of changes in the distribution of managerial liabilities
between the state executive authorities and local governments and reduction of the share of rent
payments for natural resources in local budgets from 2.4% down to 1.1% in 2014—2017 with its
growth in state budget in the same period from 5.4% up to 5.7%. It does not correspond to the
decentralization concept. The situation with distribution of environmental tax is somewhat different,
yet low rates of this tax do not provide revenues to local environmental funds sufficient for solution
of environmental issues. The range of activities is suggested to overcome the defined problems and
increase the role of payments for natural resources and environmental taxation in local budgets in
conditions of authorities’ decentralization.

Keywords: local budgets, decentralization, environmental tax, payments for natural
resources, environmental-economic regulation.

JEL Classification G18, H23, Q59

Formulas: O; fig.: 0; tabl.: 3; bibl.: 13.

Kpaesuis B. C.

OOKIMOp eKOHOMIYHUX HAYK, npogecop, Oupekmop,

Y «lucmumym pezionanvrux docniodcens imeni M. 1. Joniwnvoeo HAH Yxpainuy, Yrpaina;
e-mail: kravciv@ukr.net; ORCID ID: 0000-0002-5618-0392

Ky I1. B.

KaHouoam eKOHOMIUHUX HAYK, CIapuiull HayKo8Uli CniepoOimHuK,

NPOBIOHUU HAYKOBUL CRIBPOOIMHUK,

Y «Incmumym pezionanvrux docnioxcens imeni M. 1. Joniwnvoco HAH Yxpainu, Yxpaina;
e-mail: pzhuk@ukr.net; ORCID ID: 0000-0003-4895-7752

383



METOAWYHI | IPAKTUYHI IMTAHHS OO0 MICHA EKOJOTI'TYHUX
| MIPHPOJHO-PECYPCHHUX IIVIATEXIB Y MICHEBUX BIOI’KETAX
B YMOBAX JEHEHTPAJII3AIIIL BJIAIHA

AHorauisi. PosrnsHyro mnuTtanHs moao TpaHchopMamii MICHS Ta POJi EKOJOTTYHOTO
MOJIATKY ¥ PEeHTHHUX MPUPOJIHO-PECYPCHUX IUIATEKIB Y MICIIEBUX OIO/DKETax y KOHTEKCTI peopmu
MICIIEBOTO CaMOBPSIyBaHHS W TEPUTOpPiadbHOI opraHizaumii Biagu B YKpaiHi. 3ampornoHOBaHO
METOJMYHI MiAXOAM JI0 OLIHIOBaHHA Takux TpaHchopmanif. OO0’€KTOM  OLIHIOBaHHS
PO3IISAAIOTECS MPOLECH 1 HACTIAKK 3MiH B YIPaBJIIHHI BUKOPUCTAHHIM HPUPOIHUX PECYPCIiB Ta
€KOJIOTTYHOIO 0€3IeK010, a npeaMeToM — (iHaHCOBO-OIOKETHI Pe3y/IbTaTH TaKMX 3MiH B YMOBax
anMiHICTpaTHBHO-(IHAHCOBOI JEUEHTpali3amii, 0 IpoBOAUTHCA B YKpaiHi. BumineHo tpu eramu
omiHoBaHHA. Ha meprmomy erami 37iMCHIOETHCS MOPIBHSUIBHA OILIHKA 3MIH y TOBHOB@)KEHHSX
OpraHiB BIIaJM PI3HUX PIBHIB JIO Ta y MpoOIleci aMiHICTpaTHBHO-(PIHAHCOBOI JICIICHTpai3allii; Ha
IpYyroMy — BHU3HAYAIOTHCS OOCSATH 1 JMHAMiKa HAJXO/DKEHHS PEHTHHX HPUPOIHO-PECYPCHHX
TJIATEXIB W €KOJIOTTYHOTO MOJATKY JIO MICIIEBUX OOJDKETIB; HA TPEThOMY — IPOBOJUTHCS aHAII3
3MIH y PO3MOJIiTI MOBHOBAXEHb, JUHAMIII JIOXOIIB MICIEBUX OIOJPKETIB BiJl PEHTHHUX TUIATEXKIB U
eKOJIOTTYHOTO TOJAaTKy, BHSBISIOTHCS TPOOJEMHI MUTAHHS Ta MPONOHYIOTBCS HUIAXH 1X
BHpIIIEHHS. Y pe3yJIbTaTi MPOBEIEHOTO OIIHIOBAHHS 3p00JIEHO BUCHOBKH III0JI0 BIICYTHOCTI 3MiH Y
PO3MOiT  YIPaBIIHCHKUX TMOBHOBAXKEHh MDK JIEPKABHOK BHUKOHABUOIO BJIANOI0 1 MICIICBUM
CaMOBPAIYBaHHAM, 3MeHIIeHHs 3 2,4 10 1,1 % 9acTKi peHTHUX MPUPOTHO-PECYPCHUX IUIATEXKIB Y
MicrieBuX OromkeTax 3a mepion 2014—2017 pokiB, npu ii 3pocTaHHi B JepKaBHOMY OIOJDKETI 3a
TOM camuii epion i3 5,4 mo 5,7 %, 10 HE BIAMOBIIAE KOHIIEMIIIT NereHTpanizaiii. Jemo iHmmM €
CTaHOBUIIIE B YaCTHHI PO3MOALTY €KOJOTIYHOTO TOJATKY, OJHAK HU3bKi CTABKHU IHOTO TOJATKY HE
3a0e3MeuyoTh JIOCTATHIX JJIsi PO3B’S3aHHS CEKOJOTIYHUX MNPOOJeM HAIXOKEHb JI0 MICHEBUX
(OHIIB OXOPOHH HABKOJHUINHBOTO CepemoBHina. Jlas MOJOJaHHS BH3HAUYEHHX MpodieM |
MiZBUIIEHHS POJIi TPUPOJHO-PECYPCHUX TMJIATEXKIB Ta EKOJOTIYHOrO TMOJaTKy B MICHEBUX
Or0JDKeTax B yMOBaXx JICIIEHTpallizallii BIa iy 3alpONOHOBAHO HU3KY 3aXO0/IiB.

Kniouosi cnoea. micueBi OHODKETH, JEIECHTPATI3allisg, €KOJOTIYHUI OJAaTOK, MPUPOIHO-
PECYPCHI IIaTEeX1, EKOJIOT0-€KOHOMIYHE PETyIIOBaHHS.
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Introduction. The ongoing reform of local governance and territorial organization of authorities
in Ukraine stipulates forming of efficient local governance, maintaining its omnipresence, transfering of
the range of liabilities from state to local governments along with providing of sufficient tax basis to
secure their accomplishment of peculiar and delegated liabilities [1]. In fact, we are talking about the
decentralization of public management and transfer of a substantial share of liabilities from state
executive authorities to local governments. In this context, the system of taxes and interbudgetary
relations requires the review and improvement, including such components of taxation system as
environmental tax and rent payments for special use of natural resources and the issue of income
distribution among budgets.

Scientific substantiation of these issues is important in terms of methodological and practical
aspects.

Analysis of research and problem specification. Scientists and experts pay significant
attention to the research of the issues of environmental taxation, rent charging for special use of natural
resources (rent payments for natural resources) and distribution of relevant funds between budgets. In
particular, O. O. Veklych analyzed the existing model of financial-budget decentralization of
environmental taxation system in Ukraine [2] and examined the issue of unification of domestic
ecological taxation with European standards, leading to substantial increase of the sum and share of
environmental tax revenues in the consolidated state budget [3]. V. S. Mishchenko substantiates
imposing of taxes/fees for environmentally harmful products in Ukraine [4] to expand the spectrum of
environmental taxation and secure the growth of budget revenues to solve ecological tasks. B. V.
Burkynskyi, A. I. Martiyenko and N. I. Humarova show the problems of administration of nature
management sphere in Ukraine, emphasizing the need for its decentralization [5]. V. D. Klynovyi and
0.V. Melnyk outline the nature management issues in conditions of decentralization based on foreign
experience [6]. The problems of revenues and distribution and use of environmental tax as well as the
ways to solve them in legal framework are analyzed by O. Nedava [7]. Rationalization of natural
resources relations and application of advanced financial-economic tools of decentralized
management’s provision with natural resources are examined in the works of M. A. Hvesyk, 1. K.
Bystryakov, D. V. Kalynovy [8]. Decentralization, revenues from rent payments and their distribution
between budgets are also researched by V. A. Holyan [9].

However, scientific coverage of the problems regarding the role of environmental tax and rent
payments for nature resources in forming of local budgets in conditions of decentralization reform
cannot be considered sufficient. This stipulates the aim of the paper — to reveal the place of
environmental tax and rent payments for natural resources in local budgets, to detect problem issues
regarding the amounts and interbudgetary distribution of these revenues and to explain the suggestions
over their solution.

Research results. The ongoing local governance and authorities’ territorial organization reform
in Ukraine, also known as decentralization reform, is designated to mobilize all factors of endogenous
territorial growth [10]. Granting local authorities with the range of liabilities and budget independence
of consolidated territorial communities stimulate the budget-filling activity. However, there are
guestions regarding the methodical approaches to evaluation of decentralization reform efficiency in
terms of management and financial-budget aspects. The decentralization concept is related to the
transfer of management liabilities from state executive authorities to local governments [11, p. 12],
which also requires the transfer of resources necessary to perform such liabilities. The question that
requires methodical and practical substantiation is what place do the rent payments for special use of
natural resources and environmental tax take in this process.

The methodical approaches we suggest for solution of the question aim to reveal essential
features, tendencies and consequences of institutional and management transformations in terms of the
use of natural resources capacity by territorial communities and ecological security as the result of
administrative and financial decentralization.

We consider the processes and consequences of changes in management of land, forest, water
and mineral resources of territorial communities and ecological security to be the object of evaluation.
Financial and budget results of transformations in terms of the use of natural resources capacity by
territorial communities and ecological security in conditions of administrative and financial
decentralization are the subject of evaluation.

We examine the tasks of evaluation in the context of:
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- making comparative assessment of state authorities’ and local governments’ liabilities in
management of natural resources and ecological security before and as the consequence of
administrative and territorial decentralization;

- defining the representative indicators of evaluation of administrative and financial
decentralization’s consequences in the area of the use of natural resources capacity in terms of land*,
forest, water and mineral resources as well as ecological security;

- evaluation of administrative-financial decentralization in the area of the use of natural
resources capacity and ecological security;

- revealing the problem issues and suggesting the recommendations to solve them.

Therefore, the evaluation procedure is the sequence of several stages. The first stage stipulates
comparative assessment of changes in liabilities of state legislative and executive authorities and local
governments in management of natural resources and in the sphere of ecological security before and in
the process of administrative-financial decentralization.

The changes in distribution of liabilities between the state executive authorities and local
governments are subject to evaluation. Evaluation parameters are the following:

e extension/reduction of local governments’ responsibilities in management of natural

resources and ecological security;

e increase/reduction of the share of rent payments and environmental tax assigned to local

budgets.

The volumes and dynamics of rent payments for natural resources and environmental tax
revenues to local budgets are defined at the second stage of evaluation. The growth/reduction of
revenues to local budgets are evaluated. Evaluation parameters are the following:

¢ growth rate of rent payments and environmental tax revenues to local budgets;

¢ increase/reduction of the share of local budgets in the total amount of rent payments and

environmental taxes that are charged at a certain territory.

The third stage encompasses the analysis of changes in distribution of liabilities between the
central authorities and local governments and the dynamics of rent payments for natural resources and
environmental tax revenues to local budgets. It also includes the detection of problem issues to be
solved and substantiation of suggestions regarding the ways of their solution.

The suggested methodological approaches were tested by the authors, in particular at the
example of Lvivska oblast according to 2014 (before decentralization reform) and 2017 data.

The research results show that the changes in distribution of management liabilities between the
state executive authorities and local governments in the nature management area failed to occur.
However, certain amendments were introduced into the distribution of revenues from rent payment for
special use of natural resources and environmental tax between the budgets. As of 1 January 2018, local
budgets are assigned 5% of revenues from rent payment for the use of deposits to extract oil, natural gas
and gas condensate (2% — for oblast budgets and 3% for budgets of consolidated territorial
communities (CTCs) and accordingly 2% and 1% for district (rayon) budgets and village, town and
local budgets (of non-consolidated communities).

Territorial communities bring the need to assign rent payment for special use of forest resources
in terms of timber logged in main use logging to the foreground. This resulted in making amendments to
the Budget Code of Ukraine. As of 2019, 37% of this type of rent payments are assigned to the general
fund of the budgets of oblast significance cities and consolidated territorial communities.

The changes occurred in the distribution of rent payments for special use of water from water
objects of national importance, which have been previously assigned to the State Budget in the amount
of 100%. Since 2015, 50% of such payments have been assigned to oblast budgets.

The amendments to management liabilities in the area of ecological security regulation haven’t
been introduced either. However, in 2016 the distribution of environmental tax revenues between
budgets was substantially amended. The share of local budgets increased from 35% to 80%, with the
relevant reduction of the share of state budget from 65% to 20%. However, already since 1 January
2018 the share of environmental tax assigned to local budgets has been reducing from 80% to 55%.

! Budget Code of Ukraine distinguishes land fees and rent payments for the special use of natural resources. However,
the land is an important component of natural resources capacity of territorial communities. Therefore, it is reasonable
to attribute the land fees to natural resources sources of budget revenues
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In 2014—2017, the volumes of revenues to the budgets from rent payments for natural resources
increased. The revenues to the state budget increased 2.3 times, while those to local budgets somewhat
reduced, which is shown in Table 1. The revenues from land fees, which are assigned only to local
budgets, increased almost 2.2 times in Ukraine.

Table 1
The revenues from payments for natural resources to the budgets, million UAH
Payments for Pay;nents for Payments for To;cal paymelnts df
Budget revenues subsoil use orest water use or natura Land fees
resources use resources

(without transfers)
years

2014 2017 | 2014 | 2017 2014 | 2017 | 2014 2017 2014 2017

Consolidated budget | 19550 | 44979 | 624 | 943 | 1265 | 1501 | 21509 | 47423 | 12084 | 26385

of Ukraine
including:
atfﬁgiﬁgdg‘“ of 18199 | 43876 | 207 | 330 | 63L | 750 | 19036 | 44956 | - -
bi?;:nbewgets of 1421 | 1103 | 417 | 613 | 635 | 751 | 2473 | 2467 | 12084 | 26385
specifically:
Local budgets of 29 % | 27 | 35 24 33 | 80 94 | 374 | 971

Lvivska oblast

Source: developed based on the data of Statistical Yearbooks «2014 Budget of Ukraine» [12], «2017 Budget of
Ukraine» [13]

The revenues from rent payments for special use of natural resources to local budgets in
Lvivska oblast somewhat increased in the abovementioned period (by 18%). The revenues to oblast
budget grew by 13%, to the budgets of administrative-territorial units of basic level (village, town
and city councils, consolidated territorial communities — CTCs) — by 31%, including the increase
of almost 2.7 times to the CTCs budgets.

The changes in the ratio of the revenues from payments for natural resources to state and
local budgets weren’t in favour of local budgets, having reduced from 11.5% in 2014 down to 5%
in 2017, which is shown in Table 2.

Table 2
Distribution of revenues from payments for natural resources between budgets, %
Payments for Total payments
Payme!‘ts for forest resources Payments for for natural Land fees
subsoil use water use
Budget revenues use resources

(without transfers) years

2014 | 2017 | 2014 2017 2014 2017 2014 | 2017 | 2014 | 2017
Consolidated 100 | 100 | 100 100 100 100 100 | 100 | 100 | 100
budget of Ukraine

including:

State budget of 93 975 33 35 50 50 88.5 95 ) i
Ukraine
Local budgets of 7 | 25 | 7 65 50 50 115 | 5 | 100 | 100
Ukraine

Source: developed based on the data of Statistical Yearbooks «2014 Budget of Ukraine» [12], «2017 Budget of
Ukraine» [13].

In general, the share of payments for natural resources in the consolidated budget of Ukraine
did not change and accounted for 4.7%. The share of rent payments for subsoil use somewhat
increased (from 4.3% up to 4.4%) and the share of rent payments for the special use of water fell
from 0.3% to 0.1%. The share of land fees in the consolidated budget grew from 1.2% to 2.6%
(Table 3). It has the more essential share in local budgets compared to the rent payments for special
use of natural resources — 11.5% in 2017, while the share of rent payments for natural resources

387



accounts only for 1.1%, having fallen down from 2.4%. However, their share in state budget
increased from 5.4% to 5.7%. The tendency does not correspond to the decentralization concept.

Table 3
The share of payments for natural resources in the budget revenues, %
Payments for Total payments
Paymef“s for forest resources Payments for for natural Land fees
subsoil use water use
Budget revenues use resources
(without transfers) years
2014 2017 2014 2017 2014 2017 2014 2017 | 2014 | 2017
Consolidated budget |, 5 44 | 01 | 009 | 03 0.1 47 | 47 | 12 | 26
of Ukraine
including:
State_budget of 51 56 0.06 0.04 0.2 0.1 5.4 57 ) i
Ukraine
Local budgets of 14 05 | 04 | 03 | o6 | ©3 24 | 11 | 120 | 115
Ukraine

Source: developed based on the data of Statistical Yearbooks «2014 Budget of Ukraine» [12], «2017 Budget of
Ukraine» [13]

Overall, rent payments for special use of natural resources play insignificant role in forming
of local budgets’ revenues. Moreover, land fees occupy significant place in local budgets, in
particular — in the budgets of consolidated territorial communities. In Lvivska oblast, land fees
secured 15.2% of CTCs’ own revenues in 2017. In some consolidated communities (Trostyanetska,
Dublyanska) the share reached the third part of all own revenues.

All things considered, we can mention that management decentralization in the sphere of the
use of natural resources and ecological security did not occur in 2014—2017. The same is with
financial-budget decentralization. While local budgets received 11.5% of all rent payments for
natural resources in 2014, in 2017 the amount was only 5%, and the rest 95 % were assigned to
state budget. Herewith, the share of rent payments for natural resources in total revenues of local
budgets is insignificant and reducing. For example, it amounted to 1.7% in 2014 in Lvivska oblast
and it decreased down to 0.7% in 2017.

Some decentralization tendencies were caused by the abovementioned budget redistribution
of revenues from rent payments and environmental tax.

The situation with environmental tax is somewhat different. The fact that 80% of this tax
revenues were assigned to local budgets (including 55% to oblast budget) has expanded the
resources opportunities of target natural protection funds in the regions. However, these resources
are insufficient to solve the problems of environmental infrastructure development. It is one of
essential problems of financial-budget decentralization relevant to the role of rent payments for
natural resources and environmental payments in budget provision of local communities.

Further, we will outline some of them.

The discrete nature of distribution of mineral and raw material deposits, which are located at
the territories of a few village, town and city councils and CTCs, does not contribute to considering
the rent payments for subsoil use as consistent source of budget revenues at administrative and
territorial units of basic level. However, the payments play potentially important role, taking into
account the opportunities of additional development of deposits’ capacity and as the impetus to
establish efficient control for the activity of the users of deposits on part of local authorities and
society and to prevent the unauthorized use of deposits.

Moreover, we consider the non-inclusion of rent payments for natural resources in
calculation of subsidies to balance local budgets to be the problematic issue. The revenues from rent
payments and land fees should be included in calculation of the coefficients of communities’ tax
capacity, because the benefits of the range of communities in form of budget preferences at the
expense of the nature origin of the rent aren’t socially justified.
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Land fees have substantial reserves of budget revenues, which is confirmed by high growth
paces of this type of budget revenues in the CTCs in Lvivska oblast, which have initiated the review
of normative monetary evaluation of land plots.

Assigning of rent payments for special use of water to local budgets by the place of tax
registration of rent payer rather than by the place of water intakes is also unfair to territorial
communities. The rates of rent payments for special use of water are too low and local governments
do not have any impact on their establishment.

The issues of assigning the rent payments for special use of forest resources of national
importance to local budgets haven’t been solved for quite a long time.

The rates of environmental tax should be reviewed, because, in the first place, they do not
secure enough revenues to the nature protection funds, and secondly, they raised doubts regarding
the adequate display of the negative impact of certain factors on environment and humans and
regarding the socially justified expenses on prevention and elimination of the consequences of such
impact. In particular, the structure of environmental tax revenues to all local budgets in Lvivska
oblast consists of 79% revenues from air pollution from stationary sources, 11.6% from waste
disposal, 9.4% from discharge of pollutants into water. Furthermore, the growth rates of revenues in
2014—2017 were 4.4, 2.7 and 2.9 times respectively.

Ignorance of the areas of dispersion and transfer of pollutants in the system of
environmental taxation and interbudgetary distribution of relevant liabilities is another problem.

Conclusions. Administrative and financial decentralization creates interest on part of local
governments to expand tax and budget base and use all available opportunities to provide revenues
to local budgets. Decentralization processes were supposed to change the structure of state
consolidated budget with the increasing share of local budgets. The research of changes in liabilities
of public authorities in terms of nature management and ecological security as well as the place of
rent payments for natural resources and environmental taxes in the structure of state consolidated
budget in 2014—2017 show slight transformations, which do not correspond to strategic objectives
of decentralization processes. It causes the range of problems we have mentioned before.

We see the solution of these problems in the increased role of rent payments for natural
resources and land fees in the forming of local budgets’ revenues and in providing environmental
tax with the role of major and sufficient source of forming of local budgets’ target special funds to
finance the complex of territorial nature protection activities.

It is also reasonable:

- to take into account the rent payments for natural resources in calculation of tax payment

capacity indices and budget alignment;

- to assign the rent payments for special use of all types of natural resources to the budgets
by the place of resources’ location;

- to provide local governments with the right to participate in establishment of rent
payment rates for special use of natural resources of local importance;

- to review the distribution of environmental taxes revenues between local budgets in terms
of revenues from waste disposal in specified areas to avoid the dispersion of funds and to
secure their accumulation for solution of waste management problems at intermunicipal
level;

- to distribute the revenues from waste discharge into water objects and into atmosphere
between budgets taking into account the areas of transferring the pollutants from their
emission sources beyond the administrative and territorial units.
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