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FINANCING ENVIRONMENTAL COMPLIANCE ASSURANCE 

Summary Report of the Expert meeting 

4-5 May 2004 (OECD Headquarters, Paris) 

 

1.  Introduction 
 
1. As part of the OECD/EAP Task Force project on financing environmental compliance assurance 
activities an expert meeting was organised on 4-5 May 2004, at the OECD Headquarters in Paris. The 
meeting had the following objectives:  

 To review good international practice in assessing and meeting costs of regulatory compliance 
assurance, and  

 
 To discuss the challenges in funding compliance assurance faced by environmental 

enforcement authorities in the region of Eastern Europe, Caucasus and Central Asia (EECCA). 
 
2. During the meeting, experience from the OECD and Central European countries, as well as those 
from Balkan region and countries of Eastern Europe, Caucasus and Central Asia (EECCA), were 
presented. Although special attention was paid to challenges faced by the transition economies, the 
meeting and the findings of the workshop provided insights into financing of enforcement efforts in the 
OECD Member countries.  

3. The discussion was based on a draft Background Report “Financing Environmental Compliance 
Assurance Activities in the OECD Countries” prepared on the basis of the OECD and CEE country 
responses to a questionnaire developed by the Secretariat. The report presented the results of analyses of 
the principles for funding enforcement efforts, sources of funding, funds allocation and budget 
management, as well as approaches to address the deficit in funding environmental compliance assurance 
activities by better using existing, and introducing innovative, means.  

4. The current summary presents the points raised during the meeting that require further 
description and explanation in the final report. In addition, the summary presents information on the 
EECCA countries experience and challenges in funding enforcement efforts which should be addressed in 
the future, possibly through country-specific activities.  

2. Key issues for further consideration 

5. The participants considered that the analysis presented in the draft report shed more light on the 
mechanisms that exist in OECD countries for ensuring sufficient, stable and predictable funding of work 
performed by environmental enforcement agencies/inspectorates. The report was regarded as a useful 
reference in exploring ways to ensure better budget management and adequate responses in cases of 
funding gaps.  
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6. At the same time, the participants raised several issues which would require further better 
description in the final report. These included the following: 

 Interpretation and application of the key principles. The findings of the report and the 
discussion during the meeting revealed that the interpretation of the Polluter Pays Principle in 
the context of funding regulatory efforts vary between countries. In some countries, the 
principle is interpreted as allowing the governmental agencies to charge industry for carrying 
regulatory functions, including compliance assurance; in other countries administrative costs 
related to pollution control are considered as part of the general costs of administration, which 
should be funded from the state budget to which industry contributes through the general 
taxation.  

The participants requested further exemplification of the different application of the 
Polluter/User Pays principles and its impact on the funding options. Further explanation was 
requested on the relations between the principle of full cost recovery and the Polluter/User 
Pays principles. The discussion also brought about questions related to the methods of 
calculating and collecting permitting/inspection charges, and the potential conflicts of interest 
while providing regulatory services, especially in cases where revenue raising goals of 
enforcement agencies may create perverse incentives for inspectors’ action.  

 Influence of legally assigned responsibilities and institutional frameworks, especially at 
the sub-national level. Environmental enforcement agencies can be responsible for enforcing 
a wide range of requirements: from industrial pollution to nature protection. As the scope of 
inspectors’ work have an impact on funding and budgeting processes further explanation 
would be useful on the possible approaches to designing inspectorates’ responsibilities which 
would allow better matching the tasks with the feasibility of carrying them out and optimising 
the overall administrative costs.    

An important aspect which requires further attention is the influence of vertical structures 
within the inspectorates and their relation with public administration at the sub-national level. 
The sub-national units of environmental inspectorates are frequently linked to, or part of, the 
regional (or local) public administration. Sometimes, the economic development agendas of the 
public administration push environmental concerns to the end of priority tasks for funding. To 
enable an effective enforcement of environmental legislation at the sub-national level, 
mechanisms need to be established to secure stable funding and preventing redirecting the 
funds transferred from the state budget for compliance assurance to other purposes. –This will 
also help to ensure the high and uniform quality of public service across the country.  

At the same time, the different roles of the Environment and Finance Ministries in the 
development of long-term budget planning, and approaching the budget management, requires 
further analysis. This is important to ensure longer term stable and predictable funding of 
enforcement agencies.    

 Priority setting of inspectors’ actions, the application of risk-based calculation of 
regulatory burdens, performance-oriented budgeting and multiyear budget planning. 
The participants stressed that these approaches could have significant positive implications for 
strategic and operational planning and budgeting as they can help to manage workloads 
according to strategic goals and targets. In this connection, the approaches to the estimation of 
funds required to respond to new/additional regulations as well as to addressing budgetary 
problems arising from emergency events, such as accidents, need to be further analysed and 
discussed.  
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 Addressing funding gaps internally and externally. The report should present a broader 
range of options to close funding gaps in enforcement programmes. The possible approaches 
could include: revising work plans, increasing efficiency of operations, seeking additional 
government and non-governmental funds, outsourcing, seeking support of, and using synergies 
working with, other government authorities.  

7. The participants agreed to provide additional comments on the draft report to the Secretariat by 
the 31st of May, 2004. It was agreed that the report, after the final revisions, will be disseminated in July 
2004 to enforcement networks, including REPIN, BERCEN, Impel and INECE for comments.  

3. Experience from transition economies, challenges and ways forward 

8. During the meeting, the participants from the South East Europe (SEE) and EECCA countries 
presented their experience on funding environmental enforcement efforts. The participants also agreed that 
further in-depth analysis should be performed through country-specific projects. These can be carried as 
stand alone projects or can be integrated into larger technical assistance projects supporting enforcement 
agencies. These projects would aim at supporting selected countries in assessing resource-intensity and 
budget management of environmental enforcement agencies and optimise the agency funding.  

9. The main points from the presentations of Armenia, Belarus, Kyrgyzstan, Ukraine, Uzbekistan as 
well as Croatia and Macedonia are summarised below. 

Principles 

 The polluter-pays-principle is applied in the EECCA region through a system of pollution 
charges and taxes. Several participants reported that, since permitting and inspections are 
purely public functions, environmental authorities should be fully funded from the state budget. 
However, since the state budgets face severe deficits in many cases the revenue raised through 
pollution charges is used to support compliance assurance, mainly its infrastructure.   

 Several speakers stressed that the principle of prevention of conflicts of interest is not applied 
or applied partially. For example, in Belarus bonuses may be paid to inspectors from revenues 
collected through fines for non-compliance. In some countries, a greater focus on the 
implementation of this principle has been recently put under the pressure of International 
Financing Institutions (e.g. in Ukraine). 

 All government authorities develop annual budgetary programmes that comprehensively 
describe the planned use of funds. However, the principle of performance-based budgeting is 
slowly gaining ground in EECCA. Even though it has recently been applied in Ukraine the 
State Environmental Inspectorate finds this system difficult to implement since meaningful 
indicators of performance have not been yet established. 

Nature of inspectorates and institutional framework  

 In the EECCA region, as in OECD countries, the responsibilities of environmental 
inspectorates in the regulatory cycle and the sectoral coverage vary. Besides permitting and 
inspecting industrial operations, most of the EECCA authorities control nature protection. 
Merging inspection authorities into unified oversight institutions is a general trend in the 
EECCA region. However, in some countries separation of environmental enforcement 
authorities into smaller units is still the case, which can lead to inefficiencies. For example, in 
Kyrgyzstan since the separation of the forest inspection into an independent agency some 
duplication of functions occurred and high initial investment into facilities and personnel 
training was required without clear benefits for the environment. In addition, ambient 
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monitoring is seldom part of the inspectorate which may bring the problems of access to 
sufficient data and its interpretation. 

 Environmental compliance assurance can also be assigned to different levels of government. In 
some countries local public authorities have recently received the mandate to regulate local 
industry. Although this is a positive trend but it most cases the inspectorates at the sub-national 
level do not receive adequate resources to perform their operations as they depend on the 
regional administration’s budgets.   

 A number of speakers referred to frequent structural reforms as a detracting factor in 
ensuring stable funding of compliance assurance. The high frequency of institutional changes 
results in some organisations being “paralyzed” for several weeks or months. The frequent 
changes which occur at all levels of the institutions stimulate high staff rotation. This leads to 
lack of institutional continuity and the need to train new staff more frequently.  

Financing sources 

 The main financing sources for environmental enforcement agencies in the EECCA region are: 

o Grants from state budget and regional/local budgets; 

o Provision of services (e.g. laboratory analysis, or advice and actual development of 
applications for permits, in particular calculation of Emission Limit Values); 

o Budgetary or extra-budgetary environmental funds. 

 In addition, permit fees are applied and provide revenue for some inspectorates. The 
calculation of these fees proceeds from the assessment of resource-intensity of the permitting 
process. For example, in Kyrgyzstan an index of resource-intensity of permitting is calculated 
every year which gives the basis for assessing facility-specific fees. None of the EECCA 
countries uses inspection fees. Participants requested further analysis of the feasibility of 
introducing administrative charges on permitting and inspection, as well as on their 
calculation. 

 Legal limitations to the use of certain sources of financing exist in some EECCA countries. 
These limitations aim to avoid perverse incentives and corruption. For example, the law on 
financing sources for governmental authorities of Ukraine require that the salaries of the public 
administration staff are provided by the state budget. In Armenia, a higher budget discipline 
has been achieved after the government banned the inspectorate’s right to establish extra-
budgetary accounts.  

Budgeting process   

 The budgeting process in the EECCA inspectorates usually follows the procedures applied for 
the whole public administration which is provided by the Ministries of Finance. In Armenia 
the Environment Ministry calculates operational budgets per one staff member on the annual 
basis. Projection of revenues is based on the information on collection of pollution charges or 
monetary penalties in previous years. It is believed that political agenda and the political 
connections have stronger impact on the access to finance than a robust cost analysis. At the 
same time, when the political will is supported by well-developed technical documentation it 
can help leaders to defend the requests for increased funding.  

 Some countries (e.g. Ukraine and Armenia) introduced multi-year indicative budgeting. 
Strategic planning, based on concrete targets (e.g. compliance rates to be achieved), has not 
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been yet introduced. In Kyrgyzstan (and some other countries) the assessment of human 
resources required would not have any impact on the budget, since the number of Full Time 
Units is calculated by the Ministry of Finance and communicated to sectoral ministries. In 
Ukraine, the restriction on staff number applies only to the central authority. Salaries and social 
payments are the only “protected” budget lines. Thus it may happen that due to general 
budget cuts the enforcement authorities do not have any other funds than for paying their staff 
without any “activity” money. Despite this fact, they still are accountable for the 
implementation of their work programmes and go as far as applying innovative though 
informal approaches such as, for example, requesting industry to cover travel costs related to 
on-site inspections.  

  The participants signalled a problem of high administrative resource-intensity of the 
compliance assurance system due to the lack of automation possibilities and effective 
information management procedures and tools. This is aggravated by the fact that inspectors 
are requested to perform such tasks as checks of the correctitude of calculations for pollution 
taxes and, sometimes, collection of these taxes.  

  Presenters pointed out that the duration of procedures to receive emergency funding prevents 
inspectorates from reacting timely to pollution accidents. For example, even though the 
Ukrainian environmental fund can finance emergency situations its procedures are not adapted 
at all to fulfil this function effectively.  

  Recently, a strong link has been established between fighting corruption and institutional 
capacity building of environmental inspectorates and allocation of adequate resources. For 
example in Armenia a programme of institutional building, including staff training, of the 
environment inspectorate has been included in the poverty reduction strategy.  

Addressing budget deficit 

  Budget deficits are addressed using such approaches as: requesting support from environmental 
funds, increasing the provision of paid services, raising external technical assistance and 
outsourcing some tasks. Often inspectorates proceed to cuts in their operations and investment 
in infrastructure. As a result of such cuts, for several years in the majority of EECCA countries 
capital investments into facilities were completely eliminated. In the laboratories which still 
exist, operational costs are at a “symbolic” level. The participants requested further support to 
analyse and establish innovative mechanisms for addressing funding gaps. 

 


