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EXCHANGE RATES 
 

 

To convert the financial data presented in this report from Russian Roubles into US Dollars, annual 

average exchange rates have been used: 

 

 

Year 1999 2000 2001 

Exchange Rate 24.6 28.2 29.2 



 

RAPID PERFORMANCE REVIEW OF THE  

VOLGOGRAD OBLAST ENVIRONMENTAL FUND 
 

 

1. INTRODUCTION  

 

1.1 Background and Objectives of the Performance Review 

 
In 2003, representatives of the Oblast Administration of Volgograd, Russian Federation, requested the 

OECD EAP Task Force Secretariat to conduct a rapid performance review of the Volgograd 

Environmental Fund (further on, the Fund) with the main aim of identifying those areas of its 

performance that need improvement in order to bring the Fund more in line with international good 

practices for such institutions. The review was conducted over the period 12 -16 May 2003 in close 

co-operation with the Oblast Administration and Fund authorities. 

 

The review involved three main stages: preparatory activities, appraisal mission and preparation of the 

mission report. A comprehensive set of background documents concerning, and relevant to, the Fund 

were examined (See Annex II). The appraisal mission was carried out through intensive interviews 

with a number of people, including representatives of the Fund and the Oblast Administration, NGOs, 

clients of the Fund. 

 

The results of the review and the set of recommendations and areas for strengthening and 

improvement are presented in this report. The Good Practices of Public Environmental Expenditure 

Management (PEEM), developed by the OECD EAP Task Force, were used as a framework for the 

analysis and a benchmark for assessing the Fund’s performance (See Annex III). The performance 

triangle, presented at the end of the report, represents in a stylized manner, those areas for reform and 

improvement where the Volgograd Oblast authorities need to focus their efforts, should the Fund 

become a credible public financing institution in the Volgograd Oblast. 

 

The author of this report extends her special thanks to Ms. Elena Vassilieva, Director of the 

Volgograd Eco-Express NGO for her enthusiasm and support throughout the work as well as Mr. 

Michail Shorin, Executive Director of the Fund and Mr. Vladimir Bragin, Chairman of the 

Environmental Protection Committee at the Volgograd Oblast Administration, for their useful 

insights. Although the report has been checked for errors by the Volgograd authorities, all mistakes 

and omissions remain the author’s responsibility. 

 

 

2. LEGAL AND POLICY FRAMEWORK   

 

 2.1 Legal Framework of the Fund 

 

 2.1.1 Evolution of the Fund 

 
The evolution of the Volgograd Environmental Fund over the past several years has been pretty 

chaotic, reflecting the overall political uncertainty and confusion surrounding the existence of 

Environmental Funds in Russia, in general.  

 

The Fund was initially established in 1992 as extra-budgetary, under the Oblast Environmental 

Protection Committee, on the basis of the Law on Environmental Protection and the Law on the 

Volgograd Environmental Fund. In 1995, following the consolidation of extra-budgetary 

environmental funds into oblast budgets, the Volgograd Oblast Duma adopted a new Law on the Fund 

(Decree No 39/373 of 30 May 1996) and the Fund was transformed into an earmarked budgetary 

Fund. In addition, a Decree of the Volgograd Oblast Administration (No 361 of 8 July 1996) 
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establishes a state department under the Oblast Administration to manage and control the resources of 

all funds in the Oblast. An Executive Director is appointed and a supervisory body to oversee the 

activities of the state department is created through the same legal act. As a follow-up of these 

changes, the Governor of the Oblast Administration approves the Statute of the Fund (No 990 of 27 

October 2000). In accordance with this legislation, the “Volgograd Oblast Environmental Fund” State 

Department was made an earmarked budgetary Fund.  

 

Until 2001, the Fund was a non-commercial legal entity, founded by the Oblast Administration. The 

Statute of the Fund defines such a legal entity as an organisation which possesses or manages 

property, is able to enter into property and non-property obligations and related rights, can sue and be 

sued in a court of law, and which has independent accounts and a corporate seal bearing its name. 

Non-commercial legal entities, which are financed exclusively from the budget, can be established 

only as State institutions. Hence, the establishment of the Fund as a state department. As a whole, the 

“Environmental Fund” State Department consists (as of 2001) of 36 funds of which one oblast fund 

and 35 local funds, further broken down into 2 city and 33 municipal ones. The revenue and 

expenditure of all 36 funds are reported jointly in the Fund’s budget. 

 

As a budgetary Fund, the annual Oblast Law on the Budget played an important role in deciding and 

approving the Fund’s revenues and expenditure. However, due to changes in the pollution charges 

system in Russia, over the period 2002-2003, the Fund basically ceased to effectively exist. It was not 

included explicitly in the annual Oblast Law on the Budget for the years 2002 and 2003, respectively.  

 

 2.1.2 Policy Confusion over Pollution Charges in Russia 
 

The Environmental Funds system in Russia was officially abolished on 1 July 2002 in relation to the 

abolition of the system of pollution charges, further transformed into an environmental tax as part of 

the new Tax Code of Russia. However, this environmental tax was never implemented and enforced, 

which created a lot of confusion among environmental authorities, as these continued to collect 

pollution charges from polluters. This situation brought about a number of lawsuits against 

environmental authorities which only partially resolved this contradiction. (See Box 1 below). 

 

Box 1: Lawsuit against the RF Government on Pollution Charge Payments 

 

A particular case is the lawsuit filed by the “Kolskaya Gorno” Metallurgical Firm with the Supreme 

Court of Russia (28 March 2002) against the Russian Government. This company claimed that the 

pollution charges they paid in 2001 were illegal. Their argument was based on the fact that the RF 

Constitution requires that all taxes (covering subjects, base of the tax, etc.) should be fixed in a law. 

Instead, pollution charges were regulated through a Government Decree No 632 of 28 August 1992 

(Order for Setting Payments and their Rates for Pollution of the Environment, Waste Disposal and 

Other Types of Harmful Impact). Following the hearings, the Supreme Court made a decision in 

favour of the claimant. The case was then appealed before the Constitutional Court of the Russian 

Federation where it was argued that pollution charges did not have the status of federal taxes (as that 

part of the Tax Code which deals with pollution charges was not enforced at that time) but they 

represented a kind of fiscal “compensation” payments for damages (fiskalnie sbori) and as such they 

did not need to be legally fixed in a Federal Law, particularly, if the relevant Law delegated the right 

to further develop the charges to the lower levels of executive power. Therefore, it was argued that 

Decree No 632 was still in force except for two Articles (2 and 9), regulating the order of paying 

pollution charges, cancelled following the preparation of the Tax Code. As a result, the Constitutional 

Court only partially satisfied the claim of the company.  

 

Even though, there have been a number of such lawsuits in Russia, the situation with pollution 

charges has not been fully resolved yet. 
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The unclear legal basis of pollution charges raised a huge debate in the Russian Government. At the 

time of writing of this report, a new draft Law on Pollution Charges (not taxes) is pending in the 

Russian Duma. It seems that this new Law does not introduce any major reforms in the pollution 

charge system in Russia (it has preserved the large number of pollutants to be charged, low charge 

rates, etc.). It seems though that the main objective of this draft Law, if adopted, is to legally re-

establish and further strengthen the system of pollution charges in Russia by re-introducing them 

through a parliamentary act rather than a Government Decree, thus preventing polluters from 

contesting and challenging the payment of charges.   

 

 2.1.3 New Oblast Law on the Volgograd Oblast Fund 
 

In this context, the legality of pollution charges, as a major source of revenue for the Volgograd 

Oblast Fund, as envisaged in previous legislation on the Fund, is currently very ambiguous. Although 

the legal status of pollution charges at a federal level in 2002 and 2003 has been unclear, the 

Volgograd Oblast continued to collect those (in 2003 only charges on waste were collected). To solve 

this problem, the Volgograd Oblast Law on the Budget (No 800-OD of 24.03.2003) re-introduced 

pollution charges at an oblast level.   

 

Over the past year, the environmental authorities in Volgograd have been making efforts to re-

establish the Fund. Finally, the Oblast Duma adopted the Law on the Volgograd Oblast 

Environmental Fund on 23 May 2003 which will enter into force on 1 January 2004. The Law 

envisages the Fund to be an earmarked budgetary Fund which will be approved annually as part of the 

annual Oblast Law on the Budget for the respective year. Although the Law still needs a lot of 

improvements, its main objective – to legally re-establish the Fund – has been achieved and this is 

seen as the first and most important step by the environmental authorities in Volgograd. They hope 

that necessary improvements could be further made through subsequent legislation.  

 

With the new Law on the Fund, the Oblast Administration, including its Governor, stand committed 

to reform the Fund along the lines of good international practices for such institutions. A new Director 

has already been appointed and new competent staff are envisaged to be recruited to work exclusively 

on the expenditure management program that will be assigned to the Fund. 

 

Although this new Law establishes pollution charges as one of the main revenue source of the Fund, 

the confusion and uncertainty surrounding these charges at a federal level might have significant 

impacts on the Fund’s revenue stream in the future. In addition, the lack of clarity of the relationship 

between the oblast Fund and the local funds, which is not specified in this new Law, might impose 

additional problems, in terms of responsibilities for individual decisions and reporting. These two 

particular issues need to be seriously considered by the Oblast Administration in further designing the 

Fund, if future potential problems are to be avoided. It is also important for the Oblast Administration 

to ensure that functions of collecting revenue from pollution charges, public procurement and the 

expenditure management are clearly separated and assigned to different units. Collection of pollution 

charges should be transferred definitively as a responsibility of Tax Authorities, while public 

procurement should be assigned to regular oblast administration units. The management of public 

environmental expenditure programs is the core responsibility of public financing institutions, such as 

Funds, where expenditure are managed by professional staff under strict lines of responsibility.  If this 

division of responsibilities is not duly implemented, it may create further contradictions and conflict 

of interests among employees made responsible for these same duties. 

 

 

 2.2 Strategic Role and Objectives of the Fund in the Oblast Environmental Policy  

 
Given the latest developments and objective of re-establishing the Fund, the new Law on the Fund is 

not particularly clear on the strategic role of the Fund as a tool of implementing the Oblast 

environmental policy vis-à-vis other policy mechanisms. All the Law currently states is that the 
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resources of the Fund will be used to support the implementation of the state environmental policy in 

the form of oblast targeted environmental programs, carried out by the respective bodies of the 

Volgograd Oblast Administration. One major decision, envisaged by the new Law, is the provision of 

support to local governments in the Oblast and environmental investments through subsidies and 

intergovernmental transfers to municipalities (“subventions”, as called in Russian). 

 

However, the Fund still lacks a clearly-defined focus of its expenditure programs. This could further 

marginalize the Fund and its resources will be used across many different projects in small amounts 

(as until recently) without the possibility of making any difference. In addition, the Fund’s staff will 

be put under a lot of pressure from different sides and lobbyists and will have no legal grounds to 

oppose such demands.  

 

At the same time, there are other mechanisms and tools that the Oblast Administration has at its 

disposal to provide subsidies for environmental infrastructure. One of these tools is the Oblast 

Register of Investment Projects, whose implementation is regulated through the Volgograd Oblast 

Law on Investment Activities (16 January 2002) where it seems that most of the public environmental 

infrastructure projects fall. Apart from that, the oblast environmental targeted programs, which will be 

supported through the Oblast budget, are another mechanism for providing subsidies for 

environmental protection.   

 

In this context, if the Fund is to have its “own face” and participate in the process of financing public 

investments as an equal partner, the Fund should find its specific “niche”, vis-à-vis other mechanisms. 

If the Fund’s limited resources are smartly used, the investment support it provides could become a 

valuable strategic role for the Fund, helping to leverage private and foreign sources through providing 

public financing for crucial environmental infrastructure investments. However, this very general 

policy objective needs further decisions to turn it into specific, well-defined and realistic targets. This 

issue needs particular attention as it will set the stage for the future performance of the Fund and will 

affect all operational sides of its activity. Therefore, this issue should be further taken up in 

subsequent legislation. 

 

The authorities responsible for the Fund should reach consensus on what specific objectives (in terms 

of environmental media, types of projects, types of beneficiaries, level of support, etc.) the Fund will 

support and develop its financing strategy along these lines. The Fund should seek to avoid becoming 

a bank account, just recording financial transactions without bringing any real changes on the ground. 

In addition, it should be kept in mind that these decisions will also affect the type of expertise and in-

house skills that will be needed in the daily operations of the Fund.  

 

Therefore, the major step in fostering the strategic role of the Fund is to specify narrowly-targeted 

objectives and to establish a few real priorities in accordance with the oblast environmental priorities. 

To this end, the Fund is encouraged to develop a more participatory process designed to establish 

spending priorities during the annual budgeting process. Focusing on financing investments which 

could bring real environmental improvements will help make the Fund more visible to and better 

appreciated by politicians, clients and the public at large. This is particularly true given that currently 

budget subsidies for investments are limited and credits for environmental projects from commercial 

banks, at least in the Oblast, are very unlikely due to difficult credit conditions (short maturities 

(between 1-4 years), high interest rates (15 – 25 %)
1
, etc.). 

 

 

 

 

 

 

                                                 
1
 Information based on discussions with Mr. Dmitriy Siniukov, General Manager, Nokssbank, Volgograd 
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3. FUND ADMINISTRATION - INSTITUTIONAL AND MANAGEMENT SET-UP  

 

 3.1 Volgograd Fund Institutional Set-Up 

 
Prior to 2001, formally, the Fund had a two-tier management structure, consisting of a Supervisory 

Body and a Board of Directors, including executive staff (according to the 1996 legislation on the 

Fund).  

 

As specified in the Statute of the Fund of 27 December 2000, the Supervising Body consisted of 9 

members, representatives of the Oblast Administration, Oblast Duma, Oblast Committee on 

Environmental Protection, NGOs. Nomination of representatives of these institutions was approved 

by the Governor of the Oblast Administration. The main responsibilities of the Supervisory Body 

were to:  

 

 appoint the Fund’s Director and Deputies; 

 approve the structure and salary levels of Fund’s employees; 

 approve the budget of the Fund; 

 prepare changes and amendments to the Fund’s Statute; 

 approve guiding documents related to Fund’s activities; 

 carry out analysis of environmental problems in Volgograd Oblast; 

 set priorities among environmental programs and projects proposed for financing from the 

Fund; 

 decide on financing individual environmental projects in accordance with the Fund’s budget; 

 control the targeted use of Fund’s resources; 

 consider, approve and further submit to the Governor of the Oblast Administration the Fund’s 

annual reports. 

 

The Board of Directors was the body that managed the Fund’s operations on a daily basis. It was 

headed by Director, appointed by the Supervisory Body. The Statute of the Fund also specified the 

main responsibilities of the Director. Among these were the responsibility for the daily operations 

of the Fund, including managing resources, programs, signing contracts, representing the Fund at 

various institutions, helping raise additional resources, dealing with staff policy, opening Fund’s bank 

accounts at banks designated by the Oblast Administration, ensuring proper reporting and accounting 

of Fund’s resources. 

 

In addition, the Fund had 17 executive staff. However, these were not employees specifically assigned 

to the management of the Fund’s expenditure. This resulted in a very hectic and often poorly 

controlled use of the Fund’s resources. Decisions on granting support to individual projects were 

taken  in a non-transparent manner which brought about a lot of concern as to the legality of the 

expenditures made by the Fund. In the end, the Oblast Administration commissioned investigations 

into Fund’s activities (currently conducted by the Oblast Economic Police). These investigations point 

to serious corruption and misuse of resources. 

 

Unfortunately, the new Law on the Fund does not specify the management structure of the Fund. This 

is a serious omission and unless it is clearly regulated in bye-laws, it may, in the future, prevent the 

fund from becoming a credible financing institution. This issue could be additionally fixed in detail in 

the future Statute of the Fund that needs to be prepared. As a minimum, the management structure and 

practices of the Fund should cover issues related to the roles and responsibilities of the Fund‘s 

Supervisory Board and Management. International good practices show that among the main 

functions assigned to a Supervisory body are such as: preparation and approval of internal policies, 

establishing spending priorities, internal control and approval of budgets and reports, overall approval 

of packages of projects selected for financing by the Fund by the professional management body. The 

Board of Directors and the professional executive staff are given the major responsibility of appraisal, 

selection and financing of individual projects based on rigorous eligibility and appraisal criteria and 
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following strict and transparent rules and procedures of conducting the management of the project 

cycle. All Supervisory Board members and Fund’s staff should have clear lines of responsibilities and 

be held accountable for their decisions in line with their responsibilities. 

 

The functions of the different levels should be clearly distinguished, and the management level should 

be made politically and operationally independent but required to act within the rules assigned to them 

by the Supervisory Body. The management level should comprise professional staff that needs to be 

familiar with modern management tools and procedures for managing projects (including technical, 

financial, economic analysis) and should be exclusively focused on managing the expenditure 

programs of the Fund. The Supervisory Board, on the other hand, should have a balanced 

representation of all institutions involved in environmental financing as well as clients of the Fund, 

including NGOs, municipalities, etc. One of the most urgent tasks for the new Fund will be to hire 

competent professional staff that will be in a position to appraise and select individual projects for 

financing in order to ensure that the most cost-effective projects are selected and the greatest results 

achieved. 

 

 3.2 Institutional Framework Surrounding the Fund - Control and Auditing, 

Transparency and Public Information 
  

Reporting and control of the resources spent by the Fund are subject to budgetary rules and the Fund 

is audited (twice a year) by the Oblast financial control authority (control and accounting chamber) 

(this is also envisaged in the new Law on the Fund). The Fund was required (Article 6.3 of the Statute 

of the Fund of 27.12.2000) to report quarterly to the Oblast Duma, Economics and Finance 

Committees of the Oblast Administration.   

 

So far, the Fund was reporting its revenue/expenditure through the statistical form known as the 

EcoFund Statistical Form 1. The Oblast Committee on Environmental Protection includes information 

on the Fund’s activities in its annual reports but there are no specific Fund’s annual reports. Although 

local municipal funds are supposed to be reporting their operations to the Oblast Fund, it is not clear 

how and in what format this was done. In addition, the way the data are presented is very misleading, 

unclear and confusing. No databases of any sort exist. Most of the information is still kept in paper 

format. 

 

Past practices point to the fact that both internal and external control exercised over the Fund’s 

spending was extremely poor and inefficient. Reports on the Fund (2001) show that certain 

municipalities spend these earmarked resources on purposes other than environmental projects (e.g. 

Zhirnovskii Raion spent 28% of the available revenue from pollution charges on salaries and salary 

bonuses).  

 

In the future, with the aim of improving transparency and access to information by the Oblast 

authorities, federal government and the public at large, the Fund as a minimum, should strive to 

develop simple databases where data are regularly stored in a user-friendly and meaningful manner. 

International practices also suggest that there should be guidelines that specify the requirements and 

standards for reporting to the government/Parliament and the public as well as policies for disclosure 

of information to interested parties. External audits by chartered accountants are recommended. 

Evidence of all projects submitted by project applicants as well as contracts signed should be filed in a 

registry and made available upon request. In addition, the Fund could be advertised through mass 

media and easy access to it could be provided through Internet.   

 

It is worth noting that reporting standards are a broader notion than just presenting simple financial 

results. A fully developed reporting system would cover both financial reporting (including 

preparation of an income statement) as well performance results. Performance results should present 

the environmental effects of the subsidies provided by the Fund, in terms of, at least, pollution 

emissions reductions. Introducing such reporting standards could significantly contribute to improved 
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fiscal control by the Government and evaluation of the performance of the Fund against its stated 

objectives.  

 

 

4. OPERATION OF THE FUND 

 

 4.1 Fund Revenues  
 

The Volgograd Fund will derive its revenue from a number of sources. These revenue sources, 

described in the new Law on the Volgograd Oblast Environmental Fund, are listed below: 

 

 No less than 50 % of the oblast share of revenue from pollution charges (both within and 

above limits) (the other 50% go to the general oblast budget);  

 Part of the payments for water abstraction in proportion established by the Oblast Budget 

Law for the respective budget year; 

 Part of the taxes on mineral resources exploitation in proportion established by the Oblast 

Budget Law for the respective budget year; 

 Part of the payments for the use of forests in proportion established by the Oblast Budget 

Law for the respective budget year; 

 Voluntary contributions by physical and legal entities; 

 Resources from other sources which do not contradict the legislation of the Russian 

Federation and the Volgograd Oblast in force. 

 

In addition to the above sources, previous legislation on the Fund also included the following sources: 

payments for compensation for damages caused by polluters to human health and environment, 

dividends on bank deposits, resources obtained for conducting services.  

 

Until now, revenue from pollution charges have been collected by local environmental funds, 

transferred to the accounts of the Federal Treasury at an Oblast Level and from there distributed 

across the three levels of Government. The only exception was envisaged for revenue obtained from 

services made by the Fund which was kept on a separate bank account outside of the Treasury system. 

Obviously, the risky character and ambiguity of this last source was well understood and subsequently 

excluded from the new Law on the Fund. 

 

It seems that the main function of the local funds is the collection of revenue from pollution charges, 

while the Fund at the oblast level is mostly concerned with keeping track of these revenues. In 

addition, local funds used to transfer about 35% on average to the Oblast Fund with the exact 

allocation left to the annual Law on the Volgograd Oblast Budget to decide. In addition, according to 

the new Tax Code of the Russian Federation, pollution charges are to be collected by the Tax 

authorities. However, this is not yet the case in Volgograd Oblast. 

 

During the review process, no information was provided on the scale of non-payments or delayed 

payments of charges, non-compliance fees by those sectors/polluters that are usually in arrears. At the 

same time, the collection rate of pollution charges is reported to be very high – more than 100% (for 

example, 114.7% in 2001). However, it is not clear how exactly this rate is calculated – if this is 

expected revenue (about 18 000 polluters are monitored in the Oblast) or this rate reflects the ratio 

between the charges billed versus charges paid. One reason for this increase could be the general 

macro-economic improvement of the country and the improved ability of polluters to pay debt. On the 

other hand, this very high collection rate could be a result of the indexation (carried out twice a year 

by the Oblast) which does not allow to obtain a realistic picture of actual collection levels.  

 

Available data on the total revenues of the Volgograd Environmental Fund (of all 36 funds) for the 

period 1999 - 2001 are shown in Table 1 below. These revenues exclude the budgetary allocations 
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made to the Fund on a yearly basis. As can be seen, the volume of revenues has been increasing in 

general with a small drop of revenues in 2001 compared to 2000.  

 

Table 1: Volgograd Environmental Fund: Revenues (1999-2001) 
 

 1999 2000 2001 

Total Revenues (thousands of 

Russian Roubles) 

- of which Oblast Fund: 

27 652.0 

 

7 991.8 

52 904.3 

 

21 976.4 

66 102.2 

 

21 185.4 

Total Revenues in USD (mln) 

(at annual average 

exchange rates) 

- of which Oblast Fund: 

1.1 

 

 

324 870.0 

1.9 

 

 

779 305.0 

2.3 

 

 

725 527.0 

Source: Volgograd Oblast Administration 

 

The revenues of the Oblast Fund by sources are provided in Table 2 below. All data are in thousands 

of Russian Roubles, nominal values. Data provided in this report should be treated with caution, often 

more as indicative rather than exact, due to the highly volatile character of the data presented in 

reports and budget tables. 

 

Table 2: Volgograd Environmental Fund Revenues by Source 
(all data in thousands of Russian Roubles; current values for the given year) 

 1999 2000 2001 

End-of-year balance 2 755.3 

(5.2%) 

3 729.5 

(3.7%) 

6 311.5 

(5.0%) 

Budget allocation  24 896.7 

(47.4%) 

49 174.8 

(48.2%) 

59 790.7 

(47.5%) 

Air Pollution Charges 6 439.7 

(12.3%) 

13 578.0 

(13.3%) 

 

0% 

Water Use Charges 683.0 

(1.3%) 

6 470.0 

(6.3%) 

 

0% 

Waste Charges 14 490.9 

(27.6%) 

16 117.7 

(15.8%) 

54 880.8 

(43.6%) 

Other (compensation for damages) 760.3 

(1.4%) 

3 257.3 

(3.2%) 

 

0% 

Soil/Land Use Fines  

0% 

 

0% 

1 149.2 

(0.9%) 

Other Fines (for violating the rules of 

fishing, hunting, environmental 

standards) 

2 062.8 

(3.9%) 

1 682.6 

(1.6%) 

 

0% 

Loan Repayment (including interest) 120.0 

(0.2%) 

1 012.7 

(1.0%) 

 

0% 

Other (Fines, pollution charge 

corrections) 

340.0 

(0.6%) 

7 056.5 

(6.9%) 

3 760.7 

(3%) 

Total 52 548.7 102 079.1 125892.9 

Source: Volgograd Oblast Administration 
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As can be seen from Table 2 above, there were two major sources of revenue for the Fund in 2001 – 

budgetary allocations and revenue from waste charges. Both these sources show a stable trend of 

maintaining relatively high levels throughout the surveyed period of three years. On average, 

budgetary allocations accounted for around 47% of all revenue throughout the three years and the 

charges on waste (2001) accounted for about 44% of all revenue. No revenue from air and water 

charges was collected in 2001 which must reflect the general problems with pollution charges in the 

country. However, it is not clear on what basis waste charges continued to be collected. At the same 

time, resources that remain at the end of the year are carried over to the next financial year. Fund’s 

revenues are exempted from taxes.  

 

In general, the revenue level of the Fund shows an increasing trend but its revenue base is extremely 

narrow (2 major sources of revenue). However, at this stage, it is not clear yet how many pollutants 

will be subject to an environmental charge and what this will bring in terms of revenue for the Fund. 

What is clear is that of all revenue collected from pollution charges, and after transferring them all to 

the Oblast budget, 50% will be allocated to the Fund for implementing Oblast environmental 

programs and the rest will stay in the budget. The annual Oblast Law on the Budget will have the 

explicit power to make final decisions on the exact levels of revenue transferred to the Fund.  

  

In addition, the new Law on the Fund envisages a number of new revenue sources for the Fund, 

namely: part of the payments for water abstraction, part of the taxes on mineral resources exploitation 

and part of the payments for the use of forests. While these might bring substantial increase in the 

revenue level of the Fund, it should be remembered that as a result of obtaining revenue from these 

sources, the Fund might be required to support projects in these areas as well (such a proposition is 

very likely given the existence of oblast targeted programs in each of these areas). This might further 

stretch out the Fund’s resources and that is why it is all the more important that the authorities 

responsible for the Fund create clear demarcation limits on what priorities and types of projects the 

Fund could or could not support.   

 

As stated by Oblast authorities, pollution charge offsets along with veksels, barter and mutual 

settlements have been banned by law. However, it is not clear to what extent these practices were 

completely up-rooted in the Oblast. In general though, it seems that revenue from pollution charges is 

collected mostly in cash which contributed significantly to their improved collection rate. The revenue 

stability could further be improved (as experience in other countries show), if the collection of 

pollution charges is definitely transferred to the Tax authorities due to their comparative advantage in 

enforcing collection. In addition, considering the introduction of other sources, such as charges on 

environmentally damaging products or transactions (e.g. charge on used batteries or tyres), could 

further help increase the revenue levels of the Fund. Such charges are typically easier to monitor and 

enforce and can ensure a more stable and predictable revenue stream. In addition, removing such 

obstacles on the revenue side, would allow for a more precise planning of the Fund’s revenue flow 

which in turn could help improve its programming and expenditure management processes. 

 

  

 4.2 Fund Expenditures 

 

4.2.1 Programming and Planning 

 
There has been no specific planning process of the Fund so far. Any type of planning activity until 

2001 was closely linked to the preparation of the Oblast budget. In 2001, the revenues available to the 

Fund were allocated to one of the 14 budget items (plus resources carried over from the previous year) 

(See Table 3) developed by the Fund with a final decision on the allocation taken by the Oblast Duma. 

The Fund’s approved budget was presented as an Annex to the Oblast budget. At the beginning of the 

budget year, the Fund was presented with the approved allocation plan and was required to comply 

with the allocation in making disbursements during the year. The Fund did not register projects into a 
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database that would facilitate the analysis of the Fund’s project portfolio but simply tracked 

expenditure according to the 14 budget items.  

 

The process of developing the expenditure items is very unclear and not transparent. The budget 

allocations had no specific objectives and the budget items were only vaguely defined. The Fund had 

no eligibility criteria in terms of priority projects and target groups that could receive support from the 

Fund. The 14 budget items as formulated provided no guidance as to what the real priorities of the 

Fund were. As such, they allowed for a wide range of potential activities to be supported by the Fund. 

In addition, this lack of clearly defined spending priorities exposed the Fund to external pressures 

which led to dissipation and abuse of the Fund’s resources. 

 

Only improved programming and planning vis-à-vis other policy mechanisms and budget sources 

could help the Fund in its future activities to become a credible source of financing environmental 

priorities in the Oblast. 

 

 

 4.2.2. Expenditure Focus 

 
In 2001, the total expenditure of the Oblast Fund amounted to RR 20.76 mln (about USD 710 843, 

2001 Oblast Budget) (See Table 3). Another source (Fund itself) gives USD 725 527. (As mentioned 

elsewhere, all numbers used in this report should be treated with caution as different sources often 

provide conflicting data and cross-checking and verification is very difficult.) 

 

As Table 3 shows, in 2001, the Fund spent most of its resources on supporting activities of regional 

and inter-regional significance (about 32%), followed by resources spent on the construction of clean-

up and other environmental facilities (21%), with targeted programs approved by the Oblast Duma 

occupying the third place (at 7.5%) (not counting the end-of-year balance resources and seemingly 

including the expenditure of all local funds). One interesting point related to the item “Other” is that 

although this item is not clearly defined, the amount allocated for it is bigger that the amounts 

allocated to some more clearly labelled items. In addition, this item along with the “rewarding” and 

the “Volgograd Fund management” items seem to be of very similar nature and could be broadly 

classified as administrative/overhead costs for running the Fund. The three items altogether account 

for about 9 % which is much more than what international benchmarks suggest (about 4%). In 

general, the budget items are so vaguely formulated that it is very difficult to understand what kind of 

projects and activities are supported through the resources in the respective item. 
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Table 3: Volgograd Environmental Fund: 2001 Expenditures by Budget Item   
(all data in thousands of Russian Roubles; current values for the given year) 

Budget Item 2001 

Implementation of activities of regional and inter-regional significance aiming at 

environmental improvements and ensuring population’s environmental protection. 

 

6 590.8 

Participation in the development and implementation of programs and projects aiming at 

environmental improvements and natural resources reproduction, approved by Oblast Duma. 

 

1 560.0 

Realisation of scientific research and project work in the area of environmental protection, 

assessment of natural resources, improving the economic mechanism for natural resource use, 

creation of cleaner technologies, techniques and equipment for environmental activities. 

 

 

935.0 

Investment in clean technologies, enterprises, scientific/project organizations of other legal 

entities. 

 

520.0 

Establishment and improvement of an automated environmental monitoring system and 

technical resources for its maintenance. 

 

722.9 

Construction of clean-up facilities and other environmental facilities. 4 345.5 

Maintenance and protection of natural monuments. 190.0 

Development and realisation of international cooperation, including attracting foreign 

specialists and organisations for consulting, conducting analyses. 

 

34.3 

Payment of compensations to citizens, according to established rules, with the aim of 

compensating them for damages caused to their health by negative environmental impacts. 

 

752.0 

Environmental education. 749.5 

Rewarding production teams, workers in the area of environmental protection, citizens, who 

have achieved significant results in this area. 

 

40.6 

Participation in the development of technical and material infrastructure of environmental 

authorities (construction of laboratories at industrial facilities, purchase and renting of cars, 

equipment, computers, reagents, materials). 

 

 

688.3 

Managing the activity of the Volgograd Environmental Fund. 1 520.3 

Other purposes related to environmental protection not conflicting with the legislation of the 

Russian Federation and the Volgograd Oblast. 

 

2 19.9 

Balance at the end of the year. 1 887.5 

Total Expenditure: 20 756.6 

Source: 2001 Oblast Budget 

 

In terms of expenditure by sector, in 2001, the largest share of the Fund’s resources – about 35% - 

went to economic activity (including a small part of it as mandatory allocations to the Federal 

Environmental Fund) (See Table 4 and Figure 1). Unfortunately, it is not clear what these economic 

activities exactly are and why they cannot be specified in terms of sectors that received support from 

the Fund. In addition, in terms of specific environmental sectors, most resources were spent on waste 

– 21.1 %, followed by water – 16.8% and then air protection - at 8.7%. Support for monitoring and 

information systems amounted to up to 6.3% of Fund’s resources in 2001. 
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Table 4: Volgograd Environmental Fund Expenditures by Sector  
(all data in thousands of Russian Roubles; current values for the given year) 

Sector 1999 2000 2001 

Air protection 1 007.0 5 250.0 4 560.0 

Water 3 243.0 6 670.0 8 775.0 

Waste 3 072.2 7 511.1 11 029.7 

Soil protection 317.6 940.0 280.0 

Nature protection / conservation 793.1 630.0 1 660.0 

Environmental education 1 384.0 1 498.6 2 321.4 

Monitoring and information systems  2 578.8 3 470.8 3 277.6 

Research 749.8 1 704.5 1 863.8 

Other (economic activity) 

- incl. FEF allocations)  

10 777.0 

2 161.3
 

18 917.8 

5 451.7
 

18 399.4 

326.8
 

Total Expenditure: 23 992.5 46 592.8 52 166.9 

Source: Oblast Administration 

 

 
Figure1: 2001 Volgograd Environmental Fund Expenditure by Sector 
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In 2001, as well as from the beginning of the surveyed period, the municipal/local administration was, 

by far, the largest recipient of assistance from the Fund, accounting for 67.4% of total expenditure 

(See Table 5). The item “Other” was the second largest recipient with about 14%. It is not very clear 

what exactly this “other” recipient stands for but it seems it covers different enterprises specified by 

different ownership of property (enterprises with limited responsibilities (OOO), joint-stock 

companies (OAO), utilities (ZAO). However, reporting enterprises as “other” is very unclear as the 

requested data included specifically information on enterprises but the Volgograd authorities chose to 

ignore enterprises and provide these data under “other”. State institutions (schools, universities, 

hospitals) come third in this line with funding amounting to 13.3 % of total Fund’s expenditure. This 

trend remained stable over the surveyed period.  

 

One missing beneficiary is the NGO community which seemed to not have received any support from 

the Fund over the period of 1999-2001. A notable change, visible from the provided data, is the 

drastic reduction of support for state administration – which dropped from more than 12 % in 2000 to 

less than 1% in 2001. This might be explained by the change of distribution of the revenue from 
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pollution charges after the enforcement of the 1999 Tax Code which postulated that all revenue 

should stay at oblast and local levels where it was collected.  

 

Table 5: Volgograd Environmental Fund: Disbursements by Beneficiary  
(all data in thousands of Russian Roubles; current values for the given year) 

Beneficiary 1999 2000 2001 

State administration  2 161.3 

(9 %) 

5 751.7 

(12.3 %) 

326.8 

(0.6 %) 

Regional Administration 1 205.0 

(5 %) 

1 450.0 

(3.1 %) 

2 520.0 

(4.8%) 

Municipal/local administration 16 018.7 

(66.8 %) 

27 700.6 

(59.5 %) 

35 212.0 

(67.4 %) 

State institutions (schools, universities, hospitals) 2 108.0 

(8.8 %) 

5 100.5 

(10.9 %) 

6 949.1 

(13.3 %) 

Other  (enterprises with limited responsibilities (OOO), 

joint-stock companies (OAO), utilities (ZAO) 

2 499.5 

(10.4 %) 

6 590.0 

(14.1 %) 

7 250.0 

(13.9 %) 

Total Expenditure: 23 992.5 46 592.8 52 257.9 

Source: Volgograd Oblast Administration 

 

Table 6 below shows an increasing trend of investment projects supported by the Fund (including all 

local funds), from 11.2 % in 1999, to 17.3% in 2000 to 20% in 2001. This trend is in line with the 

increased budget of the Fund. However, this information should be treated with caution.  

 

Table 6: Volgograd Environmental Fund Expenditures by Project Type  
(all data in thousands of Russian Roubles; current values for the given year) 

Type of Projects 1999 2000 2001 

Investment projects 2 615.2 7 933.3 10 318.3 

Non-investment projects 20 677.3 37 959.5 41 148.6 

Total Expenditure: 23 292.5 45 892.8 51 466.9 

Source: Volgograd Oblast Administration  
 

As Table 7 also shows the number of projects supported each of the years in this survey is sometimes 

close to 500. Given the general level of resources, for example, in 2001, the average value of a project 

supported by the Fund was about 3 600 USD. At this amount, only very small projects could be 

supported. In addition, this picture shows the extent to which Fund’s resources are dissipated across a 

huge number of projects. While this allows for satisfying the demands of a number of different 

stakeholders, spreading the resources so thinly, can hardly bring any visible environmental benefits to 

the Oblast. 

 

Table 7: Number of Projects Supported by the Volgograd Environmental Fund 
 

 1998 1999 2000 

Grants 472 499 492 

Total Number of Approved Projects: 472 499 492 

Source: Volgograd Oblast Administration  

 
While the data provided during the review show no expenditure as administrative costs, the Oblast 

Budget table (Table 3) shows that at least 7.32% of all Fund’s resources are spent on managing the 
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Fund. High administrative costs could partially be attributed to the fact that local funds are involved in 

collecting revenue from pollution charges, which could be costly, but it could also be a result of a 

wasteful management. In addition, the new Oblast Law on the Fund allows all state institutions related 

to the management of the Fund to be financed from the revenue collected from pollution charges. 

 

 

 4.2.3 Disbursement Mechanisms 

 
The disbursement mechanisms, allowed to the Fund, are not clearly specified in the legislation. Being 

a budgetary Fund, most of its resources were disbursed as grants. Grants do not require repayment by 

the applicant and are, therefore, the most attractive option for the Fund. The use of grants requires less 

attention in the appraisal process. However, as the information provided by the Fund shows (See 

Table 2 on Loan Repayments) and given the fact that the Fund is allowed by legislation to provide 

loans (Article 6.1, Statute on the Fund of 27 December 2000), the Fund did provide loans (2000 was 

the last year this was done). However, no information was provided by the Fund on the specific loan 

characteristics.  

 

While it is true that loan repayments and interests constitute a very small share of total Fund’s 

revenues (1% in 2000), these loans are not reflected in Table 7 above. In addition, it is not clear what 

entities received loans, whether private or public. By Russian law, budgetary funds cannot be given as 

grants to private firms, therefore it could be concluded that the loans were extended to state-owned 

entities only, providing the law was respected. This issue needs to be carefully considered by the 

Oblast authorities in selecting appropriate disbursement mechanisms for the Fund.   

 

One notable fact related to the support to investment projects provided by the Fund was that 

beneficiaries were required to issue securities which had to be placed in oblast investment projects 

(Proforma Contract for Providing State Oblast Investments). This could be viewed in a way as 

collateral obtained by the Fund, as the total nominal value of the securities issued should equal the 

support provided by the Fund. However, such collateral could be very risky as it is always better to 

get some kind of property as collateral rather than shares which may not necessarily be backed up by 

real assets. This represents a risky enterprise and given the lack of professional staff at the Fund to 

assess the creditworthiness of enterprises, the Fund should avoid accepting such collaterals and even 

providing loans.   

 

The Fund The Beneficiary Fund/Oblast Administration 
 

Provides a grant support to an 

investment project, requires that 

the beneficiary issue securities 

equivalent to amount of the 

Fund’s support 

 

 

Issues securities as required by 

the Fund 

 

Uses these securities to place 

them in other investment 

projects 

 

Given its legal status, management structure and staff expertise, it is understandable why the Fund 

used mostly grants (and direct purchases on behalf of the Oblast Administration). It is obvious that 

under current circumstances, the Fund is not prepared to use more sophisticated and more risky 

financing instruments, such as loans and equity investments.  

 

Direct grants and subsidy interests are the simplest instruments for transferring subsidies. Grants are 

transparent and relatively easy to manage and do not require extensive administrative staff resources. 

They allow the Fund’s staff to accumulate experience and develop basic skills with financial 

management, contracting, project appraisal and implementation monitoring. On the other hand, grants 

leverage a very small level of other financing sources, especially, if the Fund does not require co-

financing. By serving as a funding source of “first,” rather than “last” resort, the Fund’s financial 
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support cannot be viewed as “additional,” a criterion that is often associated with effective use of 

scarce public resources.  

 

International experience shows that disbursement mechanisms allowed to public Funds should be few 

and transparent. They should also be adjusted to the needs of the projects as well as to the institutional 

and managerial capacity of the Fund. In fact, a great deal of capacity building is needed even to 

manage grants effectively. As noted earlier, the Fund does not disburse resources in a way typical of 

public institutions managing public environmental expenditure world-wide. The Fund does not offer 

grants to beneficiaries who could then pay contractors to implement environmental projects. Instead, 

the Fund (on behalf of the Oblast Administration) just organises tenders for goods and services that 

the oblast authorities want to purchase. Hence, fundamental organisational and management reform as 

well as capacity building will be needed before the Fund is ready to operate competitive grants (let 

alone loans) in a manner that is in accordance with good international practices. 

Soft or interest free loans can also be used, but this will have immediate implications on the Fund’s 

staff. Either a loan department would have to be created (2-3 credit analysts) who would analyse 

creditworthiness and collateral of borrowers, or this task will have to be contracted to commercial 

banks (for a fee). The experience of environmental funds in the CEE countries indicates that the 

division of project appraisal competencies (for appraisal of the environmental and technical feasibility 

of the investment project, including verification of the project's cost-effectiveness and project's (not 

borrowers') cash-flows) and risk sharing with commercial banks may be a good tool to mitigate the 

risks connected with issuing soft loans. Such an arrangement also allows fund managers and 

stakeholders to retain control on the project appraisal, implementation and monitoring of operation. It 

also helps accumulate expertise, if appropriate legal requirements are introduced by the Fund's 

stakeholders. However, the current legislation on the Fund does not envisage any such arrangements.  

 

Disbursement mechanisms allowed to the Fund should correspond to its managerial and institutional 

capacity in order to prevent it from financial failures. More sophisticated and risky instruments should 

only be used, if and when the Fund acquires a certain level of experience that would allow it to 

manage the public resources at its disposal safely and in an accountable manner. 

 

 

 4.3 Project Cycle Management  
  

Project cycle management is the key function of environmental funds. It is the process by which 

Funds make decisions on disbursements and financing of individual projects. The project cycle 

includes a sequence of activities designed to identify, appraise, select, implement, and monitor 

environmental projects financed by the Fund. Typically, management of the project cycle is the 

shared responsibility of the Fund’s management and technical staff, with the supervisory board tasked 

with the approval of projects for funding. 

 

In its previous activities, prior to 2001, the Fund used a very simple and highly untransparent 

procedure of selecting projects for financing. There was no assessment of projects on environmental, 

economic or financial merits, making the use of scarce resources highly ineffective. The Fund did not 

apply any specific criteria or procedures in this process. No specific application forms were used, 

applicants submitted projects with very generic descriptions and only very rough cost estimates. 

Project costs were not examined, cross-checked and verified by the Fund. Results achieved by the 

projects supported by the Fund were not monitored and verified. 

 

If an investment project is approved for financing from the Fund, it is subsequently included in the list 

of projects for financing approved by the Oblast Duma (according to the Volgograd Oblast Law on 

Investments of 14 February 2002) and more specifically, in the Development Budget of the Oblast. 

The Fund covered between 30 and 40% of a project’s total cost, the rest was covered by other 

budgetary sources.  
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Even though projects were selected for financing, it is not clear on what basis this was done as there 

were no staff who could conduct professional project cycle management. As mentioned above, this 

situation requires an urgent solution. Hiring skilled professional staff (with technical, 

financial/economic analysis skills) or selecting them from the existing staff in the oblast 

administration and, if necessary, training them in the good project cycle management practices should 

become a priority task for the Fund and the Oblast Administration. Developing well-defined appraisal 

and selection criteria is another urgent task. This could only help shape the trustworthiness, 

accountability and transparency of the Fund. 

 

It is obvious that the Fund needs to develop overall project cycle management procedures from 

scratch, including project identification, appraisal and selection, financing and contracting, to 

monitoring and post-implementation evaluation. These procedures, while developed in line with the 

existing international good practices, should also be tailored to the needs (types of beneficiaries, types 

of projects and types of disbursement mechanisms) of the Fund, taking also into consideration the 

number of staff working at the Fund. 

 

Hiring skilled and well-motivated staff and eventually strengthening the capacity of the Fund’s 

employees in project appraisal in terms of engineering, economic/financial and legal skills will be 

crucial for the future of the Fund. Fund staff should be given clear responsibilities for which they 

should be held accountable in their daily work. Cost-effectiveness should be made a prominent 

criterion in both project appraisal and in evaluating the performance of executive Fund’s staff. 

  

5. Key Conclusions and Recommendations 
 

Over the period of 10 years of its existence, the Volgograd Environmental Fund has undergone a 

number of changes, most of them, typical of Environmental Funds in the CEE and EECCA regions. It 

started as an extra-budgetary Fund to be further incorporated into the oblast budget as part of 

strengthening the fiscal and budgetary discipline in Russia as a whole. Little has changed in terms of 

modern management practices employed by the Fund. However, with its combined revenue of more 

than USD 2 mln in 2001 and increasing revenue stream, the Fund could play a crucial role by 

supporting selected environmental investments in the Oblast.  

 

The review has found that the level of compliance of the Fund’s practices with international standards 

for such institutions, contained, inter alia, in the "Good Practices of Public Environmental 

Expenditure Management”, is very low. The Fund’s activities were mostly focused on collecting 

revenue and managing direct purchases for environmental authorities through competitive tenders. In 

fact, none of these tasks is performed by environmental financing institutions, as internationally-

understood. On the other hand, the Fund has not been required, and even permitted, to perform the 

tasks that are essential for environmental funds world-wide, which include mainly identification, 

preparation, appraisal and selection of projects and beneficiaries according to transparent, objective 

procedures and criteria. This biased legal mandate has so far prevented the Fund (and other Funds in 

Russia for that matter) from developing capacity in effective financing of priority environmental 

investments. This might have been one of the main reasons for the federal authorities, not being able 

to see the value added of Funds and using the development of a new Tax Code, to choose to abolish 

the funds system in Russia. As a result, over the past two years, the Volgograd Fund has effectively 

not existed and the Oblast environmental authorities faced significant difficulties re-establishing it.  

 

A positive aspect in the Fund’s development is the adoption of the new Oblast Law on the Fund that 

will enter into force on 1 January 2004. It is a significant achievement given all political uncertainties 

with pollution charges at the federal level. This fact shows the political support for the Fund at the 

highest level in Volgograd Oblast. The new management of the Fund and the Oblast Administration 

environmental authorities, supported by the Oblast Governor himself, stand committed to improve the 

expenditure management practices of the Fund. However, this alone is not enough to make the Fund 
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attractive to foreign partners and to turn it into a genuine tool for implementing the Oblast 

environmental priorities. In the countries where environmental funds have been successful they have 

been established to finance investment projects that are difficult to finance both by the regular 

government/regional budget and by the private sector. Reform of the Fund in Volgograd would need a 

strategic perspective to clearly demonstrate its unique "niche" or true value added compared to other 

existing Oblast institutions/mechanisms.  

 

The present legal framework needs to be further developed in order to transform the Fund into an 

effective, operational mechanism for financing environmental investments at an Oblast level. The new 

Law on the Fund provides a good opportunity to design a professional and internationally credible 

institution with strong capacity to identify and select good projects and manage environmental 

expenditure programs funded by the Oblast budget and/or possibly by donors or foreign financing 

institutions. A careful and transparent process is needed to prepare the Statute of the Fund and 

additional operational documents. This process should involve key Volgograd Oblast stakeholders. 

However, before the Fund is ready to manage resources successfully, a great deal of improvement will 

be needed in the area of transparency, accountability, establishing real (narrow) priorities, efficiency 

and skills in project cycle management. These reforms would also be a necessary condition for the 

Fund to be internationally recognised as a potential partner for foreign sources in financing 

environmental investments in Volgograd Oblast. 

 

Short-Term Improvements to Be Implemented through Internal Organisational Restructuring 

 

1. Identify a specific narrow niche and few priority types of projects to be financed by the Fund on the 

basis of priorities contained in the 2001-2005 Volgograd Oblast Socio-Economic Development 

Program and other strategic policy documents. 

 

2. Consolidate resources at an oblast level in order to create a critical mass of resources which would 

allow the Fund to allocate these resources to projects of inter-Oblast significance. 

 

3. Develop Statute of the Fund, making provisions for ensuring transparency, accountability and cost-

effectiveness of decisions made on disbursing Fund’s resources as well as further regulations on the 

Fund. 

 

4. Hire professional staff or select staff available at the Oblast Administration and make them 

exclusively responsible for identification and appraisal of environmental investment projects. 

Strengthen the capacity of these staff in project cycle management. 

 

5. Fully transfer the responsibility for collecting revenue from pollution charges to the Tax Authorities 

at a local level. Separate organizationally, in different units, the revenue-raising, government 

procurement and expenditure management (project financing) functions.  

 

6. Increase transparency and consistency in revenue and expenditure data. Improve the financial and 

environmental reporting system.  

 

 

Medium-Term Recommendations for Reform in the Legal Basis and Institutional Framework 

of the Fund 

 

Legal Status and Objectives 



 Specify narrowly targeted and non-overlapping mandates for local funds and the Fund at an 

Oblast level. Establish real (few) priorities. Limit eligible projects and beneficiaries to those 

ones that critically need subsidies and those that cannot be financed either from the regular 

budget or from commercial sources. 
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 Clearly specify the Fund’s legal status, accounting and auditing standards by explicit 

references to other "core" laws of Russia. Harmonise book-keeping, financial management 

and reporting with international standards. 

 Increase internal control on Fund’s expenditure.  

 Develop clear policies on the types and mechanisms for disclosing information to the public. 

 

Institutional Set-up and Management System 

 

 Establish a multi-stakeholders' Supervisory Body. Clearly define the structure and distinguish 

the individual responsibilities and liabilities of the Fund at an Oblast level and all local funds, 

Oblast administration, Supervisory and Management Bodies, in accordance with standards 

established for other similar, internationally recognised public organisations. Specify the 

appointment procedures of the Supervisory Body and Management Boards and performance 

criteria, against which they can be evaluated. 

 Distinguish the Fund’s institutional identity and management system from that of the Oblast 

Administration and local administrations. Ensure institutional autonomy and operational 

independence of Fund Managers, subject to strong accountability for performance. Ensure 

that project cycle management is professional and non-political. 

 

 

Revenues 

 

 Limit the number of revenue raising pollution charges to less than 10 (if possible and also 

within the boundaries given by the legislation at a federal level). In parallel legislation, 

introduce credible emissions monitoring system for these charges. 

 Consider implementation of charges on environmentally damaging products or transactions 

(e.g. used batteries or tyres) which can ensure a more stable and predictable revenue stream 

for the Fund (if possible and within the boundaries given by the legislation at a federal level). 

 

Expenditure 



 Focus expenditure on investment projects by, for example, introducing the minimum 

percentage limit of annual expenditure that must be used to finance investments in 

environmental infrastructure. 

 Realign expenditure budget items so that they correspond to real priorities, decreasing their 

number, consolidating administrative costs of the Fund into one line, and treating expenditure 

to support Oblast Administration as a single budget item. 

 

Programming 

 Develop a financially realistic environmental strategy to follow up policy priorities in the 

Oblast. Use this strategy to identify the limited role and purpose of the Fund versus other 

sources of financing, in addressing priority environmental problems of the Oblast. 

 Establish multi-year investment programs/strategy for the Fund. Once established, do not 

change it. 

 

Disbursement Mechanisms 

 

 Phase-out direct procurement conducted by the Fund and stick to direct grants. 

 Do not permit the Fund to use direct loans or equity investments for a few years until required 

capacity in risk management is developed. If loans need to be considered earlier, out-source 

loan management to commercial banks selected through a competitive process. 

 Require co-financing by, for example, introducing percentage limits on the maximum share of 

investment expenditure that can be financed by the Fund. 
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Project Cycle Management 



 Make Managers of the Fund responsible and accountable for project cycle management, 

including project identification, appraisal and selection. 

 Establish specific, objective and transparent appraisal criteria, binding for Managers. Make 

cost-effectiveness (achieving environmental results at minimum costs) a prominent appraisal 

criterion. 

 Develop detailed operational rules for each stage of project cycle. These rules should 

distinguish different appraisal procedures for different types of projects (e.g. a two-stage 

procedure for investment projects). 

 Introduce and maintain regular monitoring of investment projects implemented with support 

by the Fund. 

 Strengthen the capacity of the executive unit in project appraisal. Particular improvement is 

needed in engineering, economic/financial and legal skills of the personnel. 

 

The three-dimension radar chart in Figure 2 below illustrates the results from the assessment of the 

Fund’s compliance with international good practices for such institutions. The methodology 

developed by the OECD EAP Task Force in the Good Practices of Public Environmental Expenditure 

Management has been used for this purpose (for more information see Annex III). Assessment in each 

dimension forms a performance triangle. A high score in all dimensions indicates a program or 

implementing agency, which performs well in terms of expenditure management. A lower score in 

any dimension implies a need for targeted institutional reform and strengthening or even closing down 

the expenditure program.  

 

The low scores of the Volgograd Fund, as also presented in Figure 2, show the significant reforms 

needed in its management practices, should the Fund become a credible financing institution. The 

political support for such reforms at the highest level of the Oblast Administration is an encouraging 

opportunity. This should be followed by developing a clear strategy and step-by-step plan for 

implementing these reforms with the aim of helping improve environmental quality in Volgograd 

Oblast to the benefit of all its citizens. 
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Figure 2: Performance Assessment of the  

Volgograd Environmental Fund: May 2003 
 

The specific areas for improvement could be a target of an institutional reform project.  
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ANNEX I: LIST OF PEOPLE INTERVIEWED 

 
Mr. Nikolay Maksyuta, Governor of the Volgograd Oblast Administration  

 

Mr. Alexander Plotnikov, Deputy Head of the Volgograd Oblast Administration 

 

Mr. Vladimir Bragin, Chairman of the Environmental Protection Committee, Volgograd Oblast 

Administration 

 

Mr. Michail Shorin, Executive Director of the Environmental Fund of the Volgograd Oblast. Oblast 

Committee for Environmental Protection 

 

Ms. Svetlana Bobynina, Head of Unit at the Volgograd Environmental Fund 

 

Mr. Anton Bezrukov, Lawyer at the Volgograd Oblast Administration 

 

Mr. Sergey Sazonov, Deputy Head of the Volgograd Oblast Administration, Head of the Finance and 
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ANNEX II: LIST OF DOCUMENTS REVIEWED 

 
1. Federal Law on Accounting – 21 November 1996 

2. Federal Law on Banking – 3 February 1996 

3. Federal Law on Environmental Protection – 10 January 2003 

4. Federal Law on Investments – 25 February 2003 

5. Federal Law on Public Procurement – 6 May 1999 

6. Federal Law on Taxes – 2002 

7. Government Decree on Pollution Charge Payments – No 632 – 28 August 1992 with amendments 

of 12 February 2003 

8. Ministry of Environment Order on Setting Basic Rates of Pollution Charges – 27 November 1992 

with amendments of 1 January 2001 

9. Civil Code of Russian Federation – 21 October 1994 with amendments of 10 January 2003 

10. Volgograd Law on Investments in Volgograd Oblast – 14 February 2003 

11. Volgograd Oblast Law on Selecting Banks to Work for the Oblast Administration – 2 October 

1996 

12. Volgograd Oblast Law on Environmental Fund – 30 May 1996 

13. Volgograd Oblast Law on the 2003 Oblast Budget 

14. Amendments to the Statute of the Volgograd Oblast Environmental Fund No 990 – 27 December 

2000 

15. Sample of Applications 

16. General Agreement on the Interaction between the Russian Ministry of Natural Resources and the 

Volgograd Oblast Administration in the Area of Natural Resources Use and Environmental Protection 

– 11 February 2003 

17. Volgograd Oblast Decree on Increasing the Efficiency of the Volgograd Oblast Fund No 315 – 8 

June 1998  

18. Sample of a Contract for Provision of State Oblast Investments 

19. Sample of a Contract for Financing Environmental Projects 

20. Definition of the Russian Constitutional Court on the Check of the Pollution Charge Payments for 

Compliance with the RF Constitution – 10 December 2002 

21. Supreme Court – Decision of 12 February 2003 

22. Supreme Court – Decision of 28 March 2002 

23. EcoFund Statistical Form – 2001 

24. New Volgograd Oblast Law on Environmental Fund – 22 May 2003 

25. 2003 Volgograd Oblast Budget Law 
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Annex III: CHECKLISTS FOR MEASURING COMPLIANCE WITH GOOD 

PRACTICES OF PUBLIC ENVIRONMENTAL EXPENDITURE  

These Checklists make an integral part of an OECD document “Good Practices of Public 

Environmental Expenditure Management” developed within the framework of the OECD EAP Task 

Force. They were presented at the Fifth “Environment for Europe” Ministerial Conference, held in 

May 2003 in Kiev, Ukraine (Kiev.Conf/2003/Inf/13). 

 The Checklists below can be used to measure the performance of public environmental expenditure 

programs against good practices. Each of the three Checklists contains five major principles, which 

are operationally described in the right column of the checklist. Performance auditors can assign the 

three following scores to each principle: “zero”, if no good practices are applied, “one”, if some but 

not all good practices are applied, and “two” if all good practices are applied. The scope of 

application of good practices is assessed by assigning a “yes”, “no” or “partially-applied” judgement. 

In this way, any particular program or its implementing agency can achieve a maximum of ten (10) 

points in each performance dimension. In order to visualise the results of performance assessment, a 

performance triangle is constructed by plotting the score in each dimension on the three axes of the 

radar chart as in Figure 2 at the end of this Chapter. 

Checklist 1. Performance in Terms of Environmental Effectiveness 

Principle Good Practices 

1. Additionality and 
consistency with other 
environmental policy 
instruments  

 Public funds do not permanently substitute for weak environmental policies; they are not 

spent on achieving environmental objectives that could have been achieved with 

administrative or economic instruments or by eliminating environmentally-harmful 

subsidies. 

 Public funds are not used for environmental projects that would have been implemented 

anyway (e.g. that have high risk-adjusted financial rates of return and could have been 

financed privately). 

 Public environmental expenditures reinforce other policy instruments and are consistent 

with their stated objectives. 

 Regular running costs of environmental administration and enforcement agencies are 

financed through the regular budget process. Extra-budgetary or specialised expenditure 

programs are normally focused on financing investment in fixed assets or precisely defined 

non-investment projects, which are not regular duties of administration. Financial 

assistance to running costs of non government entities is given only in exceptional 

circumstances, for a strictly limited period, during which the rate of assistance declines.  

 External auditors periodically review the environmental value-added of public 

expenditures; there are provisions to phase out public funds after they have fulfilled their 

role.   

2. Sound and well- 
defined programming 
framework 

 Public funds are spent in the framework of a written, publicly available expenditure 

program document approved by appropriate authorities. 

 Expenditure program has specific, measurable, agreed, realistic, time-bound objectives, 

eligible beneficiaries, specified financing needs, eligible project types and a set of written 

rules that guide the financing decisions that enable the objectives to be achieved at the 

least cost.  

 Expenditure program is established as part of a wider environmental program or policy, 

which is a stated priority and has been developed through a participatory political process  

 Environmental expenditure programs support sustainable development; wider economic, 

social and poverty reduction objectives as appropriate are integrated into the public 

environmental expenditure program without undermining its environmental effectiveness. 

3. Sound  Standard application forms are used to solicit quantitative and qualitative information on 
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consideration of 
environmental effects  

projects’ environmental effects. Once obtained, the accuracy and reliability of this 

information is verified.  

 Indicators of environmental effects are unambiguous and are used as essential criteria in 

project appraisal and selection. 

 Environmental effects are monitored throughout the project cycle and after 

implementation; project level environmental data are stored in publicly available database 

that allows unambiguous ex-post verification and analysis. 

 If the project fails to achieve its predicted effects, as stated in the application form or 

financing contract, effective contractual sanctions on beneficiaries are enforced in 

proportion to the violation. 

 Meaningfully aggregated information on environmental effects achieved is periodically 

reported to governing bodies and to the public, reviewed by external auditors and used as 

performance indicator.  

4. Maximising 
environmental effect 
from available funds  

 Quantitative information on project full lifetime costs (investment, operational and 

maintenance) is requested from applicants in a standard application form and verified; 

project level cost data are tracked and stored in a database format in a way that allows 

unambiguous ex-post verification and analysis.  

 Project selection criteria ensure that limited public funds achieve the greatest 

environmental effect. An unambiguous cost-effectiveness indicator (unit lifetime cost of 

achieving environmental effects) and the rate of assistance from public funds form a core 

of quantitative basis for appraisal, scoring, ranking and selecting of projects.  

 Quantitative information on cost-effectiveness is periodically reported to governing bodies 

and to the public and is subject to periodic external, independent reviews. Cost 

effectiveness is a key performance indicator. 

5. Leveraging 
additional private and 
foreign finance for the 
environment 

 Public funds cover less than 100% of project costs; co-financing by other sources or by 

beneficiary retained earnings is required as a principle.  

 Leverage of private and foreign finance is a formal requirement and a performance 

indicator. 

 Public funds do not distort competition in financial markets and do not obstruct the 

development of private financial institutions. Financial products used in environmental 

expenditure programs do not compete with financial products offered by private financial 

institutions. 

 Full financial plan of the project is required; commitments for financing from other 

sources are verified. No disbursement is made until full financing for the project is 

adequately secured. 
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Checklist 2. Performance in Terms of Fiscal Prudence 

Principle Good Practices 

1. Fiscal integrity 
of revenue 

 All sources of revenue are clearly specified in the legislation.  

 If the revenues managed within the program come directly or indirectly from compulsory transfer 

payments (taxes, charges, fees), they are treated as public funds in the meaning of the laws of 

public finance, public procurement and state aid. As such, this money is subject to the usual fiscal 

discipline in the entire public finance sector, even if it is managed outside of the budget.  

 Revenues are recorded at treasury accounts before they are allocated to the environmental 

expenditure program. 

 Only cash revenues are accepted.  

2. Negative 
efficiency impacts 
of earmarking are 
minimised  

 Earmarked revenues are limited to specified periods of time. Effective provisions are in place to 

prevent the creation of vested interest groups and perpetuation of public expenditure programs 

longer than they provide value added. 

 Earmarking within earmarked schemes (e.g. sub-funds within earmarked environmental funds) is 

avoided as it further infringes on efficiency; If it is unavoidable (e.g. for political reasons), 

safeguards that prevent inefficient resource allocation and perverse incentives are implemented.  

3. High standards 
of fiscal discipline 
and transparency 

 Implementation of environmental expenditure programs does not cause unplanned fiscal deficits. 

In particular, contingent and implicit liabilities (such as loan guarantees) are not incurred without 

an explicit, prior approval from fiscal authorities. Medium-term financial forecasts, including 

contingent and implicit liabilities of all implementing agencies, are regularly prepared and 

disclosed in financial statements.  

 For all extra-budgetary funds and government-controlled agencies, an estimate of the revenue and 

the corresponding expenditures is provided in the state (or sub-national) budget, at least as an 

annex. Statements on debt and contingent liabilities, especially of all extra-budgetary 

environmental institutions are presented along with the budget of the Ministry of Environment to 

the Ministry of Finance. 

 Mandatory internal and external independent financial audits are regularly carried out.  

 Ex-post reporting, according to a transparent expenditure classification system, is regularly 

conducted and publicly disclosed.   

4. Accountability 
and transparency 

 All individuals involved in managing expenditure programs are held accountable for decisions to 

the Government, Parliament and the public within their clear and distinct lines of responsibility, 

on the basis of effective legal provisions ensuring transparency and meaningful information 

disclosure.  

 Public funds are guarded against corruption and fraud, e.g. through effective checks and balances 

on various interest groups in governing bodies.  Any potential conflicts of interest are eliminated.  

 Ex-post reports on performance and results achieved (in terms of specified performance criteria) 

are periodically conducted and disclosed to the public.  

5. Collection of 
revenues and 
public 
procurement 
separated from 
expenditure 
management 

 Special agencies implementing environmental expenditure programs focus on program and 

project cycle management and project financing, rather than on collecting revenue or making 

direct procurement of equipment and construction services on behalf of the government. These 

other tasks are performed by regular government agencies. 

 Collection of revenue from fiscal or quasi-fiscal instruments is normally done by relevant fiscal 

authorities under the control of treasury services.  

 National or international public procurement rules apply for all purchases that are co-financed by 

public funds, even if the purchasing agent is a private entity.  
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Checklist 3.  Performance in Terms of Management Efficiency 

Principle Good Practices 

1. Sound 
governance  

 Expenditure program is governed by clear, written and agreed rules rather than ad-hoc discretion. 

 Terms and conditions of financing, decision-making and administrative procedures, internal 

policies and principles of project appraisal and selection are written and available to the public. 

They are coherent and consistent, do not change frequently and randomly, although are 

periodically reviewed in order to identify areas for improvement.  

 Governing bodies of environmental expenditure programs represent the key stakeholders with 

appropriate checks and balances between different interest groups; non-environmental authorities, 

parliament and non-government organizations are duly represented. 

 Governing bodies are responsible for programming, priority-setting, establishing rules, 

performance evaluation, supervision and control. The political process is confined to 

programming and supervision. Political interference in the selection of specific projects for 

financing and beneficiaries is restricted and governed by rigid procedures.  

2. Professional 
executive 
management 

 Responsibilities for the day-to-day management and implementation of environmental 

expenditure program is clearly separated from responsibilities of governance bodies and clearly 

defined in statutory and operational documents.  

 Implementing agency has a written mandate on the basis of the contract or the law. Implementing 

agency is a professional executive management body with a fair degree of operational autonomy, 

but is subject to strict accountability for performance. Its responsibilities focus on project cycle 

management, and in particular, on impartial project appraisal and selection.  

 Executive managers are held accountable for performance and not judged by political affiliations. 

Performance indicators, established by governing bodies are clearly written and used in regular 

performance management. International quality management systems (such as the ISO 9000 

family) are considered as a performance benchmark of the executive management.  

 Implementing agencies of large specialised environmental expenditure programs have staff 

assigned exclusively to their management and selected by executive managers. 

 The skills of the staff adequately match the technical requirements of a given expenditure 

program. The recruitment and remuneration of managers and of staff are based strictly on merits. 

They are adequate to attract and maintain highly qualified people and to reward integrity and 

commitment. 

3. Sound project 
cycle 
management 

 The project cycle is subject to intelligible, transparent and written procedures which are consistent 

and publicly available, in particularly to all potential beneficiaries; project cycle manual is 

binding to the staff and used in practice. 

  Project identification is proactive and follows from the environmental expenditure program 

established by the governing bodies and from realistic analysis of market trends and of demand 

for financing in the environmental sector. 

 Applications for financing are accepted only in standard forms tailored to different project types 

and supported by clear, user-friendly instructions. Application forms are easily available to all 

potential applicants, preferably in an electronic version.  

 Project appraisal and selection criteria and procedures are objective, transparent and 

unambiguous. Discretionary, subjective elements of project appraisal and selection are subject to 

explicit, written procedures. Their records are kept in publicly available files. 

 Appraisal systems and procedures are tailored to the size and complexity of different project 

types. For large investment projects, a two-stage appraisal process is used (first stage - screening 

against eligibility criteria; second stage - ranking of eligible projects).  

 The appraisal system is relatively simple, based on impersonal rules as appropriate, and allows 

meaningful comparison of comparable projects against each other or against a benchmark. The 

appraisal system also allows for an ex-post verification of the selection process, including 

tracking personal responsibilities for important judgements and decisions. Appraisal reports are 

clear, unambiguous and publicly available. 

4. Fair and 
unbiased 
relations with 
external 

 Relations with external stakeholders (beneficiaries, intermediaries, consultants) are handled in a 

transparent, fully unbiased, and arms-length manner. Communication policy ensures that all 

applicants have equal access to information on funding opportunities and equal opportunity to 

have their projects impartially reviewed on a merit basis. 
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stakeholders 
 Outsourcing of certain tasks in project cycle management is meaningfully applied through a 

competitive process without perverse incentives; conflicts of interest are prevented (e.g. the same 

consultants cannot both prepare projects and appraise them).  

5. Effective 
management of 
financial 
products and 
related risks 

 Only financial products allowed in the statute and approved by the governance body are used by 

the implementing agency. 

 Complexity of operations and the choice of financial products are proportional to the institutional 

capacity to manage the associated risks. Typically, grants are the first choice, as the most 

transparent and market-friendly form of subsidy. 

 Grants are designed and disbursed in the manner that maximises incentives for timely and cost-

effective implementation of individual projects and of the entire portfolio of the implementing 

agency. Grants are designed so as to minimise chances of misuse of public money by applicants. 

 As in-house capacity to manage financial risk increases, other financial products are considered in 

order of increasing risk, e.g. interest subsidies, loans through intermediaries, direct loans, leasing, 

equity investments and loan guarantees. Before a new financial product is applied, its feasibility is 

checked through an assessment of risks, market needs and supported by a financial plan. 

 

 

Assessment in each dimension forms a performance triangle, which is constructed by assigning 

scores to the checklists presented above. A high score in all dimensions indicates a program or   

implementing agency, which performs well in terms of expenditure management. A lower score in 

any dimension implies a need for targeted institutional reform and strengthening or even closing down 

the expenditure program. The three-dimension radar chart in Figure 2 below illustrates the results of 

such a performance assessment. It is worth noting that this framework does not include the full 

evaluation of the performance of the revenue side of an environmental financing program. This 

follows from the fact that the focus of these good practices is on expenditure management only. In a 

more comprehensive performance audit of a particular financing institution or program, the radar 

chart should be expanded to include one more dimension reflecting the assessment of the revenue side 

of the program.  

 

 

 

 

 


