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EFFICIENT FINANCIAL CONTROL AS A CONDITION
FOR EFFECTIVE BUDGETING IN UKRAINE

Issues of improvement of the control system have become one of the topical issues at the present
stage of development of the country. The state cannot function and develop without a well-organized
system of control over accumulation, distribution and redistribution of public funds as well as other
spheres of public life in the country. The government control in the financial sphere helps to prevent,
detect and eliminate financial violations, and also requires operation of an effective system of public
financial control in order to increase the efficiency of public funds’ use, achieve government policy effec-
tiveness, use budget funds properly and efficiently, and optimize the structure of budget expenditure,
which is the important condition for restructuring the budget system and democratization of the society.
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Ha cyyacHomy eTani po3BUTKY KpaiHM 0cobnmBoi akTyanbHOCTi HabyBaloTb NUTaHHA BAOCKOHANEHHA
CUCTEMM YNpaBniHHA, OAHIED 3 BaXXNMBMX (DYHKLUIM AKOI € KOHTPONb. ep>kaBa He Moy)ke hyHKUiIOHYBaTH
i po3BnBaTUCA 6E3 YITKO OpPraHi3oBaHOi CUCTEMM KOHTPOIIO 3@ aKyMyItoBaHHAM, PO3MoAinom i nepepos-
NoAiNnoM Aep>kaBHUX KOLUTIB Ta iHWMMK cdhepamMm cycninbHOro XXnTTA B KpaiHi. KoHTponbHa dyHKLUiA aep-
>KaBW y piHaHCOBIl cepi Aonomarae NnonepeanT, BUABUTY i NikBiAyBaTU hiHaHCOBI NPaBONOPYLUEHHA, a
Takox noTpebye pyHKLIOHYBaHHA AiEBOI CUCTEMW Aep>XaBHOro hiHAHCOBOrO KOHTPOMO 3 MeTO NiaBu-
LLleHHA edheKTUBHOCTI BUKOPUCTAHHA AEP>KaBHUX KOLUTIB, AOCATHEHHA Pe3ynbTaTMBHOCTI MONITUKN ypAay,
LinboBOro Ta eheKTUBHOIO BUKOPUCTaHHA BIOAKETHNX KOLUTIB, @ TaKOX ONTUMI3aLii CTpyKTypu BrooKeT-

HUX BMAATKIB? LLO € YMOBOI pecTpyKTypu3aLii 610mKeTHOT cucTeMuy Ta AeMOoKpaTuaalii cycninbcTBa.
KniouoBi cnoea: [ep>kaBHUN PiHAHCOBUI KOHTpPOnNb, hiHaHCOBUI ayanT, KapTa PU3uKiB, ynpas-

NiHHA, 610MKETHI KOWTW, BUAATKW.

Formulation of the Problem. Currently,
the ways of reforming and improving the effi-
ciency of public authorities are being actively dis-
cussed. They are connected with such challenges
as aggravation of the military situation in eastern
Ukraine; strict adherence to high European stan-
dards; mismanagement of budget funds; ineffec-
tive budget decentralization, etc. These problems
can be solved by creating efficient rigid anti-cor-
ruption government financial control.

Analysis of Basic Research and Publications.
The urgency of the chosen topic and definition
of the main topical issues discussed in this article
was proved and considered by such well-known
scientists and leading world-famous economists
as |. Lyuty, A. Burmistrov, R. McKinnon, N. Ruban,
I. Stefanyuk, and others.

Selection of Previously Unsolved Parts
of the General Problem. Existing studies sug-
gest overly optimistic or pessimistic evaluation
of the economic situation.

Main Results of the Study. Today's economic
realities give rise to numerous complex problems
and contradictions (Fig. 1).

One of the brightest examples of today's chal-
lenges is the negative external effect' which, over
a long period of time, has been leading to the trans-
fer of total value to third parties, society, environ-
ment and future generations. One of the elements
of dealing with such challenges and problems is
the introduction of meaningful and effective control.

Government financial control is one of the most
important functions of public administration. This is
the law-regulated activity of public authorities over
certain specific aspects, such as: timeliness and accu-
racy of financial planning; soundness and complete-
ness of receipt and movement of state financial

' External diseconomy - the cost of economic activity not
carried out directly by the entrepreneur or the company
involved in this activity. For example, industrial production
damages the environment, harmful exhaust fumes lead to air
pollution, irrational use of non-renewable resources causes
environmental imbalances and leads to natural disasters.
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Fig. 1. Main socio-economical insights for 2015-2016 in Ukraine

Source: The table is compiled by the authors
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Fig. 2. Internal state financial control model

Source: The table is compiled by the authors

and material resources; correctness and effective-
ness of their use, aimed at identifying deviations from
the legal principles, expediency and effectiveness
of financial resource management, and, as a conse-
quence, timely corrective and preventive measures.

Atthe same time, the governmentfinancial con-
trol is a key tool for achieving the most important
social and economic goals with the general objec-
tive to increase the efficiency of the entire system
of public administration functioning. According to
some experts, the effectiveness of public financial
control and public administration is provided by
a set of measures (Table 1).

However, this issue has become critical in
terms of certain factors (Fig. 3):

PO, WIHAHCHU I KPEAUT

1. The urgent question of building a transparent
efficient state economic system, abiding to laws
of the civilized market, is closely connected with
the developing democratization of the society.
The consequence of these changes is the transfor-
mation of the role, place and significance of public
financial control; formation of an effective nation-
wide control system focused on solving new
problems and challenges faced by the state.

2. Appropriate and efficient expenditure
of budget funds. Today's economic conditions
of inclusiveness and transparency of capital have
caused fundamental transformation of the rela-
tion to the budget and budget funds. In particular,
in modern conditions, the budget should be
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Table 1
Extensive Measures to Ensure the Effective Public Financial Control

Optimization of functioning of the public finance management system

In the context of democratization of the society, ensuring financial flow transparency for society, and clear legal regulation
of the process of their accumulation and movement

Minimization of financial loss of the state in the use and disposal of national property

Optimization of budget expenditure, which contributes to the full financial support of the functions of the state

Sequence in the development of fiscal decentralization; provision of financial resources for implementation of budgetary
obligations at each level of the budget process on the basis of legally approved minimum national social standards and
reasonable minimum budget provision standards [7, ch. 4, p.9 ]

Implementation of modern methods for assessing the rationality of budget allocations; indicators of the efficiency of
expenditure of national funds, modern methods of result-oriented budget planning, as well as introduction of incentives for

budget organizations and authorities of different levels to use budgetary funds appropriately and effectively

Source: The table is composed personally by the authors
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+ transformation of the role, place and significance of public financial
control

+ formation of an effective nation-wide control system focused on
solving new problems and challenges faced by the state.

Administrative reform

Control is certainly one of the functions of administration that allows

evaluating the effectiveness of management and adjusting it if need
be

at present, revision and streamlining of functions in the system of
executive power requires correction and clarification.

Appropriate and efficient expenditure of budget funds

Today's economic concitions of inclusiveness and transparency of
capital have caused fundamental transformation of the relation to the
budget and budget funds
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intensifies the purpose of state control over spending of state
resources and increasing efficiency of the budget process.
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Fig. 3. The main factors of the Government Financial Control

Source: The table is compiled by the authors

considered not only as a form of accumulation
and spending of funds in the fiscal year, but also as
a leading tool for implementing government policy
and strategy, as well as main objectives of the state.
This aspect intensifies the purpose of state con-
trol over spending of state (municipal) resources
and increasing efficiency of the budget process.

3. Conducting the administrative reform. Con-
trol is certainly one of the functions of admin-

istration that allows evaluating the effective-
ness of management and adjusting it if need be.
At present, revision and streamlining of functions
in the system of executive power requires correc-
tion and clarification.

4. International factor. Ukraine, according to
recent political trends, sustained government pol-
icy, and government strategy, has been strongly
advancing towards borrowing the system of Euro-
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pean values and principles of nation-building,
where the organization of control is compulsory
for public fund management connected to social
responsibility. The above mentioned European
system of state control is an integral part of the reg-
ulatory system aimed at identifying deviations from
the accepted standards and principles of legality,
efficiency and cost cut of budget spending in order
to take timely corrective measures.

It should be noted that the essence of finan-
cial control is not only to ensure the lawfulness in
the financial sector, but also provides feedback to
obtain the necessary information about the actual
state of the institution and its employees, as well
as the degree of implementation of the tasks.

The main purpose of the government finan-
cial control is to promote the effective use of state
material and monetary resources; establishing
the legality, feasibility and cost-effectiveness of
financial and business operations, and identifying
internal reserves for increasing state capabilities.
In this context, it is sensible to analyze the mainte-
nance and financing of state financial control bod-
ies. This funding is a part of public spending and its
intended distribution is the task of the government
both in the construction and operation of the sys-
tem of state control itself. It should be noted that
the optimization of budget expenditure, its goal,
the high level of the budget process organization
(including implementation of budgets of all levels)
create an effect of economic growth. However,
carrying out by the controlling bodies of the tra-
ditional audit of compliance of budget allocation
and its implementation is not a highly effective
follow-up mechanism, since the effectiveness
of spending during the execution of budgets
and the implementation of programs and projects
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are not determined. As a result, there is no eco-
nomic development of the country.

Consequently, it is necessary to create risk maps
(for example, Table 2). Based on them all possible
risks and problems during implementation of pro-
grams, projects, distribution of budget funds and tar-
get allocation of these funds will be analyzed.

The system of risk management itself must
have a certain functional management structure,
namely (Fig. 6).

The abovementioned system of Government
Financial Control also solves the issue of spend-
ing budget funds by representative authorities.
Lack of effective and operative monitoringand gov-
ernment control in this area, due to imperfect leg-
islative framework in particular, became a trigger
of spending a large part of the budget without
proper control by the representative authorities
in the face of numerous violations and deviations
during the execution of the budget. As a result,
there are certain problems regarding the system
of control and audit bodies and legislative regu-
lation of their activities. Thus, considerably more
finance than mobilized in the budget is spent.
Consequently, it is an urgent to create an appro-
priate legal framework and effective mechanism
for ensuring the appropriate and effective use
of public funds and control over their spending.
The incomplete legal framework for government
financial control and absence of its definition have
led to controlling bodies” departmentalism.

It should be noted that the incomplete con-
trol system in Ukraine resembles an array of con-
trolling bodies and certain legal acts regulating
their activities. As a result, these overabundant
controlling bodies and legal acts result in dupli-
cation of their functions, lack of coordination,

promotion of the effective
use of public fixed assets
and money resources
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Fig. 4. The Main Purpose of the Government Financial Control

Source: The table is compiled by the authors
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Fig. 6. System of Risk Management
Source: The table is compiled by the authors
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Table 2

National Treasury Risk Maps

Budget Risk

Possibility of Occurrence

Significance Response M easures

Unreliability of budget reporting High

Significant level of receivables
from state budget payments

High

Significant level of payables for
state budget payments

High

Failure to achieve the purpose of
providing funds from the state
budget

High

Inefficiency of the systems of High
internal state financial control

Risk of purchasing goods, works
and services that do not meet the
established requirements

High

High Self-checking of indicators of

budget reporting

Provision of funds from the state
budget in the amount of actual
needs, treasury letter of credit

High

Treasury support of government
contracts, treaties and
agreements on the provision of
special-purpose funds from the
state budget

High

Treasury  support, extended
treasury support of treaties and
agreements on provision of
special-purpose funds from the
state budget

High

Formation of risk maps of
internal state financial control
bodies and their interconnection
by control levels

High

Control  provided
legislation of Ukraine

High by the

Source: The table is compiled by the authors

inhibition of their work, and underperformance.
Multitude of independent bodies, subordinated
to various authorities, supervise the targeted use
of budget funds and In Ukraine. However, neither
clear delineation of functions among them and nor
proper coordination of their activities is ensured.
Control activities in this country are regulated by
laws of Ukraine, decrees, resolutions and other
norms. But these numerous norms do not regulate
the relationship between control bodies and sub-
jects of control, and introduce elements of incon-
sistency and disorganization into control activi-
ties. As a result, the budget control, independent
of the executive branch, is symbolic; which, in turn,
creates the preconditions for misuse of budget
funds and national property. However, there are
preconditions for solving this issue (Fig. 7):

— improvement of the regulatory framework
for functioning of the control mechanism;

— organizational support for coordinating
the activities of various types of supervisory bodies;

— athorough analysis of the system of bodies
conducting control activities in the field of public
administration, and elimination of duplicate con-
trol bodies based on the conclusions;

— unification of powers of control and supervi-
sory bodies.

The power motive for improving the system
of controland auditbodiesistoimprove the organi-
zation and structure, level and forms of interac-
tion with other government controlling bodies;
their staffing, material, technical and information
support to satisfy the tasks set before them.

At the same time, it becomes clear that,
despite the multilevel nature and complex-
ity of the tasks to be solved, the budget system
of the country should remain the integrated finan-
cial institution where all coordinated processes
of public finance management should be imple-
mented and the balanced development of all
its elements and the system as a whole should be
ensured. The unity of management system natu-
rally requires creation of a system of financial con-
trol that, based on common control mechanisms
and clear hierarchical structure of control bodies,
will ensure the legality and consistency of mon-
itoring and control over the funds of the entire
Ukrainian budgetary system and will allow com-
paring the indicators of economical efficiency
of the use of national financial resources at vari-
ous levels and stages.

The provisions of the current Budget Code
of Ukraine determine the bases of the govern-
ment control, but their inaccuracy and contradic-
tion lead to the following consequences: restraint
of control over the levels of the budget system
and lack of developed mechanisms of interaction,
coordination and direct control between the state
authorities of the higher level of the budget sys-
tem and lower levels.

The proposed model of internal State control
and risk mapping can provide some positive effect.
An independent Law determining the basic princi-
ples of organization and activity of controlling leg-
islative (representative) bodies and representative
bodies of regional and local government should

PO, WIHAHCHU I KPEAUT
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bodies

on this analysis

{444

Improvement of regulatory framework for control mechanism functioning

Administrative support for coordination of activities of different types of supervisory

A thorough analysis of the system of supervisory bodies carrying out control activities
in the field of public administration and elimination of duplicate control bodies based

Unification of powers of supervisory bodies

Fig. 7. Government Financial Control Functions

Source: The table is compiled by the authors
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Fig. 8. Consequences of Inaccuracy and Contradiction
in the Definition of Control in the Current Legislation of Ukraine

Source: The table is compiled by the authors

be adopted as well. The Law must lay the princi-
ples for organization and operation of the control
system and respective control bodies over set-up
and implementation of budgets and extrabudget-
ary funds in Ukraine; highlight the mechanisms
of interaction between control and law enforce-
ment agencies to improve the efficiency of public
financial control in general; prescribe the organi-
zational and functional independence of the con-
trol and accounting bodies. Also, it is necessary to
determine the powers of the control and account

bodies in carrying out audits and inspections
of financial and economic activity of enterprises
and organizations to detect financial violations
and eliminate them effectively, as well as to return
the funds to the national budget.

Consequently, effective financial control will
ensure the appropriate and efficient use of budget
funds and optimize the structure of budget
expenditure, which is a prerequisite for restruc-
turing the budget system and democratization
of the society.
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EFFICIENT FINANCIAL CONTROL AS A CONDITION
FOR EFFECTIVE BUDGETING IN UKRAINE

Issues of improvement of the control system have become one of the topical issues at the present
stage of development of the country. The state cannot function and develop without a well-organized
system of control over accumulation, distribution and redistribution of public funds, as well as other
spheres of public life in the country. The government control in the financial sphere helps to prevent,
detect, and eliminate financial violations, and also requires operation of an effective system of public
financial control in order to increase the efficiency of public funds’ use, achieve government policy effec-
tiveness, use budget funds properly and efficiently, and optimize the structure of budget expenditure,
which is the important condition for restructuring the budget system and democratization of the society.
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