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Abstract: The main purpose of the article is to analyze tkistimg approaches to
the financing of transport infrastructure in the sband in Ukraine. It has been
studied the model of financing of transport infrasture in the OECD, the EU
countries. The appropriate recommendations has bgean to strengthen the
processes of modernization in the transport infiasture.

Introduction
The problem of diversify of the sources and findenguitable model of

financing the modernization of the transport seetwd its infrastructure is
timely. The literature on the need for investmentransport and identify-
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ing the relationship between investments in infradtire and increasing
production is rather extensive.

In one of the first and a well-known paper Aschaifeschauer, 1989)
estimated the elasticity of output with respecptiblic infrastructure capi-
tal in the United States during 1949 to 1985 ofveein 0.38 and 0.56.

Although further studies demonstrated the elagtigits much smaller,
for example the average elasticity in the OECD toes for the period
from 1960 to 2001 was estimated at 0.2 (Kamps, P04 work stimulat-
ed the appearance of other empirical studies wattious aspects of the
problem.

An interesting topic for studies is the searchimg the impact of
transport development on the overall economic gnowtich as research
Berechman (2001) or Lakshmanan (Lakshmanan & Aede2002).

In fact, policy plays a crucial role in providingfiastructure at the ex-
pense of public goods and natural monopolies dizfeastructure, either
directly through public investment or indirectlyrdligh the regulatory en-
vironment. The model of the equity financing ofradtructure develop-
ment, which can vary greatly depending on the degffesocio-economic
development of the state plays an important roleGD, 2012). The influ-
ence of transport development to enhance the campagess discussed in
this multifaceted and thorough study of Fraunhdfestitute Systems and
Innovation Research, Karlsruhe, GermaRiynél Report Analysis..2006).

The purpose of the article is to examine innovatpproaches to fi-
nancing of land transport infrastructure in the loas well as the prepara-
tion of proposals for Ukraine based on the studyheflegal and institu-
tional framework for the diversification and impesaent of tools for fund-
ing land transport infrastructure.

The paper consists of five sections. Section lgmtssthe importance of
transport and transport infrastructure throughdattirs of gross value add-
ed of transport as % of GDP, and the cost of maartee and service of
transport as a percentage of GDP. Section 2 desctiie scale of the nec-
essary infrastructural changes in the world. Sacsidooks at the common
ground infrastructure financing models in the wpridad give a detailed
look at the phenomenon of diversification of furglsources, for example
in Germany and China. Section 4 presents the sestilétudying the gen-
eral model of financing transport infrastructureUkraine Section 5 pre-
sents the conclusions of the article.
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Methodology of the research

The article is based on the following methodolody: Show the im-

portance of the transport sector to the economytlamextent of necessary
modernization reforms in the transport sector eworld and Ukraine. 2).

Conduct a review of public documents concerningntiogernization of the

transport sector in Ukraine. 3) Describe the gdnmaethodology of mod-

ernization reforms in the transport sector at ttageslevel, namely, the
choice of priorities: the choice of transportatiprojects, the choice of
a common methodology for funding, from the liberation and paternal-
istic approach to combining, the participation oblic institutions in the

financing, the choice of funding sources, divecsifion. 4) Study the mod-
el of financing of transport infrastructure in ti@ECD, the EU and

Ukraine. The analysis of the existing financingusture of transport pro-

jects in Ukraine and other countries. 5). Develpprapriate recommenda-
tions to strengthen the processes of modernizatidhe transport infra-

structure.

The role of transport sector and its infrastructure in the economy

A transport sector is a key component of economaietbpment and hu-
man welfare and its role is increasing around tleeldv Economic and
social benefits of investment in transport infrastare go far beyond those
directly visible in traditional studies of costsdabenefits of investment
projects (Berechman, 2001; Lakshmanan, 2002). fdresport infrastruc-
ture does not only develop the transport sectah@galso affect the econ-
omy due to the fact that infrastructure creates jafsociated with this in-
dustry, and can generate revenue for the congtruethd maintenance as
well as the operation of transport-related commnieluding suppliers of
transportation and logistics services. The trartsgstor also has an impact
beyond its traditional task of transportation obple and goods, as it con-
tributes to the development of other sectors ofdb@nomy and expands
the coverage of social services. The Table 1 shimescontribution of
transport to the economy of certain countries alorld in terms of gross
value added in the transportation and warehousidgstry as a share of
GDP. The table shows that every dollar investettansportation and in-
frastructure — mainly by governments — can haveudtiplied effect that
goes far beyond the direct commercial benefits ftbentransportation of
passengers and goods. In most countries of thedvaorlthe transport in-
dustry accounts for a large share of GDP, but iinvest and maintenance
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costs of transport and its infrastructure remaira dow level. A similar
situation is observed in Ukraine, where investrard transport costs are
2.1% of GDP, but the gross value added of the pemsndustry reached
9.1% of GDP (at current prices) — Table 1.

Table 1.Investment and maintenance costs of transport inpegison with gross
value added of the transport sector (percentage)

Investment and maintenance | Gross value added of
Countries costs of the transport sector | the transport sector
as a % of GDP, as a % of GDP

Bangladesh 1,2 9,7

India 2,3 4.8

The Islamic Republic 16 6.7

of Iran

Kazakhstan 2,0 11,C
Cambodia 1,0 7,0

China 4,0 57
Mongolia 2,1 13,C
Singapore 0,9 6,3
Thailand 3,9 8,0

Japan 2,0 6,4

The Russian Federation 4.1 8,3
Ukraine 2,1 9,1

Source: Statistical Yearbook (2005). Own calculafar Ukraine based on Statistical year-
book Transport and Communications (2010).

The scale of the necessary infrastructure changes in the world

Scheduled in the first quarter of the XXI centunyestments in upgrading
infrastructure suggest that the infrastructurehef world economic system
will be developed basing on an updated paradigmme—infrastructure ap-
proach, which is an innovative way to ensure elgiilim and stability of

the country's economic growth, because the infresire creates an envi-
ronment of life-support company, national economg region and the
individual household. The beginning of the XXI aamyt can be character-
ized as a period of great infrastructure moderiunah both developed and
developing countries, as evidenced by the plannedage annual invest-
ment in infrastructure for the future in 2010-2028ccording to US ex-

perts (Infrastructure 2010, Investment Imperativiag EU plans to allocate
300 billion USD, China — about 200 billion USD a@dnada — 180 billion
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USD. CIS countries, including Ukraine, are at tiéeel of the Middle East
(56 billion USD). In the USA Recovery and ReinvesitrhAct was adopted
in 2009, according to which new funds for transgaoftastructure were
allocated: 8,4 billion USD for projects relatedttansit, 8 billion USD for
high-speed railways, 1,3 billion USD to modernizemtfak railways, 27,5
billion USD for highway infrastructure, 1,1 billiodSD — in new projects
for airports (nfrastructure 2010...,2010, pp. 25-26). New innovative
transportation and financial programs of Recoverg Reinvestment Act,
are shown in Table 2, and include high-speed rads| investment in
transportation projects that will support economgiowth, investment in
projects that reduce energy consumption and greessghgas emissions, as
well as the bond issue "Build America.”

Table 2.Innovative Transportation and Finance ProgrambénAmerican Recov-
ery and Reinvestment Act 2009

ARRA -
Program Amount Description
High-Speed Ralil $8 Billion This program employed a competitive appli-

cation process to award federal funding for
commuter and high-speed rail investments
around the country

TIGER (Transportatior] $1.5 Billion TIGER awards grants of $20 million $800
Investment Generating million to transportation projects that meet
Economic Recovery) job creation, stimulus, and sustainability and
liveability criteria. As a mode-neutral, com-
petitive program, TIGER provides a model
for merit-based federal funding of future
transportation investments.

TIGGER (Transit| $100 Million | TIGGER provides discretionary grants |t

Investments for Green- public transit agencies for capital invest-

house Gas and Energy ments that reduce energy consumption| or

Reduction) greenhouse gas emissions of public transpor-
tation systems.

Build America Bonds No Limit This program auth@i#z state and local

governments to issue taxable Build America
bonds to finance capital expenditures. Gpv-
ernments receive a direct federal subsidy
payment equal to 35 percent of the interest
paid to investors.

Source: Infrastructure 2010.... ( 2010, p. 26).

India plans to build seven thousand kilometresesf moads. In Brazil,
the state plans to invest 800 billion dollars ia thodernization of the en-
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ergy infrastructure over the next 25 years. Mexhes adopted a six-year
national infrastructure plan, under which 270 billidollars will be spent
on the construction and modernization of 20 thoddan of roads, 1,500
km of new railway lines, expansion of port facddi sewage systems and
water supply. France considers investing 25 billmtlars as part of its
strategy for the railway. In the further developmehhigh-speed railways,
it plans to build 4 thousand kilometres of new adfore 2020, and thus
double the existing network. However, more highespeail lines — 13
thousand kilometres — are to be built in China.yQnl 2009 China has
invested U.S. $ 8 billion in the construction ofnspeed rail lines, and by
2013, the country will operate 42 high-speed lindse second place, far
behind China, is occupied by Spain. The Spanistt ANgh-speed road
system has already connected Madrid and Malagae-digtance which
used to be covered in 24 hours, can now be coverpggst 2.5 hours. The
planned investments in economic infrastructure ating to data OECD
report are shown in Table 3.

Table 3. Annual and aggregate investment needs in selec@ubenic infrastruc-
ture, 2009-2030, USD bhillion (in constant 2008 USD)

Global An_nual average Aggregate investment
investment
Infrastructure facilities 2009- 2015- 2009- 2015- 2009-
2015 2030 2015 2030 2030

tAu'Igorts capital expendii -, 120 400 1800 | 2200
F_’orE |nf_rastructure_ facili- 33 40 200 630 830
ties” capital expenditure

Rail ‘new _construction’ 5, 270 920 4060 | 5004
(including maintenance)

Oil and gas — transport and ;55 155 930 2325 | 3255
distribution

Source: Strategic Transport Infrastructure nee@989 (2012, pp. 56-57).

The needs of the global rail infrastructure arewshin Table 4. Global
7 includes countries USA, Japan, Canada, Germtaly, UK, France, Big
5 — BRIICs countries (Brazil, Russia, India, Indonesia, &hiha).
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Table 4.Global rail infrastructure investment needs, 20@8B& USD billions

Annual rail construction and

Region . f Aggregate rail construction and maintenance
maintenance requirements

Worldwide 2009-2015 2015-2030 2009-2014 2015-2030 00922030
G7 37 55 260 830 1090
Other 30 65 207 950 1160
OECD
Non-OECD 5 7 37 105 140
Big 5 55 140 390 2090 2480
Total 130 27C 920 4060 5000

Rail “construction and maintenance” includes “newestment” and capital expenditure on
“maintenance”.

Source: Strategic Transport Infrastructure nee@989 (2012, p. 56).

Review of public documents connected with the modernization
of the transport sector in Ukraine

The documents concerning the modernization of pamsand infrastruc-
ture tend to include long-term strategies, detailednsport Strategy of
Russia until 2030, and plans concerning the meatsmsport, basing on
thestrategic and scenario planning

Documentation concerning the modernization of thadport sector in
Ukraine is quite extensive, it is above all the erah priorities of the state
economic documents of high level. Among them we tnfiust call the
President's Address to the Verkhovna Rada of U&rditkraine: progress
in the XXI century. Strategy for economic and sbaavelopment for
2000-2004 "(2000) and" The modernization of Ukraineur strategic
choice "(2011), Energy Strategy of Ukraine for tperiod until 2030
(2006), a number of projects of strategic program€abinet Ministers of
Ukraine (in particular the Strategy of developmehtUkraine till 2020),
strategy development in a number of regions, tha&&Jy of economic and
social development of Ukraine for 2004—-2015 "By &pean integration”,
developed in 2004 under the leadership of the Guwwent of Ukraine
(Strategy for Economic and Social Development ofdifle, 2004), as well
as the Program of economic reforms in Ukraine it@2@014 "The rich
society, competitive economy, effective state" dgved with the support
of the Committee on Economic Reforms under theiéeas of Ukraine
(The program of economic reforms in Ukraine for @82014, 2010). The
program of economic reforms in Ukraine for 2010-£20dentified the
main goal and task of reforming the transport gedibe main goal is to
improve the quality of the existing infrastructued a construction of new
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transport infrastructure for the purposes of ecanatevelopment and the

guality of life of citizens. The tasks set out &oe as follows:

- Increase funding for infrastructure developmeratesbwned:;

— Create an attractive environment for private investt;

- Improve the management of railway transport andahe sector;

— Develop and implement a comprehensive program igafization and
sea ports;

- To increase the responsibility of local authoritfes the state of local
infrastructure assets.

These tasks were defined before 2014, and on tideumeerm and are
rather tactical than strategic. At the same tirhe, Ministry of infrastruc-
ture of Ukraine has developed Transport Strategykifaine till 2020,
adopted at the end of 2010, which defines the mdaections of develop-
ment in the long term to 2020: a) common tasksafbmeans of transport
and b) according to the means of transport. Thenmmmtasks for all
means of transport are the following: the developnw transport infra-
structure, rolling stock vehicles, improving thevéstment climate, the
availability and quality of transport services, theegration of the national
transport system in the European and internatitaalsport systems, im-
proving the efficiency of public administration @hsport Strategy of
Ukraine 2020, 2010).

From the analysis of transport strategies and deotsrof Ukraine, one
can infer the general methodology of modernizati@fiorms in the
transport sector at the state level, namely 1)cthaice of priorities and
funding sources, 2) the choice of partnership srefbopment and 3) fund-
ing for projects.

Let us focus on the problems of financing of tramsjnfrastructure in
Ukraine. The program of economic reforms in Ukraime010-2014 de-
clared that "to increase the funding for infrastuue development the fol-
lowing actions should be taken:

— approval of infrastructure projects nationwide, yiding them with
funding from the state, as well as the World B&RRD and other do-
nors and private investors;

— increase budget funding for the modernization aedgetbpment of
transport infrastructure by 10% annually;

— increased funding of the Road Fund;

— elimination of industry discounts on rail freiglhamnsport and introduc-
tion of regulated tariffs, providing coverage oforomically justified
costs and the investment component;

— providing independent control of the national cossion of transport.
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In order to create conditions for attracting prévavestment to imple-
ment the mechanism of public-private partnershipRPit is necessary to
create of organizations providing institutional gag for PPP projects

So the first task is defined in the reform program statement on a na-
tional scale infrastructure projects and ensuré fhhading from the state,
as well as the World Bank, EBRD and other donors rivate investors.
This goal was achieved, which was due to the patjpar for the finals of
the European Football Championship Euro-2012. Mpjorects by mode
have been presented in Table 5.

Table 5. Projects in the sector "transport” for the peri@2-2013, by source of
funding

. ) Total including the sources of funding:
Projects in Number of roject
the sector | "5 P tJ i borrowed own local State
"transport” rojects l.COS » mil- funds funds budget Budget
10N grivna 1 o4 of total % of total % of total % of total
140 472 26 730 39 4 304
Total 62 171 545
81,9 15,6 0,02 2,5
of these 55 403,0 1397,20 38,6 2799,10
projects: 21 59 637,9
aircraft 92,9 2,3 0,1 4,7
- 24 063,00 | 5219,60
maritime 21 29 282,60 - -
transport 822 178
: 10294,40 | 16 548,20 683,2
railway 13 27 525,80 -
transport 37.4 60,1 25
30,3 23 813
road 3 866,3 -
transport 35 27 938
including in
f 6 320 14 870 38 2 667
preparation 24 23 895
for Euro-
2012 26,4 62,2 0,2 11,2

Source: own calculation based on data of Minisfrinfrastructure Ukraine (2011).

! http:/iww.president.gov.ua/docs/Programa_refortNAE_1.pdf, p. 73-75.
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The next task is to "increase the budget fundimgttie modernization
and development of transport infrastructure by I¥ually." We need to
follow the dynamics of the development of capitaldastment in the
transport sector. In Ukraine the situation is dkvwes. Whereas the total
investment from all sources of investment in tlesport sector over the
last 6 years is 2,1% of GDP on average — TableHi¢ctwis comparable
with Russia, the investment in transport accordimghe state budget is
much less than in the EU and Russia, and are dlyol1/10 of the total
investment from all sources, indicating a small ljpubxpenditure on the
transport sector. Investments that are made djrectlthe operation of
transport infrastructure are at 0,42% of GDP in@20®,8% in 2011.

Table 6.Capital investments in transport, min USD

2006 2007 2008 2009 2010 2011

Total activity in the
transport and communi-| 2541,06 3963,68 4069,8 3069,38 3635,p6 492189
cations from all sources

From all funding

sources,% of GDP 1,93 2,67 2,28 1,64 2,11 2,09
of them by State

budget as% of GDP 0,21 0,43 0,26 0,16 0,33

The share of sector in

the amount of investment 16,2 16,8 14,0 16,2 17,0 16,5

in the economy,%

activity of ground-based

833,28 1423,25 1670,79 755,1 1310,73 1602,69
transport

The share of sub-sector
in the volume of invest- 53 6,0 57 4,0 6,1 54
ment in the economy,%

activity of water

4,30 6,54 7,10 4,36 6,56 12,96
transport
The share of sub-sector
in the volume of invest- 0,0 0,0 0,0 0,0 0,0 0,0
ment in the economy,%
activity of air transport 10,19 38,13 20,02 15,48 13,18 38,4
The share of sub-sector
in the volume of invest- 0,1 0,2 0,1 0,1 0,1 0,1

ment in the economy,%

Additional transport
services and auxiliary 456,91 934,67 1008,09 1098,4D 1557,53 2437(23
operations

The share of sub-sector
in the volume of invest- 2,9 4,0 3,5 5,8 7,3 8,2
ment in the economy,%

including operation of

=
transport infrastructure 285,65 686,65 684,26 673,45 1054,07 181862

Source: own calculation based on Statistical yeziel2911 “Transport and communication” (2012).
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The dynamics of trends in investment in fixed ass#tthe transport
sector for the sub-sectors show that the largestuamof investment in
2006—-2010 receive land transport modes (aggredatesting in land
transport" is the sum of investment performancé)inailway transport, 2)
the activity of another land transport (urban aighWway), and 3) the ac-
tivities of pipelines) — from 6 to 10% of total iestment in the transport
sector. But in 2011, the first in terms of investtsecompleted subsector
out "Additional transport services and auxiliaryeogtions,” which includes
the following: "Cargo handling and storage", "Thendtioning of the
transport infrastructure”, "Services in the orgation of travel" and "Or-
ganization of transport of goods" — 2,4 billionS Table 6.

The land infrastructure financing models in the world

According to data of the OECD (Strategic Transpftastructure needs to
2030. Report of OECD, 2012) financing model of larahsport infrastruc-
ture are very diverse in different countries. Thame many different organ-
izational structures and models. Most of the iraemoad and rail infra-
structure is state-owned. As a result, taxes arendthe first and only
source for the formation of funds necessary fordeeelopment and mod-
ernization of transport infrastructure. Some modes dependent to some
extent on user fees (access to the railway infrestre, toll roads, and fees
for trucks). The most common models are systenthtéred described in
Table 7. In practice, there are no clean modelsrdesl in the table, as
they are differentiated and applied in a necessambination in a given
country in a given period.

Table 7.Financing model for inland transport

Model Design features
The government (the Ministry) is the owner of tidire infrastructure.
1 Investments in infrastructure are laid annuallyhie national budget from

general tax revenue.

The government owns the rail lines, roads and ahisaterways. Invest-
ments in infrastructure are provided general taxeb/ or other charges (ta
on overall truck, fuel, etc.) and fees for the abmfrastructure (such as
access to rail lines).

State corporation with 1) possession of infrastigt2) its management,

3 and 3) the power to borrow for infrastructure depehent. Infrastructure
funds are generated from fees from trucks andottoer special fees.
Specialized (by type of transport infrastructurepmject-specific infrastruc
ture funds, which can be formed from one or moreees.
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Table 7 continued

Model Design features

Multimodal infrastructure funds for specific devetoent of transport infra-
structure. Investment funds are provided by a caatinn of taxes from

5 various sources (such as budget allocations, getaerss, fuel taxes, land,
tax on the use, for access, for travel, cross-digssifor example, the needg
of the railway from tolls)

Special purpose funds with mixed public and privapital. Investments in
6 infrastructure are formed from combinations of égand debt (with or
without government guarantees, tax credits, etc.)

The public-private partnership. Governments areothieers of the land.

7 Infrastructure built by the private sector and fioed entirely from user feeg
(roads, railway infrastructure)

Funding model for the private sector. Private ofpesaown the land; the
infrastructure is funded by user fees. If the owafahe infrastructure using
8 its own infrastructure (for example, a mining compawned by the railway
line), it may allow a third party to use it, accimigi to the policy of fair com-
petitiveness.

Source: Strategic Transport Infrastructure nee@989.

Finance the modernization and development of tramspfrastructure
remains a major problem in the EU. Budgetary saufoational budgets,
the Community budget, local budgets) are ratheitéanand do not address
the needs of infrastructure projects. In this rdgére EU transport policy
provides:

— Selectivity of funding transportation projects (mgEU funds are allo-
cated to projects on the development of intermadaisport, a com-
pound related transport infrastructure, improviraific safety);

— The involvement of private investors and the coeatif companies with
mixed (public-private capital);

— Payment of costs and revenues from new capitabgi®jby receiving
payment for use on competing routes (after deptienia If implement-
ed, the financial burden of such a scheme is tearest from the local
community and local businesses (traditional finaga¢hrough taxes) for
transport users, including transit traffic and s@ort from other coun-
tries especially in countries and regions withghhiate of transit;

— Ability to use the funds received as payment far tise of one type of
transport infrastructure (such as tolls on motosyand accumulated in
special national and local funds to finance infiattire projects in the
other modes.

Charges for the use of infrastructure are one efgéneral ideas of EU
transport policy and it should be a tool to:
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— Apply them to all forms of transport and calculatesing on the same
principles;

— Allow the setting of a balance between the coghefcompany (exter-
nal costs and infrastructure costs) and the revethst accrue to society
from infrastructure charges;

— Designed in such a way as to avoid a sharp incremsaxes in the
economy as a whole. Such as higher operating castbe prevented by
reducing current taxes or by sending profits tafimdrastructure.

In Germany, for example, the financing of the raywransport is main-
ly due to the state and regional budgets, as watsaown funds of compa-
nies «Deutsche Bahn». What is important is thattst of road infrastruc-
ture (railways, roads, waterways) in Germany issilibed by the toll from
trucks. The amount of subsidies for the railwaynfrthis source in 2009
exceeded 1.1 billion Euros — Figure 1.

Figure 1. Sources of public investment in the railways of iB&ny in 2009, in
billions of Euros

6,8
3,1
14
' 11
H m -

National Fee State Budget  stimulus package Road Tax idipahbudgets

o P N W b 00O N ©

Source: SCI Verkehr GmbH “Worldwide railway fundirgnd investment budgets 2009.
Finantional resources, investment and economiastispackages”. Berlin, July. 2009.

Investment in railways in China is made from sesenrces (Fig. 2).
The maximum share of the state is about 35% (Wiéhregional govern-
ments). A regular tool for attracting funds fromivate and institutional
investors in rail transport in China were fundedns, as in 2006—2008,
through the issuance of bonds 21 billion Euro veésed.
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Figure 2. Structure of investments in Chinese railways in72&D10

foreign capital
1%

regional budgets
30%

government
budget
5%

own funds
30%

Source: Staryh and Sulakshyn (2012).

In general, the set of possible sources and mesfanof funding for
transport infrastructure is as follows (see: Ta)legeneral taxes (eg, part
of income taxes used to finance transport infrattine), special taxes (tax-
es on gasoline, vehicle registration fee, vehiale the tax on road users,
etc.), fees for the use of infrastructure (prongsamea for the organization
of markets is to sell at auction the rights to lamctraft in congested air-
ports) regulated tariffs, fines for violation ofeprously established rules
and procedures, insurance premiums used to redadikelihood of insur-
ance risks for transport infrastructure, publiospté partnerships — the
main objectives of its use in transport is to sdivancial problems and
modernization of transport infrastructure, goveoegnmand improving the
guality of the sector through project financing.the main instruments to
increase funds on a long-term and short-term ireclivestment banking
loans, syndicated loans, Eurobonds, leasing, memzdmancing, and in-
frastructure bonds.
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Table 8.The list of possible instruments for financing thedernization and de-
velopment of transport infrastructure

Financing tools Characterization
Taxes: general and General taxes (such as income tax is used to fenxanosport infra-
1 special structure), special taxes (taxes on gasoline, lehégistration fee,
' tax on vehicles, taxes on road users, etc.)
Fee For example, for the use of transport infrastne (toll roads or
2. single lane roads, bridges, runways at airports)
Tariffs regulated tariffs should include an investrthcomponent, which lie
3. just to the needs of transport infrastructure itvesit
4 Fines imposed for violations such as using objettsansport infrastruc-
) ture
5 Bank investment | In Ukraine, with the most common application fardincing
" | loans transport infrastructure
6 Syndicated loans Provided on an agreement of twoase credit institutions inter-
) connected together to provide a loan to the bonrowe
Bond (Eurobonds) Issued by the borrower in obtagi@iong-term loans : sovereign,
bank, corporate, municipal
8. Bill Loans They have limited use
Equity capital Through the sale of shares provitiedgreatest effect relative to the
9. inflow of funds. Creation of joint stock companiadJkraine dictat-

ed the need for accumulation of funds to addregsa@ic issues.
Securitisation of Through the issuance of securities to be placeti®stock market
10. | assets

Leasing In the case of unavailability of medium-and longtdoans, leasing
11. provides a real opportunity to solve the problenmgéstment in
upgrading facilities for transport sector

Mezzanine financ- | Available in small volumes (10-20%) of the totabjerct financing.

ing It's one of the sources of financing in which theeistor provides
12. funds in the form of debt financing while acquiriag option to
attract borrowers shares in the future for a cefaice under certain
conditions.
Infrastructure Bonds that are issued specifically to finance Bstftacture, with a
13. - :
bonds rotation period of 15 to 20 years.

Source: compiled by the author based on DracheKati (2004, pp.125-129).

Most of these tools have a practical applicatiome are fixed by legis-
lation, also in Ukraine. However, despite the ugrigf instruments, while
Ukrainian companies of the transport sector prefeh a standard form of
borrowing funds as a bank loan. The main sourcetuds potentially
available for projects in the transport sectortheelocal banks, internation-
al banks and investors, local institutional investpension funds, insur-
ance companies).

A promising tool to attract long-term financinglafge-scale infrastruc-
ture projects is the emission of debt securitieen@s, Eurobonds, infra-
structure bonds) for specific infrastructure prégedVhile this tool is not
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widely used in Ukraine, this practice only getsesut. However, given the
advantages of this tool compared to other loanymtsd one can consider it
as a promising source of additional investment ussaes for Ukraine as
a sovereign state, and for the Ukrainian banks tAedcorporate sector.
Thus, Ukraine Railways “Ukrzaliznytsia” issued corgte bonds in 2011 at
1700 min UAN by 14.5% maturing 28-29.10.2014, nanbuth railroad
in the amount of 300 million UAH, Lviv railroad -02 million UAH,
Odessa railroad — 200 million UAH, Donetsk railroad200 million and
300 million UAH, South West railroad — 300 milliaAH. Paying agent
for these securities is UkrSibbank, which has dlyeaaid income for the
first coupon period 31.01.2012 year. Ukraine RajsvdUkrzaliznytsia”
can also attract up to 850 million dollars. U.S f&urobond issue, hamely
Donetsk Railway intends to issue and place in imattonal markets bonds
worth 225 million dollars, South Railway — 250 nah USD, Odessa
Railway — 125 million USD, Dnieper Railway — 175llioin USD.

Infrastructure bonds have promise for new constnaif infrastructure
facilities in Ukraine. They may be issued for agglepurpose by a compa-
ny on the basis of concession agreements betweegotrernment and the
concessionaire (issuer) in the form of debt anddeated individual in-
vestment projects with a guarantee of the staggomeor of a major finan-
cial institution. Experts notePpdvysotsky, 2011, pp. 32-B8hat the charac-
teristic of infrastructure bonds have existing adages, which make them
more attractive to investors than other securttias are issued by the same
long or even short term, but they offer investaghér returns. The attrac-
tiveness of such bonds in comparison with othetrunsents can be
achieved through tax benefits or other guarantédheostate, which are
provided as principal payments on the bonds aneney bonds that inves-
tors receive for providing the funds for the projec

To improve the credit quality of infrastructure lisnauthorities could:
take all the risk of default, limit the liabilityfdhe tax revenues (income)
insurance bond issue or purchase of credit, if $ocls are available or pay
in finance multi-year reserves established to sertine debt or subsidies
bond interest accounts.

The general model of financing of land transport
infrastructure in Ukraine

In Ukraine, the general model of financing of langhsport infrastructure
is as follows. In the Law of Ukraine on railwayrgport (1995) it has been
determined that the funding can be different. Tisatonstruction and re-
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construction of main railway lines, objects molatibn purposes, purchase
of railway rolling stock for passenger trains imdodistance and local traf-
fic made in the prescribed manner by the State 8udf Ukraine within
the limits of public investments. Construction aadonstruction (including
electrification) railway lines, stations, pedestriaridges and tunnels, pas-
senger platforms and other objects of railway-seslgpublic service area,
purchasing electric and diesel trains for commui@de on account of
railways involving local budgets, as well as othards are not prohibited
by law. Construction and reconstruction of railvagtions and other rail-
way facilities associated with the constructiomaronstruction of industri-
al enterprises, carried out at the expense of coiepar funds of the State
Budget of Ukraine for these purposes. To solvepiedblems-wide devel-
opment of rail transport in the Ukraine Railwaysrthwas created a trust
fund investment — Fig. 3.

The next goal set by the Programme of reform &ll4 sounded like
"expansion of funding sources of the Road Fund.'td®mf financing of
road infrastructure in Ukraine, according to thevLaf Ukraine on the
sources of financing the road of Ukraine is nexwlof Ukraine about the
sources of financing the road, 1991). As part ef$tate Budget of Ukraine
established the State Road Fund of Ukraine, thente of which is formed
from the proceeds of the excise and import dutre®ib products, excise
duty and import duty on imported to the customsittay of Ukraine of
vehicles and tires for them and other revenuebddJkraine state budget,
in amounts that are determined by the law on thé3udget for the cur-
rent year, as well as funds set out in Article 5hid Law.

These other revenues include:

— Payment for the transfer of the roads in the canorsor lease (there
are no concession roads in Ukraine);

— Fares on roads vehicles and other self-propelledhimes, weight or
volume requirements that exceed regulatory;

— Fares on roads Ukraine vehicles and other selfgilegh machinery of
foreign states;

— Fares on toll roads in the manner and at the estiedblished by the Cab-
inet of Ministers of Ukraine (there are no toll dsan Ukraine).
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Figure.3. Sources of financing railway transport

Construction and reconstruction of
main railwav line
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A 4
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of Ukrainian railways

A 4

Source: compiled by the author based on the Lavaibmay transport (1995).

According to the Ukrainian law on the resourcesirmdncing the roads
of Ukraine, the means of the State Road Fund aet<p finance the con-
struction, reconstruction, repair and maintenarfa@ads and buildings of
national importance, as well as design and exptoratesearch and pro-
motional work, the development of production cafyamad organizations,
the maintain the medical institutions for the realition of the liquidators
of the Chernobyl nuclear power plant, road managénmend grants to
territorial road funds to cover the deficit finangiof the construction, re-
construction, repair and maintenance of roadsa#llmportance — Fig. 4.

There are territorial road funds in the budgethef Autonomous Repub-
lic of Crimea, region, city, village and town budgeThe revenue part of
the funds generated by the fee for the first regfisin of the vehicle, the
fee for certain types of business activities iwlitng activity by oil products,
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liquefied and compressed gas in stationary, compadt mobile gas sta-
tions, refuelling points, part of the State Roaadrof Ukraine under with
the order of distribution established by the CabafeMinisters of Ukraine

in accordance with the law, as well as other incamibe respective budg-
ets are determined by the decisions of the Supf@oommcil of the Autono-

mous Republic of Crimea, region, city, town andagie councils on the
budget for the current year.

Figure 4. Sources of content and cost of the State Road Btib#raine
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Source: compiled by the author based on the Lawkoéine On funding roads of Ukraine
(1991).

However since 2000, the scope of Article 3 of tlaavlwith regard to
the formation of road funds has been suspended fFleuState Road Fund
is not actually working. In the past years, roawaficing has been conduct-
ed only by the special fund of the State budget ¢basists of huge loans.
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And the loans from foreign sources on the upgrddeads in Ukraine are
very significant.

Conclusions

The necessary measures to strengthen processexlefmzation are next.
In my opinion, the structure of sources in Ukrainewugh which the mod-
ernization and development of transport infrastiretooks skewed, name-
ly, the total investment is around 15-16% of th@lteolume of investment
in the economy, accounting for about 2% of GDP,levthe state budget
tools allow to invest only 0.3-0.5% of GDP in thartsport sector. The
remaining funds invested are 1.5-1.7% from otharrcms, namely the
transport companies' own funds and borrowings, ip&iam foreign credi-
tors. The study shows the possible other sourcdsnafing, based on the
experiences of other countries. First of all, thisue of infrastructure
bonds, as well as the use of syndicated loans aensign funds.

It is necessary to transit from the model of supjpar private foreign
investment only to a balanced mixed model of gowemnt supervision and
organization, with the participation of the privatector in the design, con-
struction, infrastructure, and possibly manageminteans more active
part in the financing of infrastructure construntion internal sources of
funding (private businesses, pension funds, aneldpmnent banks), na-
tional and local engineering and construction camgmin which foreign
participants play an important, but not the leadinilg.
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