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EXPLANATORY NOTE
to the Draft Law of Ukraine "On Amendments to the Tax Code
of Ukraine on the Revision of Excise Tax Rates on Tobacco Products"
1. Objective
The main purpose of the draft Law of Ukraine "On Amendments to the Tax Code of Ukraine on the Revision of Excise Tax Rates on Tobacco Products" (the "Draft Law") is:
the gradual increase of specific excise tax rates on cigarettes until 2028 to reach the minimum level set by Council Directive 2011/64/EU of June 21, 2011 on the structure and rates of the excise duty on tobacco products (codification) (hereinafter referred to as Directive 2011/64/EU), with a simultaneous equivalent increase in such rates for tobacco, manufactured tobacco substitutes and a reduction in their amount for electrically heated tobacco products (hereinafter referred to as HTP);
setting the monetary measurement unit for the excise tax rate on tobacco products in euros to avoid the impact of inflation on the increase of excise tax rates;
clarification of certain provisions in the administration of the excise tax on tobacco products to ensure the full application of the law.
2. Rationale for the adoption of the act
Annex XXVIII to Chapter 4, Taxation of Section V, Economic and Sectoral Cooperation, of the Association Agreement between Ukraine, on the one hand, and the European Union, the European Atomic Energy Community and their Member States, on the other hand (hereinafter referred to as the "Association Agreement"), provides for the implementation of the provisions of Directive 2011/64/EU.
Pursuant to Article 10(2) of the Directive, the total excise tax on cigarettes (specific and ad valorem) in the EU Member States must be at least 60% of the weighted average retail selling price of cigarettes produced for consumption and must not be less than EUR 90 per 1,000 cigarettes, regardless of the weighted average retail selling price. In comparison, as of November 28, 2023 (NBU exchange rate for EUR 1 - UAH 39.66), the minimum tax on cigarettes in Ukraine is UAH 2097.12 (EUR 53) per 1000 pieces.
The proposed draft law amends the Tax Code of Ukraine ("Code") to gradually bring excise tax rates on tobacco products in line with Directive 2011/64/EU, which will ensure the implementation of European norms in national legislation.
At the same time, in accordance with the national approaches to excise taxation of newer tobacco products in most EU countries, which allow for the consideration of a potentially reduced risk of their consumption to human health, the draft law proposes to introduce a reduced excise tax rate for HTP products compared to cigarettes.
Additionally, the provisions of the draft law are aimed at defining the monetary unit of measurement of the excise tax rate on tobacco products in euros to avoid the negative impact of inflationary processes on the fiscal and social aims of excise taxation.
As well, the provisions of the Code need to be amended to clarify the specifics of calculating the amount of excise tax on tobacco products at rates set in euros.

3. Main provisions of the draft law
The draft law proposes to amend the Code, which will:
in subparagraphs 215.3.2 and 215.3.3 of paragraph 215.3 of Article 215 of the Code, establish new excise tax rates on tobacco products from January 1, 2028, taking into account the minimum level set by Directive 2011/64/EU, while reducing the excise tax on HTP. At the same time, paragraph 17 of subsection 5 of section XX, Transitional Provisions, of the Code provides for a gradual annual increase in excise tax rates starting from July 1, 2024 to December 31, 2027 to raise them to the specified minimum level;
establish the euro as the monetary unit of measurement of the excise tax rate on tobacco products;
in paragraph 391.1 of Article 391, paragraph 217.3 of Article 217 and subparagraph 222.2.2 of paragraph 222.2 of Article 222 of the Code to provide for the specifics of the procedure for calculating the excise tax on tobacco products at rates expressed in foreign currency.
4. Legal aspects
Legal considerations in this area are regulated by the Tax Code of Ukraine.
5. Financial and economic feasibility considerations
The implementation of the draft law will result in an increase in budget revenues due to additional excise tax revenues on tobacco products in the amount of approximately UAH 612 million in 2025, UAH 5,001 million in 2026, UAH 9,379 million in 2027, and UAH 13,852 million in 2028.
6. Stakeholder response
The draft law does not concern the functioning of local self-government, the rights and interests of territorial communities, local and regional development, social and labor sector, the rights of persons with disabilities, research and technical activities and does not require the identification of authorized representatives of national Ukrainian associations of local self-government bodies, national trade unions, their associations, national associations of employer organizations, national public organizations of disabled persons, their unions, the Scientific Committee of the National Council of Ukraine for Science and Technology Development.
The draft law requires approval by the Ministry of Economy of Ukraine, the Ministry of Digital Transformation of Ukraine, the Ministry of Agrarian Policy and Food of Ukraine, the State Tax Service of Ukraine, the State Customs Service of Ukraine, the State Regulatory Service of Ukraine and a legal review by the Ministry of Justice of Ukraine.

7. Conformity assessment
The draft law contains provisions relating to Ukraine's obligations respecting European integration.
The draft law does not contain provisions that:
relate to the rights and freedoms guaranteed by the Convention for the Protection of Human Rights and Fundamental Freedoms;
affect equal rights and opportunities for women and men;
contain risks of corruption and corruption-related offenses;
create grounds for discrimination.
The draft law should be sent to the National Agency for the Prevention of Corruption to determine the need for an anti-corruption analysis.
8. Results forecast
The adoption of the draft law will ensure the harmonization of the tax legislation of Ukraine in the field of excise taxation of tobacco products with the EU legislation in order to implement the Association Agreement in accordance with Annex XXVIII to Chapter 4, Taxation, of Section V, Economic and Sectoral Cooperation, respecting the implementation of the provisions of Directive 2011/64/EU.
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