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The theoretical bases of research on financial resources and financial support of the
development of territorial communities have analyzed in the article. The mechanism of their
financial support by sources of financial resources has considered. An evaluation of the

current position of the formation of financial and budgetary resources of joint territorial
communities and their subsidization has made. The impact on the financing of the
development of joint territorial communities by the State Fund for Regional Development
was analyzed. The basic requirements for the formation of an effective system of financial
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I. INTRODUCTION

Current development of European integration
processes in Ukraine needs to improve the quality of
the formation of effective local self-government
based on decentralization of power and budget
system. The considerable fragmentation of the
majority of territorial communities and limited
financial resources of these communities has led
them to failure of fulfilment of their tasks. Some of
them, especially in small settlements, quite often do
not provide even elementary needs for human life.

The subsidization of a significant part of local
budgets made them burdensome for the state budget
and deprived regional communities of incentives for
socio-economic development. Therefore, the issue
of association of territorial communities and search
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for and the expansion of sources for their active
development remains relevant. In that regard, the
substantiation of theoretical foundations of financial
support of joint territorial communities (JTCs)
becomes especially relevant and promising to form
the basis for the development of effective
mechanisms for managing their development with
the use of financial instruments.

I.METHODOLOGY

Scientific works of many national economists are
devoted to the study of problems of financial
provision of territorial communities and the level of
their  financial capacity. In particular, 1.Z.
Storonianskaand A.O. Pelekhatyi [12] study the
issues of financial support for the development of
territorial communities (in terms of budgetary
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relations) as the basis for increasing their financial
capacity. V.P. Kosarina solves the problematic
issues of the essence of the financial resources of
local authorities [6]. In work [11] the financial
capacity of a community is interpreted by the
authors in a broad sense, and its dependence on the
whole range of financial resources and incomes
within and coming from the outside of a community
is substantiated. M. A. Kovalenko, G.M. Schvoraob,
and T.O. Matsiyevych develops ways to improve the
financial provision of activities of territorial
communities [5]. L.V. Sukharska designs the
mechanism of financial support for the development
of territorial communities [13] and determines the
state and features of financial support for the
development of joint territorial communities in
modern Ukraine based on the establishment of
appropriate factor relations [14]. 1. V. Abramova
substantiates the content and forms of financial
support of joint territorial communities and
determines the most suitable ones of them [1]. All
these and many other scientists considered different
aspects of the functioning of joint territorial
communities and offered their approaches to the
financial provision of their development.

Though scientific works tackled the problems of
local finance, attention has been drawn repeatedly to
the need to strengthen the decentralization of
management of financial resources of the country,
the expansion of the revenue base of local budgets, a
more complete and independent financial support
for the development of territories. However, market
conditions require a constant search for rational
financial security instruments for joint territorial
communities.

The aims of this research study is to synthesize
theoretical approaches to the essence of financial
support for the development of joint territorial
communities and further scientific research on the
ways of expanding the sources of their financing on
this basis.
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1.  RESULTS

Financial resources of local self-government are the
monetary revenues generated by distribution and
redistribution of gross domestic product, monetary
accumulations and monetary reserves (some of
which have concentrated in the specific funds)
necessary for local government bodies to perform
their functions and tasks in order to ensure socio-
economic functioning and development of territorial
communities and to meet their common interests [6].

According to M.A. Kovalenko, G.M. Schvorob,
T.0. Matsiyevych, "financial resources of a
territorial community is a set of financial funds
involved in the provision of community activities;
the number of financial resources represented by a
local budget, by financial funds of a territorial
community, by financial resources of local business
entities and households”. The authors support the
viewpoint of N. Kolesnikova that financial resources
of a territorial community encompass the following
elements: own funds of business entities engaged in
commercial activity in manufacturing and non-
manufacturing sectors: funds of credit and financial
regional institutions and of their affiliates in a
region, as well as affiliates of financial and credit
institutions and those operating in this region; funds
of non-governmental organizations or foundations
engaged in non-profit activities in a region; funds of
the population, including current monetary receipts
and accumulations in various forms; funds of local
budget [5, p. 28].

L.V. Sukharska believes that "financial support for
the development of a territorial community” is a
process of purposeful influence of all parties with
which the territorial community interacts, to meet its
needs and interests through the formation and use of
financial resources. "A system of financial provision
of development of territorial communities” is
viewed by her as a set of interconnected elements
necessary for the formation and use of financial
resources in the process of ensuring the development
of a territorial community [13].
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I. Storonianska, A. Pelekhatyi concluded that the
financial security of a territorial community is
characterized, first of all, by the availability of
appropriate financial resources and reflects the
ability of local authorities to fulfil their statutory
tasks. That is, financial security is a balance between
the needs of a territorial community (including local
self-government bodies) and its capabilities [12].

We share the following opinion of I. V. Abramova
that the financial support of territorial communities
should understand as the process of formation,
distribution and use of financial resources in order to
meet the needs and interests of citizens in all spheres
of life in respective territory. In this case, budget
funding remains the main form of financial
provision of territorial communities. The quality of
such funding depends on the level of economic and
social development of a community [1, p. 14].

The need to define and substantiate sources of
financial support of local self-government acquires
scientific and practical importance.

Financial resources of various economic agents, in
particular local and central authorities, private
entities, financial institutions and non-governmental
organizations, as well as foreign states and
international financial organizations may be used to
meet requirements of JTCs. Financial resources may
be classified according to different criteria: by
national origin, the regularity of use, economic
content or method of attracting [2, p. 45].

Sources of funding for the development of territorial
communities may classify according to different
criteria:

- origin:

* internal (local budgets, extrabudgetary funds of
local self-government, funds of utility companies);

» external (transfers, investments, charitable help);
- regularity:

» regular (taxes, rental payments, lease payments);
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« irregular (international technical assistance, grants,
loans);

 one-time (land sales, privatization of communal
property);

- source form:
* budget;

* investment;
* loan;

* grant [13].

Depending on the sources of funding for the
development of joint territorial communities, the
mechanisms for their financing are classified, as
shown in Figure 1.

It is worth noting that JTCs already form a rather
significant sector in the structure of the
administrative-territorial system. As of June 16,
2017, they wunited 22.5% of all territorial
communities with a total area of 17.7% and the
population close to 20% of the country's population.
The activities of JTCs have quite widely covered in
various analytical and scientific works. However,
due to a rather short period of existence of JTCs, the
statistical data set today is insufficient for full
analysis. Thus, out of 524 created JTCs, only 159
had a completed budget cycle in 2016, when they
developed and implemented their budgets, which
enable them to evaluate the impact of financial
support on the development of communities.
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Figure 1 — Mechanisms for the financing of the
development of joint territorial communities

Source: developed by the author based on [10]

Since the sufficiency of financial resources and the
effectiveness of their use depends on the success of
communities functioning, we will analyze the
revenue part of their budgets.

The composition of the general fund revenues of
joint territorial communities as defined in Art. 64 of
the Budget Code of Ukraine as follows: 60% of the
personal income tax; 50% of rent for particular
water use; excise tax on sale of excisable goods by
business entities; 10% of the corporate profit tax
(except profit tax of state and municipal enterprises);
corporate and financial institutions of communal
property income tax; other incomes [3].

During 2015-2016, the volume of actual revenues of
the general fund of local budgets of JTCs of Ukraine
(with transfers from the state budget) has increased
by almost 6,5 times (from 1092.3 million UAH in
2015 to 7005.2 million UAH in 2016) [4]. The most
significant amount of income has observed in JTCs
of the Khmelnytskyi region (an average of 18% of
total revenues of JTCs in Ukraine), the lowest in
JTCs of Kherson and Mykolayiv oblasts (an average
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of 0.2%).

Actual revenues of local budgets of JTCs consist of
indicators of own resources and subventions that
have provided to local budgets of JTCs from the
state budget. In 2015, the leading share of total
revenues of JTCs in Ukraine (92.6%) held its
resources for 1011.3 million UAH. In 2016, the
number of its resources increased by two times (by
UAH 2240.5 million), but their share in total
revenue was 46.4% (the rest - subventions) [4].

One of the indicators that determine the financial
capability of a JTC is the yield per person (Table 1).

Table 1 - Budget revenues for one person in JTCs

in 2016
Indicator Nurber of JTCs Share, %
Marz than 1§ thousand UAH § i
1.1-1 8 thousand UAH 10 63
1.4-11 thousand UAH 36 16
0,7-14 thousand UAH ! 4
Less than 0,7 thousand UAH 4 17
Total 139 1000

Source: developed by the author using data from [4]

In general, 91 JTCs out of 159 have the earning
yield index per person over 1 thousand UAH. The
remaining 58 JTCs have lower rates of return. The
average budget yield per person is 1,300 UAH,
which corresponds to the average national indicator
of 1,4 thousand UAH. [4].

If we consider the budgets of newly formed JTCs in
absolute terms, then their numbers are also
impressive. For example, 3 JTCs have budgets of
less than 1 million UAH and 36 other JTCs have
budgets in the amount of 1 to 3 million UAH, and
only 1/3 of the JTC budgets are over 10 million
UAH. The average income of all JTCs is 11.7
million UAH. [4].

The most representative indicator of the financial
capability of a JTC is the subsidization of their
budgets (Table 2). It shows the real volume of
budgeting of newly created JTCs.
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Table 2 — Subsidy of JTC budgets in 2016

Indicator Number of ITCs Share, %
Mare than 30% 1 134
30.01-30,00% 30 189
10,01-30,00% il 7
Less than 10 % 1 131
Not subsidized H 14
Total 139 1000

Source: developed by the author using data from [4]

Only 22% of JTCs (34) have not a subsidized
budget. Among subsidized budgets (125), 40% of
JTCs (50) has a percentage of subsidies from 0.5%
to 20%; another 40% of JTCs (50) has a percentage
of subsidies from 20% to 50%, and 20% of JTCs
(25) have subsidy percentage more than 50%. The
average subsidy of budgets of JTCs is 27.6% [4].

Analyzing the structure of own resources of local
budgets of JTCs, it should note that if the leading
fillers in it were land payments (UAH 355.3 million)
and the single tax (UAH 283.4 million) in 2015,
then in 2016 the leading share of own revenues of
budgets took the Income Tax of Individuals (ITI)
(1744.6 million UAH). It is because with the
beginning of the new fiscal year they switched to
direct intergovernmental relations with the state,
which  provide not only the transfer of
intergovernmental transfers but also the provision of
additional own financial resources, in particular, an
increase in the percentage of transfer of taxes
mentioned above and an additional 60% of the
personal income tax, which has previously credited
to the district budget. Thus, this tax became the first
filler of budgets.

The object of taxation of the Income Tax of
Individuals is the total monthly (annual) taxable
income, income from sources of origin in Ukraine
and foreign incomes received from sources outside
Ukraine. This payment serves as a microeconomic
stabilizer and regulator of financial support for
community development. There is, therefore, a
correlation between the development of economic
activity in a community, the income of the
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population and the income from the Income Tax of
Individuals to local budgets of territorial
communities.

The realities of the present testify to the presence of
the following problems in the development of joint
territorial communities and in the provision of
income from taxation of the ITI on a territory
concerned:

— the primary source of income from ITI is an
allocation from wages of employees of budgetary
institutions which testifies to low economic activity
within the framework of JTC;

— the inefficiency of using own economic potential
and low efficiency of activity on the attraction of
economic entities to functioning on the territory of a
community;

— reduction of local budget revenues from ITI due to
the optimization of networks of educational and
healthcare establishments in several JTCs (the
process of decentralization and administrative-
territorial  reform are  being  implemented
simultaneously with several sectoral reforms that
involve the closure of some schools and healthcare
institutions that do not meet the requirements or
reduce the number of their staff) [15, p. 67-68].

As for the share of subventions from the state
budget, in 2015 the subvention was granted only to
the JTCs of Donetsk region (UAH 81 million).
However, in 2016, the situation changed
dramatically: subventions took the bulk of total JTC
budgets (53.6%) of their resources and have
provided to each of the JTC budgets.

In general, the analysis shows that the overall
picture of JTC activity in Ukraine is positive. They
are moving in the right direction to achieve the
maximum level of their financial autonomy.

The existence of an incentive for communities to
unite is worth mentioning, as the formation of
capable territorial communities takes place through
the mechanism of transition of budgets of
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communities to direct intergovernmental relations
with the state budget, empowerment of such
communities with powers equivalent to powers of
cities of oblast importance, deprivation of the right
to perform powers of local self-government bodies
delegated by the state in villages, settlements, towns
of district significance that have not been united.

An essential step in the strengthening of the
financial base of joint territorial communities was
the creation of the State Fund for Regional
Development (SFRD), which envisages financing of
regional development projects on a competitive
basis and following regional development strategies
and action plans for their implementation. The funds
of the State Fund for Regional Development have
directed to implement investment programs and
regional development projects (including projects of
cooperation and voluntary association of territorial
communities) aimed at the development of regions,
creation of infrastructure of industrial and
innovative parks and meet the priorities defined in
the Regional Development Strategy of the state and
relevant regional development strategies [9].
Programs and projects implemented at the expense
of the SFRD are subject to co-financing from local
budgets at the level of 10 per cent. The specified
condition is a motive for finding these resources and
more efficient use of them by a community. It is
important to emphasize that when developing and
presenting programs and projects to the SFRD,
communities should realize the importance of
directing most of them not only to targeted
restoration or development of infrastructure but to
implement the State Strategy for Regional
Development and strategies of regions and to create
additional economic value and economic
development of a region [16].

So, in 2017 433 projects were implemented for the
total amount of UAH 1159.1 million using the funds
of the SFRD. 6 JTC projects from this list with a
total value of 11792.2 thousand UAH, in which the
contribution of SFRD amounted to 8214.0 (69.7%),
were implemented. Four of these projects have
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aimed at the formation of secondary educational
institutions (capital repairs and reconstruction of
schools) and one of them — to the development of
the health sector. In addition to the above, six JTC
projects are in the process of implementation. Their
total cost is UAH 24,674.4 thousand, of which the
contribution of the SFRD is 17,909.1 (72.6%). The
projects mentioned above are aimed at the
reconstruction of administrative buildings and social
infrastructure, as well as for repairing of transport
infrastructure of localities [8].

The primary attention in the vast majority of
scientific publications concerning the formation of
local community incomes has paid to the budget
resources. However, we believe it is worthwhile to
emphasize the importance of non-budget sources of
financial resources, which should play a significant
role in ensuring the financial capacity of territorial
communities and should be considered as an
integrated indicator of its budget capacity, financial
capacity of households and financial capacity
economic entities, which together form the financial
capacity of a territorial community in a broad sense
[11, c. 84].

Strengthening of financial capacity of territorial
communities and their economic development
depends on the effectiveness of the use of assets
owned and managed by a community. Assets of a
territorial community include the right of communal
ownership to immovable and movable property,
natural resources, land, business structures, revenues
of local budgets. Therefore, the development of a
territory is possible only on the condition of
effective use of its inherent potential, which
involves the capitalization of assets and the creation
of value-added. The development of entrepreneurial
structures in a territory of an administrative-
territorial unit allows to ensure, firstly, creation of
jobs, and secondly, the increasing of tax revenues to
a local budget, and thirdly, the formation of social
responsibility of business to a community.
Therefore, the formation of the practice of social
responsibility of business to the community can
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ensure its rapid development [15, p. 73].

Funds from community residents, including those
received abroad (income of migrant workers), can
also become a source of development. It should
acknowledge that firstly such funds are used by
households for their own needs (children's
education, repairs, purchase of the real estate,
improvement of their land plots). However, it is
essential to realize feasibility and possibility of
directing these resources into structured long-term
projects that will have a multiplier effect on a whole

community  (creation of enterprises, farms,
agricultural service cooperatives, infrastructure
development and public places improvement).

However, for this purpose, it is essential for citizens
and a community as a whole to understand the need
to form an appropriate market and investment
environment, infrastructure development, as well as
changes in mentality and outlooks [16].

Further steps to strengthen the material and financial
base of territorial communities lie in the area of
analysis of results, the identification and solution of
problematic issues of fiscal decentralization in order
to strengthen the community's financial resources,
the formation of legislative support for reforms in
the areas of land relations and management of the
communal property.

It is necessary to encourage territorial communities
to use their right to borrowing both local and
foreign, and obtaining loans from international
financial organizations. These funds have directed to
the implementation of investment programs aimed at
the development of communal infrastructure,
implementing resource-saving technologies,
creating, enhancing or updating strategic objects of
long-term use or objects that ensure the fulfilment of
tasks of local councils in order to meet the interests
of their communities. To attract external non-budget
resources to finance local development. It is
necessary to work on creating a positive image of a
territory, forming its attractive "credit" history.

An endowment mechanism can be perspective for
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funding the development of territorial communities.
It is a trust fund intended for non-commercial
purposes, usually for financing organizations and
initiatives in the field of education, health care or
culture (primarily in terms of potential labour
development), which has funded through charitable
donations. Community members must be proactive
and continuously offer their ideas, invite local
fellow countrymen, celebrities to local events, which
can result in their support (and not only financial).
In order to accelerate the process of forming of
endowment funds in Ukraine, it is necessary to take
international experience into account and to amend
the Tax and Budget Codes to provide taxpayers with
tax privileges and state benefits [10].

The innovative tool for financing the development
of territorial communities is crowdsourcing. It is a
combination of the idea of self-help and modern
information technology in order to address societal
challenges and local issues with broad public
participation. In our opinion, the success of projects
of crowdsourcing depends, first of all, on the size of
social capital of a community, which, in turn,
depends on a community's experience in a joint
resolution of its problems [7]. To this end, local
authorities should involve active, skilled, qualified
specialists interested in its development.

A special kind of crowdsourcing is crowdfunding,
which has aimed at collecting voluntary donations or
investments for the implementation of specific
projects. Creation of the website "Shpilnokosht" was
the first crowdfunding project in Ukraine. The
authors collected 30 thousand UAH for the
development of the site. To date, Ukrainians have
invested more than 10 million UAH, more than 21
thousand people have involved in this business, and
157 projects have been funded by it. The following
areas are supported by "Spilnokosht": education,
ecology, social services, entrepreneurship and
innovations [10].

Consequently, an increase in the volume of financial
resources at the disposal of local governments and
the formation of their financial capacity is possible
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due to the introduction of a new model of financial
provision of territorial communities.

IV.  CONCLUSIONS

It has identified that budget financing remains the
main form of financial support of joint territorial
communities. Its quality depends on the level of
economic and social development of these
communities. The insufficiency of budget financing
of territorial communities necessitates the search for
alternative sources of their financial support.

It is necessary to encourage territorial communities
to use their right to borrowing both local and
foreign, and obtaining loans from international
financial organizations. Advisory activities with
local government bodies shall conduct to this end.
They shall have enough technical expertise to use
such source of funding effectively and to simplify
the process of preparing documentation for
obtaining such loans. Such mechanisms as
endowment and crowdsourcing may be perspective
for the financing of the development of territorial
communities. The use of concrete tools and
mechanisms on practice depends on the specifics of
the development of a community, its capabilities and
problem situations.

In order to ensure an active development of joint
territorial communities, the prospects for further
research should focus on the substantiation of
directions of expansion of their financial base, the
formation of ways of encouraging entrepreneurial
initiatives, effective use of local resources, creation

of new jobs.
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