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Abstract. The redistribution of powers and the transformation of finan-
cial and budgetary relations between local self-authorities and the central
government in Ukraine are investigated. It has been established that a
change in the basis of budget support and the system of relations be-
tween budgets under decentralized conditions is characterized, firstly, by
the introduction of direct intergovernmental relations between the budg-
ets of the amalgamated territorial communities and the State budget,
which guarantees the local self-government clearly defined volume of
intergovernmental transfers, and secondly, the concentration significant
financial resources in local budgets (income tax, excise tax, property
taxes, single tax). It allows self-authorities to dispose of a powerful re-
source base, thirdly, the legislative definition of the mechanism for
spending from local budgets, formed in the context of achieving and
guaranteed provision of basic services to the population because of their
financial support from the center, and granting local self-governments
with the opportunity to independently own resources, provide residents
with public goods. The distribution norms of tax revenues to budgets of
different levels are presented. The analysis of the financial and budget-
ary relations of state power and local self-government is carried out on
the example of the amalgamated territorial communities in the Lviv re-
gion.
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Introduction
Problematic issues related to the formation of financial support for
local self-government directly affect the capability of a territorial
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community, that should have financial, material and other resources
in an amount sufficient for the effective implementation of the local
authorities’ tasks and functions, the provision of social services to the
population at the level provided for by national standards. Expanding
the powers of local self-governments, giving them greater autonomy,
require the latter to be more responsible in the implementation of lo-
cal financial policies, create conditions for economic activity and
develop business activity by all business entities, and maintain a fa-
vourable investment climate in the region.

The study of the features of the territorial communities’ develop-
ment in the context of reforming the local self-government system
requires, along with a detailed data research on the formation of the
governance territorial basis at the local level and determination of
trends in this process, as well as attention to the budget support issue
for such communities and financial relations with the state budget.

Research of scientific sources allows us to conclude that both in
domestic and in foreign literature, the definition of the term "financial
support of local self-government” is predominantly found. The scien-
tists who raised the financial support issue for local self-government
are T.H. Bondaruk, H.V. Vozniak (2019), P.V. Zhuk (2015; 2017),
V.l. Kravchenko, O.P. Kyrylenko, V.S. Kravtsiv (2015; 2016a;
2016b), O.Yu. Matveieva, L.V. Panasiuk, Kh.O. Patytska, S.L. Shults
et al.

The purpose of the article. The purpose of the article is an analy-
sis of the financial and budgetary relations between state power and
local self-government in Ukraine using the example of the Lviv re-
gion and a number of directions are proposed for changing the budg-
etary support principles for local budgets.

Results and discussion

Effective in terms of implementation and regulatory certainty re-
garding the amalgamated territorial communities (ATCs) develop-
ment as an element of the territorial organization of power is a decen-
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tralization component in the field of budget relations. The methody
for the formation of capable territorial communities is based on the
fundamental principles and conditions for the formation of capable
territorial communities; the definition of the community capability,
which is the basis for the functioning of local self-government in the
relevant territory and the key to its sustainable development, is clearly
stipulated. A capable community is defined that is able of ensuring an
appropriate level of public services, subject to the availability of hu-
man resources, infrastructure development and the level of financial
support.

Since the research object will be the ATCs in the Lviv region, it is
worth focusing on the features of their formation during the period of
administrative and territorial reform in Ukraine. So, in 2015-2019 41
ATCs were created in the region as the amalgamation result of 170
local councils. The largest number of ATCs was created in 2015, at
the beginning of the reform — 15 communities (48 local councils
amalgamated), in 2016 — 7 ATCs (42 councils), in 2017 — 13 ATCs
(51 councils), in 2018 — 5 ATCs (27 councils), in 2019 — 1 commu-
nity (5 councils). Most of the local councils amalgamated around the
villages: in the region there are 22 rural ATCs. Around the townships
formed 10 ATCs, cities — 9 communities.

In the process of ATC comparing, which are formed in the Lviv
region and Ukraine as a whole, noticeably smaller sizes of the com-
munities formed in the region (Fig. 1).

So, the average number of local councils that amalgamated into
one ATC in the Lviv region is 4.1, which is 86% of the average in
Ukraine (4.8 local councils). The area of communities is on average
50% less in the region than in Ukraine and amounts to 120.9 square
meters. The population has also significantly decreased - 7972.1 peo-
ple (67% of the average Ukrainian value).
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Figure 1: The ATC formation features in the Lviv region
and in Ukraine, 2019, % (average indicator in Ukraine = 100%)
Source: on the basis of Decentralization, 2020

Such comparison results indicate the existence of differences in
the ATC formation in the region, may have an impact on the level of
financial capability of such communities and the ability to fulfil the
powers granted to local self-authorities from a central level. There-
fore, it is relevant to conduct an analysis of the ATC development in
the Lviv region and determine whether such communities are finan-
cially capable to ensure the powers fulfilment granted to them.

To ensure the territorial communities’ capability during 2014-2015
the budget legislation was amended by expanding the powers of local
self-government at a basic level and securing budget autonomy as
well as securing the appropriate financial resources to carry out the
functions assigned to self-government bodies.

First of all, the list of taxes assigned to ATC budgets was ex-
panded and the standards for their distribution between budgets of
different levels were revised (Table 1), which, given the key role of
taxes in filling budgets, was a major step in ensuring the financial
autonomy of communities.
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These changes contributed to an increase in the financial capability
level of territorial communities, but, given the development patterns
of administrative and territorial formations of a basic level over a
long period of time, we can speak of an increase in imbalances in the
financial support of communities. Since the main source of revenue
for ATC budgets is tax revenues that are levied on the community
territory, today there is a dependence of the financial ability in com-
munity on those factors that directly affect the receipt of a particular
payment. If before the decentralization reform in Ukraine, almost all
local budgets were completely dependent on funding from the State
budget, then in the context of the reform, the main task is to encour-
age communities to make effective use of available resources to en-
sure their own financial autonomy and the ability to fulfil the powers
vested in local self-governments and provide appropriate services to
the public.

Table 1: Distribution norms for the tax revenues to budgets
in different levels

The b-ﬂgg_ Tow
The Re- | budgets AT | Dis- ots nship
budget | gion | of the C trict | of the and
The list of payments of the al regional bud | bud | district vil-
Kyiv | bud | signifi- L lage
city | gets | cance e e budg
- cance
cities o ets
cities
GENERAL FUND
National taxes
Individual income tax 10% | 15% 60% 60% | 60% i i
and levy
Income tax (except for
income tax of state and 10% | 10% - - - - -
municipal enterprises)
Profit tax for enter-
prises and financial 100 100 | 100 100
institutions of commu- 100% % 100% % % 100% %
nal property
Rental fee for special
use of forest resources 50% | 50% - - - - -
in part of wood har-
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vested in the main
cutting procedure

Rental fee for special
use of forest resources
(except rent for special 100 100
use of forest resources 100% - 100% - 100%
. % %
in the part of wood

harvested in the main
cutting procedure)

Rental fee for special
use of water (except
rent for special use of 50% | 50% - - - - -
water resources of
local importance)

Rental fee for special 100 100
use of water resources 100% - 100% % - 100% %
of local importance

Rental fee for use of
mining subsoil of 25% | 25% - - - - -
national importance

Rental fee for use of 100 100
mining subsoil of local | 100% - 100% % - 100% %
importance

Fee for use of other 100% 100 i i i i i
natural resources %

Excise tax on excis-

able goods sales by 100% - 100% 100 - 100% 100
. . 7 % %

retail business entities

Excise tax share on
fuel produced in

Ukraine and imported 13,44 - 13,44% 134 - 13,44% 134
) ) % 4% 4%
into the customs terri-
tory of Ukraine
Local taxes and fees
real estate tax
prop | Ot than 100% | - | 100% 1020 - 100% 1(2)0
land
erty 100 100
tax | land fee 100% - 100% - 100%
% %
transport tax 100% - 100% 10/000 - 100% 1[2)0
. 100 100
0, - 0, - 0,
Single tax 100% 100% % 100% %
Vehicle parking fee 100% - 100% 1020 - 100% 102)0
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Tourist tax 100% - 100% 100 - 100% 100
% %

SPECIAL FUND

Environmental tax 80% 55% 25% 25% - 25% 25%

Source: compiled on the basis of the Budget Code of Ukraine

Significant disproportions in the available financial resources
among the communities are indicated by the analysis of the ATC
budgets revenue of the Lviv region calculated per capita in 2016-
2018. (Fig. 2).

The level of the amount differentiation of ATC budget revenues
per capita between the communities that functioned in 2016 was 1.8
times (if in the Trostianets community there were UAH 6015.2 per
capita, then in the Nove Misto community — UAH 3320.1), in 2017
1.8 years (in Trostianets ATC — UAH 7557.0, in Mizhenets ATC —
UAH 4203.4), in 2018 — 2.3 times (Slavske ATC — UAH 16423.8,
Nove Misto ATC — UAH 5162.5).
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Figure 2: The ATC income dynamics (including intergovernmental
transfers) per capita in the Lviv region,
2016-2018.
Source: on the basis of (Open budget, 2020)
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High per capita income indicators (including inter-budget trans-
fers) are characterized by ATC created in 2017, namely Slavske ATC
(UAH 16423.8), Solonka ATC (UAH 11863.1), Volytsia ATC (UAH
10832.0), and also Davydiv ATC, formed in 2016 (UAH 10460.7).
The high level of financial capability of these communities is associ-
ated with a favourable geographical location (Slavske township is a
widely tourist center as it is located in the foothills of the Carpathian
Mountains, and therefore there are numerous recreation centres and
sanatoriums on its territory, many residents are engaged in entrepre-
neurial activities, and contributes to high tax revenues and other pay-
ments to the local budget), in the vicinity of a large city (Solonka and
Davydiv ATCs, are bordered by the regional center, on their territory
there are numerous enterprises, gas stations (as important highways
leading to the city pass through these communities), etc.), or the fact
that the territory of the communities are registered or placed powerful
enterprise, which pays the local budget large amounts of taxes. On the
other hand, the relatively high level of financial capability of the ATC
budget is also frequent due to the location of numerous gas stations
on the territory, possibly when important highways with a high level
of traffic are passing through the territory. Analyzing the revenues of
the ATC budgets in the Lviv region (Table 2, Fig. 3), the high propor-
tion of transfers in their composition (the average for the region is
62.7%) and a direct relationship between the amount of income per
capita and the level of funding from the center are noticeable. The
indicator of the share of own revenues, namely tax, non-tax revenues
and income from capital operations, in the composition of the total
budget revenues, is more than 50% in seven of the 35 ATC in region,
namely in Slavske ATC (73.2%), Solonka ATC (70,6%), Kamianka-
Buzka ATC (58.6%), Murovane ATC (58.1%), Davydiv ATC
(55.6%), Trostianets ATC (52.8%) and Novy Kalyniv ATC (51.4%).

On the other hand, 80% of the region’s ATC fulfils its powers,
own and delegated, more than half due to financial support from the
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state budget. The leaders among these communities are Vilshanyk
ATC (13.6%), Luky ATC (16.0% of own revenues as part of budget
revenues), Nove Misto ATC (17.4%) and Volia-Baranetska ATC
(17.0%). All these communities were formed in 2015 in the first wave
of enlargement and over the three years of their existence did not
show high development results and the optimal level of capability.
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Figure 3: Comparison of the ATC income per capita
in the Lviv region, 2018
Source: on the basis of (Open budget, 2020)
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Table 2: Dynamics of ATC own revenues in the Lviv region, 2016-

2018
Own income, thousand UAH Share of
2016 2017 2018 own reve-
Grow nues as
Income Incom Incom th part of
ATC volume AT e AT e ATC rate, revenues
or C | volum C | volum rat- 2018/ | (including
cap ita rat- | eper | rat- | e per in 2017, inter-
U%H’ ing | capita, | ing | capita, g % budget
UAH UAH transfers),
%
3241,
Babyna ATC 2564,6 2 33439 | 4 7 12 96,9 41,7
Biskovychi 1687,
ATC 988,1 8 1476,8 | 15 7 27 | 1143 27,5
Vilshanyk 4098 | 14 | 7901 | 19 | 982,6 | 32 | 1244 13,6
ATC
Volia-
Baranetska 471,6 12 7442 20 | 905,9 33 | 121,7 17,0
ATC
Hnizdychiv 2416,
ATC 1147,2 7 19594 | 12 0 17 | 123,3 39,2
Hrabovets 2026,
ATC 965,1 9 17334 | 13 5 20 | 116,9 35,9
Dubliany 2065,
ATC 1225,0 6 20152 | 11 3 19 | 102,5 34,5
Zabolottsi 3056,
ATC 1328,3 5 2111,0 | 10 0 13 | 1448 38,8
Luky ATC 463,8 13 735,9 21 | 8815 35 | 119,8 16,0
Mizhenets 5704 | 11 | 11207 | 17 | % | 20 |1050| 227
ATC ' ' 5 ' '
Novy Ka- 3388,
lyniv ATC 2195,6 3 2865,9 6 5 11 | 118,2 51,4
":%* Misto | 3800 | 15 | 6784 | 22 | 8993 | 34 | 1326 | 174
Novi Strily- 2591,
scha ATC 1679,0 4 22714 8 5 16 114,1 37,6
Trostianets 4374,
ATC 3024,1 1 4052,0 1 5 7 108,0 52,8
1387,
Chukva ATC 678,0 10 | 1026,9 | 18 0 28 | 1351 21,7
Davydiv 5818,
ATC - - 3978,3 2 7 3 146,3 55,6
Zhovtantsi 3598,
ATC - - 2691,7 7 5 10 | 133,7 453
Mostyska 2711,
ATC - - 32329 | 5 5 15 83,9 43,4
Nyzhankovy- i T | 15949 | 14 | 1711, | 25 | 107,3 24,4
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Source: on the basis of (Open budget, 2020)

The formation tendency of obviously insolvent communities is inher-
ent in this period, since in the context of the reform launch and the forma-
tion of the first 156 ATCs at the level of central authorities, the first posi-
tion was posed by the question of its irreversibility and progress, and not
its quality of results. The incentives for amalgamation for the communi-
ties formed during this period were: the transition to direct inter-budget
relations with the State budget and the possibility of additional financing
by obtaining a subvention for the infrastructure formation of the amalga-
mated territorial communities. The main source of income for local budg-
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ets in Ukraine, including the ATC budgets, as already noted, is tax reve-
nues. Among the considered ATCs in the region, they make up 92.1% of
the total communities’ income, while non-tax revenues account for 6.0%,
and income from capital transactions — 1.9% (Fig. 4).
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Figure 4: Own revenue structure of the ATC budgets
in the Lviv region, 2018, %
Source: on the basis of (Open budget, 2020)

The tax that accounts for the majority (53.5%) of community budgets
in the Lviv region, as well as in Ukraine as a whole, is personal income
tax received from citizens' incomes and paid to the local budget at the
place of registration / location of the enterprise where the person busy.
Legislatively defined rules for the collection of personal income tax in
Ukraine stimulate the emergence of certain patterns and features of the
tax volumes accumulation in the budgets of different administrative and
territorial units. First of all, since the tax is paid to the communities’
budgets in whose territory the enterprise is located or registered, the larg-
est volumes of revenue are observed in developed cities, as well as in
neighbouring communities of large cities. This is due to the specifics of
the enterprises location, because the location of production takes place
mainly near infrastructure, the logistics system and labour, capital, and
consumer markets are developed. Such centres of economic development
are cities; therefore, the business sector is concentrated in the cities and in
the communities next to them.
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So, the highest volumes of personal income tax per capita are charac-
terized by Slavske ATC (UAH 10875.0; the Slavske township has a de-
veloped tourist and recreational direction), Solonka ATC (UAH 3528.0)
and Davydiv ATC (UAH 2209.6) located near Lviv and in the territory of
which there are many enterprises, the Kamianka-Buzka ATC (UAH
3072.0; the center of the community is the city-district center) (Fig. 5).
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Figure 5: Dynamics of the ATC personal income tax per capita in the
Lviv region, UAH, 2016-2018
Source: on the basis of (Open budget, 2020)

Among this list of communities are also Novy Kalyniv ATC (UAH
2544.7) and Zhovtantsi ATC (UAH 2498.7). Large taxpayer entities are
located on the territory of these communities, due to which local budgets
have a high level of financial capability and, as a rule, are non-subsidized.

Important in ensuring the ATC financial capability is to determine the
dependence level of local budgets on excise tax revenues. This tax in-
cludes three components, namely: excise tax on excisable goods produced
in Ukraine (fuel); excise tax on excisable goods imported into the customs
territory of Ukraine; excise tax on the sale of excisable goods by business
entities of retail trade. In accordance with the Laws of Ukraine dated No-
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vember 17, 2016 No. 1762 and No. 1763 (Verhovna Rada of Ukraine,
2017a; Verhovna Rada of Ukraine, 2017b) the excise tax on excisable
goods produced in Ukraine and imported into the customs territory of
Ukraine will be fully credited to the special fund of the State Budget as a
source for the State road fund formation. Therefore, starting from 2021
this part of the tax will be withdrawn from the ATC budget revenues.

To identify possible threats to reduce the level of community financial
capability Figure 6 shows data on the volumes of excise tax revenues to
the ATC budgets in the Lviv region and the dependence of the respective
budgets on tax collection in the territory.
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Figure 6: Revenues of the ATC excise tax per capita
in the Lviv region in 2018, UAH
Source: on the basis of (Open budget, 2020)

The threat of decrease of a financial viability in the budgets due to the
loss of revenues from the excise tax on fuel is relevant for Babyna ATC,
the share of tax in its own budget revenues is 58.4%, Pidberiztsi ATC
(43.1%), Volytsia ATC (38.7%), Murovane ATC (34.6%) communities,
that is, exceeds 1/3 of the revenues collected on the territory.

Regarding the factors influencing the excise tax accumulation, the fol-
lowing can be distinguished: in the case of excise tax levying on fuel, this
is a favourable location and important roads for the public to drive, which
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stimulates the location of gas stations along such roads and high rates of
fuel sales; in the case of excise tax on the sale of excisable goods by retail
entities, this is the level of retail trade development in society and, most
importantly, the organization of the trade process in excisable goods
within the framework of legally defined norms.

In the context of the local self-government reform and financial decen-

tralization, one of the main tasks of changing the fiscal support of com-
munities was to expand local self-authorities to independently establish
rules for levying local taxes and fees to stimulate the efficient use of the
community’s own resources. That is why the amendments to the Budget
and Tax codes of December 28, 2014, the composition of local taxes and
fees included a single tax, property taxes (land fees, real estate tax other
than the land, and transport tax), tourist tax and vehicle parking tax. This
made it possible to ensure a significant role of local taxes and fees in fill-
ing local budgets, since 2014 the share of these taxes in income has
grown from 3.5% to 10.9% in 2018.

In the ATCs of the Lviv region, local taxes and fees make up on aver-

age 25%, that is, a quarter of all own revenues (Fig. 7). In such communi-
ties as Dubliany, Novi Strilyscha, Trostianets, Khodoriv, Hrabovets their
share exceeds 40.0%. But in Babyna ATC, Novy Kalyniv ATC, Shehyni
ATC, Velyki Mosty ATC, Slavske ATC this indicator does not reach
20.0%, which is due to the presence of a constant significant source of
filling local budgets. For instance, in the Babyna ATC — an excise tax on
fuel, in Novy Kalyniv ATC — personal income tax levied by placing a
military base on the community territory.

A study of the local taxes and fees composition makes it possible to

distinguish two taxes: land payment, which today is the second tax-
forming tax on personal income tax, and a single tax. In addition, the im-
portant and, which can be called a significant financial reserve of the
communities, is also the real estate tax, which is different from the land
plot, whose share in the income of local budgets is very small, while in
developed countries it reaches 2.5% of GDP. Despite the fact that today
local self-governments have the right to independently determine tax rates
and tax payers, it is precisely because of the efficient administration of
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real estate tax that significant budget revenues can be raised. However, it
seems that the potential of this tax is not fully used by communities today.

As a conclusion in the analysis of the formation characteristics of
budget revenues in territorial communities, the following can be noted:

- in the context of decentralization reform, the financial basis of territo-
rial communities was significantly strengthened and responsibility for the
community development was transferred to local self-government; this
was accompanied by an increase in development imbalances of adminis-
trative and territorial formations due to the difference in the available fi-
nancial, labour, land resources and in the existing managerial potential of
the communities;
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Figure 7: Composition and structure of local taxes and fees
in the ATC budgets of the Lviv region, 2018
Source: on the basis of (Open budget, 2020)

- following decentralization, 60% of personal income tax, which today
is the main filler of the territory budget, was transferred to local budgets;
tax revenue to the local budget is an incentive for self-government bodies
to attract entrepreneurship to their territory and to place production here;

- strengthening the composition of local taxes and fees has become
positive and promising, mainly due to the inclusion of single tax and
property taxes, land payments and real estate taxes as such; namely, the
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establishment of such taxes, local self-governments have broad powers
within the legislatively defined limits, which allows them to conduct their
own tax policies on their territory;

- with the beginning of the reform, excise tax was an one of the sources

for filling local budgets, which includes a tax on fuel and excisable goods
sold by retail entities; this payment has become one of the main revenue
sources for numerous ATCs, therefore, despite the planned changes, ex-
cise taxes on fuel are left in local budgets for the second year, but the
threat of its loss and reduced financial capability for many communities
remains.

The systematic implementation of decentralization changes in Ukraine

is manifested both due to the simultaneous mutual expansion of local
budget revenue sources, and because of the redistribution of expenditure
powers between budgets in the direction of strengthening the role of local
self-government on the basis of subsidiarity, taking into account the com-
pleteness of the services provision guaranteed by the state and their ap-
proximation to the consumer. Therefore, the distinction of expenses types
between local budgets is carried out within the allocated groups, namely:
the first is costs for the budgetary institutions functioning and the imple-
mentation of measures that ensure the necessary priority provision of pub-
lic services and which are closer to consumers, are carried out from the
budgets of villages, their associations, townships, ATC cities and budgets;
the second — costs for the budgetary institutions functioning and the im-
plementation of measures to ensure the provision of basic public services
for all citizens of Ukraine, are made from the budgets of regional signifi-
cance cities, district budgets and ATC budgets; the third — expenses for
the budgetary institutions functioning and the implementation of activities
that provide public services for certain categories of citizens, or the pro-
grams implementation that are needed in all regions of Ukraine, are made
from regional budgets. Thus, from the ATC budgets expenses are in-

curred for:

o education — pre-school and secondary education, out-of-school
education;

o healthcare — primary medicine;
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o protection and social support;

o physical education and sports;

o local fire department;

o municipal units for the public order protection;

o local self-authorities;

o housing and communal services and settlements improvement;

o cultural and art programs of local importance;

o typical design, restoration and protection of architectural
monuments;

o transport, road facilities;

o servicing local debt;

o environmental conservation programs of local importance;

o management of communal property;

o regulation of land relations;

o measures of the population and territories protecting from

emergencies of a man-made and natural within the powers established by
law;

o measures and works on territorial defense and mobilization
training of local importance;

o conducting local elections and local referendum;

. advanced training of local councils’ deputies and local self-

government officials.

Researching the peculiarities of the ATC budgets expenditures in the
Lviv region (Fig. 8), one can notice a slightly higher differentiation level
of the expenses per capita in the communities (3.0 times) and the income
volume (including inter-budget transfers (2.3 times); at the same time,
this indicator is significantly lower than the differentiation between own
ATC incomes (13.6 times).

First of all, this is due to the fact that delegated powers to local self-
authorities are financed by the subventions provision to local budgets.
According to this principle, financing is provided in such areas as educa-
tion and healthcare.
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So, financing of general secondary education since 2015 has been car-
ried out at the expense of the educational subvention, which is calculated
for each community in accordance with the number of pupils, taking into
account the estimated number of classes, pupils contingent and teacher
salaries. Thus, these funds are used to cover salary costs, and the main-
taining costs of the educational institutions themselves are carried out
from the local budget, as are the costs of preschool and after-school edu-

cation in general. Similarly, financing of health care is carried out — due
to a medical subvention.
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Figure 8: Expenditures per capita of the ATC budgets
in the Lviv region, UAH, 2018
Source: on the basis of (Open budget, 2020)
The use of such mechanisms in the process of spending at the local

level achieves a guaranteed provision of basic services through their fi-
nancial support from the center, and enabling local self-governments to
independently, at their own expense, to provide residents with public
goods. The disadvantage of such an expenditure policy is the differentia-
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tion of the services quality provided in different ATCs. This is evidenced
by the ATC rating in the Lviv region in terms of per capita expenditure
(Fig. 8), where the first positions are occupied by economically developed
communities — Slavske ATC (UAH 14262.9), Solonka ATC (UAH
11456.8), Davydiv ATC (UAH 11384.6).

An analysis of the expense’s composition and structure from the ATC

Budgets in the Lviv region( Figure 9) allows to draw certain conclu-
sions.
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Figure 9: Expenditures structure of the ATC budgets
in the Lviv region, 2018
Source: on the basis of (Open budget, 2020)
As a result of decentralization, it was not possible to overcome the to-

tal social orientation of expenditures from local budgets, entailing under-
funding of economic expenditures. So, on average, in the Lviv region,
half of the budget expenditures goes to finance education (46.3%), which
is often associated with the "bloating" of the network of educational insti-
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tutions and the number of functioning small schools, the financial content
of which costs territorial communities much more expensive than schools
with optimal filling. A significant part of the financial resource goes to
national expenses, which include the content of the management body of
the community. The average for the region, this indicator is 22.8%. For
healthcare — 7.6%. Significantly lower volumes of expenditures on hous-
ing and communal services (3.2%), spiritual and physical development
(5.7%), and expenditures on public order and safety are only in four
ATCs (Nyzhankovychi (0.2% of budget expenditures), Shehyni (0.5%),
Voiutyn (0.5%), Maheriv (0.7%)), in ten communities and on average
0.6% of expenses for environmental protection.

Figure 10 shows that on average, 37.9% of their own income, that is,

more than 1/3, is spent on the maintenance of the ATC management appa-
ratus in the Lviv region. VVolia-Baranetska ATC spends 84.9% of its reve-
nues on its own management bodies, Mizhenets ATC — 76.3%, Vilshanyk
ATC — 73.9%, Nove Misto ATC —66.2%, Chukva ATC — 60.4%, which
indicates the insolvency of these communities at the expense of own re-
sources to ensure the provision of social services to the population and
their economic development. The smallest volumes of expenditures in
this direction are in the developed Slavske ATC (10.9%), Kamianka-
Buzka ATC (12.0%), Velyki Mosty ATC (16.6%), Zhovtantsi ATC
(19.0%).0n the equalizing peculiarities of the financial opportunities in
territorial communities, in the context of changes in the budget and tax
legislation in 2014, a horizontal equalization system of tax capacity in
local budgets was introduced, which provided a basic subsidy and with-
drawal of reverse subsidy for local budgets based on personal income tax
revenues.

An analysis of the subsidy level of ATC budgets in the region allows

us to highlight a high level of differentiation. There are four ATCs in the
Lviv region without subsidies (Slavske ATC, Solonka ATC, Kamianka-
Buzka ATC and Novy Kalyniv ATC), three of them pay a reverse subsidy
to the State budget. If the budget subsidy level of the Slavske ATC is -
19.5%, that is, the State budget receives a reverse subsidy from this
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budget, then the Nove Misto ATC budget is 61.7%, that is, this commu-
nity is unable to ensure the fulfilment of its responsibilities.
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Figure 10: Comparison of the ATC individual capacity indicators
in the Lviv region, 2018
Source: on the basis of (Decentralization, 2020)

Conclusions

Thus, a change in the basis of budgetary provision of local budgets at a
basic level and the system of relations between these budgets and the
State budget under decentralization is characterized by the following con-
sequences:

- introduction of direct inter-budget relations between the ATC budget
and the State budget, which guarantees the local government clearly de-
fined amount of inter-budget transfers, calculated using a universal for-
mula and based on the introduced horizontal equalization of tax capacity;

- concentration of significant financial resources in the ATC budget
(personal income tax, excise tax, property taxes, single tax), which allows
local self-governments to manage a powerful resource base and effec-
tively provide social services to the population and ensure the community
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development; at the same time, the territorial governing bodies are re-
quired to apply an optimal approach to building up this resource base, its
effective use and quality planning for the community development;

- legislative definition of the mechanism for implementing expendi-

tures from local budgets is formed in the context of achieving and guaran-
teed provision of basic services to the population due to their financial
support from the center, and providing local self-governments with the
opportunity to independently provide residents with public goods at their
own expense.
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