
fdaşlığ
 

ідне партнерство East

ğı Partenariat O
riental 

 Parteneriatul Esti

во Eastern Partn
ership 

 

eneriatul Estic T r fdaşlıq Pa

tnership

 

 Східне пар

T r fdaşlıq Partenariat O
rie

eneriatul Estic Ş rq t r fdaşl

stern Partn
ership 

 Східне

atul Estic Ş rq t r fdaşlığı Pa

ip 

 

 Східне партнерство Ea

Partenariat O
riental 

 Parteneri

во Eastern Partn
ers

r f
ENG

http://eap-pcf-eu.coe.int

www.coe.int http://europa.eu

ıq Parten

 

хідне партнерство Easter

at O
riental 

 

 Parteneriatul Estic Ş rq

ство Eastern Partn
ership 

 

 Східне па

l Estic Ş rq t r fdaşlığı Partenariat O

rtn
ership 

 

 Східне партнерство Ea

r fdaşlığı Partenariat O
riental 

 

 Partener

artn
ership 

 

 Східне партне

l q Partenariat O
riental 

Eastern

q t r fda

 

партнерство Eastern Par

Oriental 

 

 Parteneriatul Estic T r fdaşlıq

Eastern Partn
ership

 

 

 Східне

Estic T r fdaşlıq Partenariat O

iatul Estic Ş rq t r fd

hip 
Схід

eriatul Estic

 Parteneriatu

ерство Eastern Partn
ership

 

 Схід

 Parteneriatul Estic Ş rq t r fdaşlığ

n Partn
ership 

 

 Східне партнерство

ğ Partenariat O
riental 

 Parten

ern Partn

Strengthening Institutional Frameworks 
for Local Governance 2015-2017

LO
CA

L R
EV

EN
UE

S 
AN

D 
FI

NA
NC

IA
L M

AN
AG

EM
EN

T:
 P

IL
OT

IN
G 

TH
E 

LF
B 

TO
OL

KI
T

St
re

ng
th

en
in

g 
In

st
itu

tio
na

l F
ra

m
ew

or
ks

 fo
r L

oc
al

 G
ov

er
na

nc
e 2

01
5-

20
17The European Union is a unique economic and political partnership 

between 28 democratic European countries. Its aims are peace, 
prosperity and freedom for its 500 million citizens – in a fairer, safer 
world. To make things happen, EU countries set up bodies to run 
the EU and adopt its legislation. The main ones are the European 
Parliament (representing the people of Europe), the Council of 
the European Union (representing national governments) and the 
European Commission (representing the common EU interest).

The Council of Europe is the continent’s leading human rights 
organisation. It comprises 47 member states, 28 of which are 
members of the European Union. All Council of Europe member 
states have signed up to the European Convention on Human 
Rights, a treaty designed to protect human rights, democracy and 
the rule of law. The European Court of Human Rights oversees the 
implementation of the Convention in the member states.
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Foreword
The Local Finance Benchmarking (LFB) project in Armenia started in 2016 under the thematic programme 
“Strengthening institutional frameworks for local governance” and is ongoing. it is managed by the Centre 
of expertise for Local Government reform, Good Governance Division, Directorate General of Democracy, 
Council of europe under the Coe/eU eastern Partnership Programmatic Co-operation Framework. The proj-
ect1 aims to support the local government reform, primarily by increasing the efficiency and accountability 
of local authorities.  

Benchmarking of local financial resources and financial management practices is based on the toolkit de-
veloped by the Centre of expertise. The toolkit builds on a simple municipal management rule: in a decen-
tralised environment local governments learn from each other, so comparison and information sharing will 
improve their performance. 

The LFB toolkit assesses the local financial resources and financial management practices by scoring them 
along a standardised set of criteria. Then the scores are compared with the results in other similar munici-
palities, indicating the areas of the best and lower performance in a particular municipality and helping to 
identify the directions of improvement. 

in Armenia the adaptation of the standard LFB has been completed through piloting. The LFB survey was 
implemented in two cities (Ashtarak, Abovyan) and in three newly created multi-settlement municipalities 
(Dilijan, Tumanyan, Tatev). The new municipalities lack established practices of financial management, so 
in these communities the survey focused on the largest, central town. The localised survey covers fifty-
seven critical areas of local finances.

During the LFB implementation, we closely cooperated with the ministry of Territorial Administration and 
Development and the Community Finance Officers’ Association (CFOA). The results of the LFB survey and 
reports on the pilot municipalities were transferred to CFOA who has the right to use the final, revised 
version of the LFB toolkit and in the future it be the partner for further disseminating and promoting this 
instrument among the other local governments in Armenia. The adapted toolkit is available in Armenian 
and the local expert team was trained to continue the benchmarking.

This publication contains all the outputs of the project: 

(i) adapted LFB toolkit; 
(ii) reports on the pilot municipalities; 
(iii) final reports with policy recommendations and proposals on the continuation of the project.

Jutta Gützkow 
Head of the Centre of expertise for Local Government reform 
Council of europe

1  Project website: http://www.coe.int/t/dgap/localdemocracy/Centre_expertise/Local_Finance_Benchmarking/
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LocaL Finance Benchmarks 

Benchmarks of financial resources of local authorities 

SECTION and AREA ACTIVITY, INDICATOR VERIFICATION STATEMENT, DOCUMENTS SCORE 

i. GeneraL PrinciPLes oF LocaL FiscaL PoLicies 

1. Local tax policies design 

1.1. Local revenue policies 
should be approved by 
elected bodies 

Decisions made by council on 
 • delegation of powers to set exemptions, tax 

relieves 
 • prices of services 
 • authorisation of allocating subsidies for user 

charges 

Law on Local Self-Government 
Law on Budget System 
Audit reports 
Local statutes 
Organizational charts and 
procedures 

0-10 

1.2. impact assessment 
of local revenue policies 
should be made public 

 • Social and economic impact of local decisions on 
taxes and user charges are regularly assessed 

 • Public access to local budget documents 
 • Public is involved in local budget design 
 • Diversity of methods for disseminating 

information on local budgets 

rules and procedures of local 
government operation 
municipal budget document 
Channels for informing the 
general public 
 

0-10 

2. Transparency and involvement of the public 

2.1. Budgetary and 
financial discussions 
should be made at open 
meetings 

 • Participation at public (committee, council) 
meetings 

 • intervention at public meetings 
 • media reporting on local budgets 
 • Channels of communication with the public 

minutes of meetings 
media reviews 
 

0-10 

3. timing of fiscal decisions 

3.1 Decisions on revenues 
should be made parallel to 
expenditure 

 • national tax laws are known (approved) by the 
start of local budgeting 

 • Local budget amendments are made by elected 
bodies

Law on Budget System 
municipal budget document 

0-10 

4. Use of it 

4.1 managerial efficiency 
should be improved by 
iT in : 

 • information processing 
 • Preparing decisions 
 • Following-up to 

decisions 
 • Connecting with other 

systems (local or central) 
 • Using electronic 

payments

 • Accounting software is used by the finance 
department 

 • Service organisations are linked to municipal 
accounting systems electronically 

 • Treasury system is in operation 
 • number of electronic datasets available/used by 

the local administration 
 • Local databases are connected and integrated 
 • Councillors have email address and access to 

internet 
 • Local government has a website 
 • Draft council documents are put on the website 

Local IT procedures, equipment 0-10 

5. capacity development of local staff

5.1. Training in various 
forms are needed for the 
local staff 

 • number of training courses organised locally for 
municipal servants 

 • Staff days spent at training courses in a year 
 • number of training courses organised locally for 

staff of the service organisations 
 • number of training courses organised locally for 

elected local officials and councillors 
 • Budget for training is included in local budget 
 • Subjects of training courses (legal, financial, 

fiscal, management, other skill development)

Human resource department 
Local budget

0-10
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SECTION and AREA ACTIVITY, INDICATOR VERIFICATION STATEMENT, DOCUMENTS SCORE 

5.2. Systems should 
be set up to enhance 
professionalism in financial 
and fiscal matters 

 • Access to fiscal information by all units of local 
administration

municipal employment 
statistics

0-10

5.3. Systems should be set 
up to enhance ethics of 
staff in financial and fiscal 
matters 

 • Local regulations are harmonised with national 
rules 

 

internal regulations 
Code of conducts 
Laws and national regulations 
on public procurement, conflict 
of interest, 

0-10 

ii. LocaL taxation 

6. Local tax policy design 

6.1. Local taxes should be 
based on the principle of 
fairness (ability to pay) 

 • local tax regulations interpret exemptions set by 
law 

 • differences between nominal and actual tax rates 
 • effective tax rates compared to national averages 

Local tax regulation 
municipal fiscal statistics 

0-10 

6.2. Local taxes should 
produce a significant part 
of the community budget 

 • Tax yield compared to total cost of tax 
administration (by local taxes) 

 • Local tax revenues in percentage of local own 
source revenues 

 • Local tax revenues in percentage of total/current 
budget 

 • Total tax administration costs in percentage of 
local expenditure on administration 

municipal fiscal statistics 
Local budgets 

0-10 

6.3. number of local taxes 
should be kept low 

 • number of local taxes 
 • Changes in number of local taxes 

Local tax regulations 0-10 

7. tax policy 

7.1. Local taxes should be 
based on stable tax base 

 • Composition of local taxes 
 • Annual changes in local tax base 
 • number of tax payers by major types of local 

taxes 

Local tax regulations 
Local tax statistics 

0-10 

7.2. Tax avoidance and 
evasion should be 
prevented 

 • The ratio of collected tax to the tax base (by 
taxpayers groups) 

 • Total amount of delinquencies in local tax 
collection 

 • Composition of arrears by time 
 • number of court cases and litigations stabilised 

Local tax regulations 
Local tax statistics 

0-10 

7.3. Quality of tax 
regulations should be 
improved 

 • The share of taxes collected as a result of the tax 
audit in total amount of collected taxes 

 • Litigation cases won, compared to total number 
of cases on tax 

 • Arrears accumulated annually 
 • internal audit of tax administration 

Local tax regulations 
municipal fiscal strategy 
Statistics on local tax 
administration 

0-10 

7.4. information on tax 
base should be updated 
and has to be founded on 
legally available sources 

 • Shared information bases by various units of 
local administration 

 • Local cooperation with horizontal partners 
on information (e.g. police, utility companies, 
cadastre) 

 • Cooperation with higher authorities collecting 
information, relevant for local tax administration: 
national tax office, business registry, cadastre, 
vehicle registration 

national and local iT systems 
 

0-10 

7.5. reserves should be set 
aside for litigation

 • Litigation cases compared to total number oftax 
payments 

 • Litigation cases won, compared to total number 
of cases 

Local budget 
Statistics on local taxes 

0-10 

8. information and publicity 
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SECTION and AREA ACTIVITY, INDICATOR VERIFICATION STATEMENT, DOCUMENTS SCORE 

8.1. information and 
explanation on local taxes 
and tax regulations should 
be made public 

 • Diverse means of information sharing (electronic, 
posters, direct mailing, telephone) 

Local channels of 
communication with the 
general public 

0-10 

8.2. Public information 
on utilisation of local 
tax revenues should 
be comprehensive, 
understandable 

 • reporting on the implementation of local 
budgets 

 • explanation of general purpose local tax (land 
tax, property tax) revenues 

 • Public information by types of major local taxes 
(land tax, property tax) 

Budget reports 
Local channels of 
communication 

0-10 

9. tax administration 

9.1. Tax registration and 
timely collection should 
support smooth cash flow 

 • Taxpayers registry is regularly updated 
 • Delays and unpaid taxes are followed by the tax 

information system 
 • notification, warning practice on non-payments 

are in place 
 • internal legal procedures for non-payment are 

regulated and publicly known 

Local tax regulation 
Tax administration 
reports on local revenues 

0-10 

9.2. Tax administration 
should be simple: 
few formalities, least 
administrative efforts by 
tax payers 

 • Public information on local tax regulations 
 • Billing: timely call for tax payment 
 • Specific justification of taxes due 
 • Diverse forms of payment 
 • information on complaint and appeal is 

publicised 

Local tax regulation 
Tax administration 
 

0-10 

9.3. Payment demands 
should provide 
information on tax levies 

 • Compulsory elements of local tax claims: 
- identification of taxpayer (property owner) 
- tax base, exemptions 
- tax rate, amount due 
- deadline for payments 
- forms of payment 
- consequences of delay or non-payment 
- options for appeal 

Tax forms 0-10 

9.4. easy payment systems Availability and use of various forms for paying 
local taxes: 

 • Personal, through cashier 
 • Bank transfer 
 • Other 

Local tax regulations 
Tax administration 

0-10 

9.5. Complaint procedures 
should be clear 

 • Deadlines for lodging a complaint are set 
reasonably 

 • methods of complaint: contact point, in writing 
 • Decision/response on complaint are limited in 

time 
 • Appealing procedures are set 

Local tax regulations 0-10 

10. tax system audit  

10.1. Comparing collection 
costs with tax revenues 

 • Tax yield compared to total cost of tax 
administration 

Local budget 
reports concerning tax 
administration 

0-10 

10.2. Tax coverage: 
identification of tax payers 
and collection rate 

 • regular update on tax payer registry 
 • Cross-checking tax registries (tax base, tax payer) 
 • Trends in collection rate 
 • Percentage of complaints

reports concerning tax 
administration 

0-10 
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Benchmarks oF FinanciaL manaGement oF LocaL and reGionaL 
aUthorities: LocaL aUthorities 

SECTION and AREA ACTIVITY, INDICATOR, IMPACT VERIFICATION STATEMENT, DOCUMENTS SCORE 
0-10 

i. soUnd BUdGetinG and FiscaL PLanninG 
1. Fiscal strategy design 
1.1. Overall financial 
framework of multi-
year budget 

Budget is based on middle term local policies. 
 Clear connections between local policies, 
strategies and budget items establishes the 
accountability. 
The changes of overall budget cap fit into the 
macroeconomic framework and accepted by 
the local policy objectives. 

Yearly budget document exist. 
Budget documents include sheets, 
comparative data. 
Budget items are transparent and 
structured, properly classified. 
 

0-10 

1.2. multi-annual 
budget plans 

The precondition of balanced annual budget 
is the multi-annual plan, which aligns the 
resources and service levels. 
multi-annual plan does not plays only a formal 
role it does not have strong managing power. it 
considers the future consequences of financial 
decisions on an accrual basis.. 

regularly updated multi annual plan 
Separate long term budget decisions 
(large projects, investments), which 
influences the commitments of the 
actual year. 

0-10 

1.3. Budget strategy 
debate 

in the budget process the first step is to debate 
and approve the actual budget objectives and 
fiscal policy. 

Proposal for yearly budget proposal. 
Predefined components and conditions, 
which are subject to approve. 

0-10 

2. Budgeting methods and capacity 
2.1. Technical 
capacity in budget 
preparation 
procedure. 

The number of participating departments, 
including the nature of their work. 
Budget preparation is supported by all type of 
local professional capacity. 
The budget preparation is the most powerful 
tool to discuss and select the best solutions of 
service delivery. 
Comparisons are used to justify the appropriate 
changes in figures, comparing the former 
performances, according to the objectives. 
Broad involvement of staff and available 
professional capacity supports autonomy and 
openness

Local technical rule book, which 
regulates the duties and cooperation 
of departments. rule book includes 
the pattern of working sheets, with iD 
numbers. 
iT system which supports the 
calculations and documentations, 
and workflow regulates budget 
development. 
Annually issued technical bulletin 
avaliable to address the extraordinary 
circumstances and to assign obligations. 
Schedule with deadlines of key decision. 

0-10 

2.2. Analytical sheets 
make the budget 
transparent 

The system of connected budget sheets 
supports the understanding of the budget, 
providing different dimensions of the data. 
The objectives of using more dimensions 
and cross-references to serve information 
for decision making, and with the same 
figures to set up the obligations for 
budget implementations, according the 
implementation rules. 
A structured set of analytical budget helps 
to understand better the power of budget 
planning 

Set of budget sheets with explanations. 0-10 

3. Budgeting procedures 
3.1. involvement of 
elected bodies 

The level of understanding of budget 
objectives by the elected bodies. 
Appropriate procedures exist: 
- raising questions, 
- avoid conflict of interest, carrying out 
lobbying and anti-corruptions. 
Local representatives understand the 
consequences and future impact of their 
decision, their influence on the service level. 
Trainings and other workshops are organized to 
understand the message of budget. 

Clear and understandable local 
technical rule book, which explains the 
importance of different items, the role of 
different classification. 
Training material and any other 
evidences of training 
Code of ethics exists to avoid the conflict 
of interests. 

0-10 
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SECTION and AREA ACTIVITY, INDICATOR, IMPACT VERIFICATION STATEMENT, DOCUMENTS SCORE 
0-10 

3.2. Separate debate 
and adoption of 
complex, major 
investment projects 
or other significant 
programs 

Procedure exists to involve citizens to identify 
significant investment projects. 

Decision procedure exists. 
Content and other documents of 
proposals. 
evidences on citizen participation. 

0-10 

3.3. Outsiders’ 
contribution helps 
accountability 

Occasional and/or regular procedures. 
Local rule sets up the obligation to consult 
regularly with the social partners, citizens. 
An open forum exists to collect citizen 
contributions. 
regular consultancy supports autonomy. 

Local rules 
evidences on forums 
 

0-10 

3.4. The timeframe 
of budget debate by 
elected bodies 

There is sufficient time to review and 
understand the budget proposal and to 
organize the debate. 

Actual time schedule 
minutes of discussions. 

0-10 

3.5. Openness of 
budget documents 

Openness helps accountability and citizen 
participation. 

 • information, minutes of meetings, 
publication on internet 

 • Leaflets, which present the main objectives, 
figures, graphs. 

 • Зublic hearing, as part of budget debate. 

Places where budget documents are 
accessible. 
Documents on internet in a user friendly 
way 
Leaflets 
minutes of public hearings 

0-10 

4. Fiscal policy objectives 
4.1. Cost saving 
strategies are 
adopted and 
sustained 

 • share of current expenditures in total local 
government budget 

 • ratio of payroll in total administrative budget 

Local government annual financial 
reports, budget 
Local regulations on fiscal planning 

0-10 

4.2. Support to 
non-governmental 
organisations 
providing community 
services to vulnerable 
groups should be 
protected during 
restrictions 

 • municipal services contracted to community, 
non-profit organisations 

 • grants and subsidies provided to nGOs for 
local services 

 • comparison of unit costs of services provided 
by community organisations 

Local financial reports and budgets on 
transfers to nGOs 
Contract and agreements with the third 
sector

0-10 

4.3. Cooperation with 
other local authorities 

The level of cooperation and cost sharing to 
improve the efficiency and effectiveness (both 
to vertical and horizontal direction.) 
Separate decision before cooperation. 
Budget figures and explanations on cost-
sharing, advantages, the expected results, and 
the long term financial consequences in the 
phase of operation. 

The objectives of cooperation 
Changes of budget items are parts of 
cooperation agreement. 
Decisions, contracts on cooperation. 
Data and explanations of relevant 
budget items. 

0-10 

4.4. Adjoining 
authorities share 
administrative 
and professional 
resources (tax 
collection, audit 
implementation) 

 • declared objectives of inter-municipal 
cooperation 

 • local governments cooperate for providing 
basic services and improving service quality 

 • scope of technical (utility, communal, 
transportation) services organized in 
cooperation 

 • joint purchases of goods and services 
 • use of electronic procurement for buying 

goods and services 

Cooperation agreements 
Joint management of municipal service 
organisations 
Council decisions on joint service 
provision 
Procurement regulations 

0-10 

ii. sPeciaL rULes oF BUdGet adJUstments and imPLementation 
5.1. regular 
evaluation keeps 
track of budget 
implementation 

mid year evaluations, quarterly monitoring 
reports make a regular supervision of 
implementation. 
They provide opportunities to decide 
adjustments, when necessary. 

mid year evaluations. 
Quarterly monitoring reports 
regulated warning system, where 
irregularities are detected. 

0-10 
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SECTION and AREA ACTIVITY, INDICATOR, IMPACT VERIFICATION STATEMENT, DOCUMENTS SCORE 
0-10 

5.2. Local framework 
of supervision, 
monitoring and 
reporting system set 
up to audit budget 
implementation 

The approved budget, the report and 
statements about implementations together 
establish the framework of accountability. 
The final report is made in the same structure 
as the budget. 
Appropriate explanation on budget 
implementation exists, highlighting the causes 
of differences.

Final report. 
Financial statement. Documents on 
internet on a user friendly manner 
Leaflets 
minutes on the debate of budget 
implementation reports.

0-10 

5.3. independent 
opinion on final 
reports and financial 
statements. 

independent opinion (external audit) helps 
the elected members to trust in the submitted 
final reports and in the correctness of financial 
statements. 
if external auditor fails to certify the statements, 
it means that serious problems were found, 
which could mislead the decision makers. 

Clear understanding of the role and 
limitations of the opinion of external 
auditing 
report of external auditing. 
 

0-10 

5.4. Budget 
adjustment during 
the year is limited. 

it is predefined when budget adjustment is 
necessary. 
Too frequent adjustments create uncertainty. 
Too frequent adjustments make too 
bureaucratic decisions, which could overwrite 
the original objectives. 
Too frequent adjustments are against the 
transparency, because the subject can avoid 
the proper budget debate. 

Local rule on budget adjustment. 
Cases and scope of budget adjustment. 

0-10 

5.5. relations 
between the local 
government and 
its subsidiary 
organisations 
are regulated 
by transparent 
agreements 

 • local government and service organisations’ 
finances are clearly separated 

 • performance of services rendered are 
specified in written contracts 

 • sources of funding contracted services are 
specified annually (user charges, municipal 
subsidies, loans, etc.) 

 • information on the municipal service 
contracts is accessible by the general 
public within the framework of the national 
legislation 

Local government budgets and financial 
reports 
Local government framework 
agreements and annual contracts with 
utility, communal and transportation 
companies 
establishing documents of municipal 
service organisations 

0-10 

5.6. Local 
government service 
contracts cover asset 
management and 
social issues 

 • regulations on the use of municipally owned 
assets by service organisations are covered 
by the contract 

 • responsibilities for operation, maintenance, 
repair and reconstruction of transferred 
assets are specified 

 • local governments receive compensation for 
their assets used by contractors 

 • low income users of municipal services 
receive targeted social benefits 

regulations on local government asset 
management 
Local government framework 
agreements and annual contracts with 
utility, communal and transportation 
companies 
 

0-10 

5.7. Local service 
management should 
be made efficient 

 • service performance measurement system is 
in place 

 • outputs of municipal service provision are 
regularly assessed 

 • unit costs of services are evaluated 
 • service efficiency is a key target indicator for 

the service organisation and its management 

 0-10 
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SECTION and AREA ACTIVITY, INDICATOR, IMPACT VERIFICATION STATEMENT, DOCUMENTS SCORE 
0-10 

iii. sPeciaL controL, sUPervision on activities 
6.1. Framework and 
role of internal audit 

Locally clarified legal power of internal audit. 
exact reporting line. 
Proper audit strategy helps to concentrate 
resources. 
The role of internal audit is to support the top 
managers, to improve the activities inside the 
local authorities. 
As external audit is destined for helping elected 
members to exercise their controlling power, it 
is necessary to limit the internal audit reporting 
line to managers. 
Lack of auditing resources should encourage 
effective cooperation between the two type of 
auditing.

Local, internal principles and policies on 
audit. 
Local standing orders 
rule book on internal audit. 

0-10 

6.2. Special 
consideration have 
to guarantee PPP 
projects 

PPP construction is a potential way to finance 
public service infrastructure, to save resources 
of current situation. But it needs careful 
consideration to prevent unconditional risks 
and extra cost in the future. 
Proper debate establishes the potential usage 
of PPP financing and its guarantee. 
First it is recommended to search for other 
solutions. 

Local, internal principles and policies. 
Proposals and calculations of future 
financing needs of PPP projects 
Contracts of PPP projects 
internal audit reports on 
implementation. 

0-10 

6.3.Procedure of 
situation in financial 
difficulties 

Procedure specify: 
 • The position, whose responsibility the 

recovering, 
 • or whom to report the noticed signs, 
 • General principles of recovery plans 
 • rules and responsibilities to devise the 

situation of problem solving. 
 • Key decisions. 

Local standing orders 
Local policies 
manual for special, high risk situation 
and frequently faced problems. 

0-10 
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aBovyan mUniciPaLity

introdUction

Good local government depends on sufficient financial resources, which allow local authorities to offer 
services that are adjusted to their citizens’ expectations, and on good financial management procedures, 
ensuring local budget flexibility and accountability of financial decisions. Focusing on local government 
resources, expenditures and financial management, benchmarking helps national and local governments 
to identify the factors for an equitable system of intergovernmental fiscal relations, efficient local finances, 
and effective local government financial management.

The benchmarks on financial resources and financial management use two types of assessment methods: 
surveys and financial indicators. each benchmark survey item is assessed on a ten-unit scale.

The LFB project started in Armenia in April of this year. The pilot municipalities are Tumanyan, Tatev, Dilijan, 
Abovyan and Ashtarak.

The LFB benchmarking toolkit covers 31 topics in 12 broad areas related to financial resources and 24 
topics in six areas related to financial management. in these two fields of local finances, local government 
performance was measured by around 250 indicators.

We have used the scoring methodology to assess each indicator measuring the efficiency of municipal 
finance management within the benchmark of 0 to 10 (0 being the minimum and 10 being the maximum 
value of indicator). As a result, we have identified the strengths and weaknesses of municipal finance man-
agement. Based on this, we have offered some recommendations concerning the priority areas of govern-
ment and donor assistance to Abovyan municipality. 

abovyan is a town in Armenia within the Kotayk Province. Abovyan has been built on the Kotayk plateau, 
between the rivers of Hrazdan, Azat and Getar, at a height of 1,450 metres above sea level. it is located 16 
kilometres northeast of Yerevan and 32 kilometres southeast of the province centre Hrazdan. With a motor-
way and a railway running through the city, connecting Yerevan with the areas of the northeast, Abovyan is 
considered a satellite city of the Armenian capital. Therefore, Abovyan is generally known as the "northern 
gate of Yerevan".

Abovyan has 10 public education schools, 9 kindergartens, and 2 state intermediate colleges. it is also 
home to the Abovyan University named after Levon Orbeli. Abovyan has a cultural palace and a public 
library. The town is also home to a museum opened in 1982 and dedicated to the brotherhood and friend-
ship between the Armenian and the russian nations. 

According to the 2011 census, the population of the town is 43,495, down from 59,000 reported at the 
1989 census. The town of Abovyan covers an area of 11 square kilometres.

evaLUation oF FinanciaL resoUrces oF aBovyan mUniciPaLity

GenerAL PrinCiPLeS OF LOCAL FiSCAL POLiCieS

The evaluation result on “Local revenue policies should be approved by elected bodies” is 6 points. The 
average result of all 5 pilot municipalities is 5.7 points, while the highest result is 9.7 (Chart 1). This means 
that the Local Council should take proper steps and adopt relevant decisions to delegate powers for de-
termining exemptions, tax reliefs, prices of services, authorisation of allocated subsidies for user charges.



Piloting Local Finance Benchmarking toolkit      Page 17

chart 1. Local revenue policies should be approved by elected bodies
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Abovyan municipality generally ensures that the impact assessment of local revenue policy is publi-
cised. With regard to public access to local budget documents, public involvement in local budget design, 
diversity of methods for disseminating information on local budgets, the municipality earned 7.7 points 
from 10 possible, which is the highest result in this area. The average result of all 5 pilot municipalities is 
6.5 points.

The municipality received 5 points in the area of   transparency and public involvement. The average 
result of all 5 pilot municipalities is 4.8 points, the highest result in this area being 6 points, so the result of 
Abovyan ranks 2nd. This means that participation and intervention at public meetings and media report-
ing on local budget are ensured better than in other municipalities, and channels of communication with 
the public have been established, but there is still room for improvement. 

Use of it got 7.6 points, which is a high score, but it is not the best result in this area. The average result 
of all 5 pilot municipalities is 6.5 points. The municipality has a website and some proper information on 
it. We would suggest to update it regularly and upload draft documents. Using accounting software and 
integrating local databases would help to increase the efficiency of iT use.

The score for capacity development of local staff shows that the municipality does not pay enough at-
tention to training (legal, financial, fiscal, management, development of other skills). Trainings for munici-
pal servants, staff of service organisations, elected local officials, and councillors are seldom organised. 
Budget for training is not included in the local budget in the proper form. As a result, the score is 3.3 points, 
the average being 3.6, so local staff capacity development is not well-organised in all pilot municipalities. 
Therefore, key policy measures should be implemented including well-justified identification of local staff 
capacity development needs mainly based on the current LFB assessment, planning trainings and budget-
ing costs in the local budget in a proper form.

not all local administration units at the municipality have access to fiscal information. So the score on 
“Systems should be set up to enhance professionalism in financial and fiscal matters “ is 6 points. The aver-
age result of all 5 pilot municipalities is 6.2 points. in 2016, the leaders of Abovyan municipality should con-
tinue to ensure the transparency and accessibility of fiscal information to all the users to improve the result. 

The score on “systems should be set up to enhance ethics of staff in financial and fiscal matters “ is 
lower – 5 points, the average being slightly higher (5.2). Abovyan ranks 3rd among the pilots. This score is 
formed based on the level of harmonisation of local regulations with national rules. 

LOCAL TAxATiOn

The Local Taxation section yielded both high and low scores. “Local taxes should be based on the prin-
ciple of fairness (ability to pay)” is rated with 4 points, the average being 4.5 points, while the best result 
being 6.3. This score is formed taking into account local tax regulations specifying exemptions set by law, 
differences between nominal and actual tax rates, effective tax rates compared to national averages.
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The evaluation result on “Local taxes should generate a significant share of the local budget” is 3.8 
points, the average being 4.4 points (Chart 2). This is because in the other communities local taxes have a 
slightly higher share in local budget revenue than in Abovyan.

chart 2. Local taxes should generate a significant share of the local budget
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in Abovyan municipality, the scores on tax policy area are generally high. Based on the evaluation of the 
composition of local taxes, the annual changes in local tax base and the number of taxpayers by major 
types of local taxes, the total score assigned on “Local taxes should be based on a stable tax base” is 8 
points, which is higher than the average – 7.2.

The score calculated based on the ratio of collected taxes to the tax base (by taxpayers’ groups), the total 
amount of arrears in local tax collection, the evolution of arrears in time, the number of court cases and 
litigations resolved, is 6, which means that the municipality takes measures to prevent tax avoidance and 
tax evasion, but there is still room for improvement. The average result of all 5 pilot municipalities is 4.3 
points (Chart 3). One of the measures to prevent tax avoidance is to inform taxpayers with a written notice 
about the date and the amount of taxes to be paid.

chart 3. tax avoidance and tax evasion should be prevented
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“the quality of tax regulations should be improved” got 4.5 points, which is higher than the average 
3.9 points. The municipality’s administration needs to consider the following recommendations to improve 
tax regulations:

 • Local revenue policy goals should be better translated to tax regulations;
 • The share of taxes collected as a result of tax audits in the total amount of collected taxes should be 

decreased with parallel increase of tax collection;
 • The share of litigation cases won in the total number of tax cases should increase;
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 • The amount of arrears accumulated annually should decrease through more efficient tax adminis-
tration at the municipal level, which needs to be improved based on audit results.

The score on “information on the tax base should be updated and has to be founded on legitimate 
sources” is relatively high – 7.3 points (the average being 7.1). This means that Abovyan municipality main-
tains proper cooperation with higher authorities (national tax office, business register, cadastre, vehicle 
registration). There is definitely room for strengthening this cooperation.

in Abovyan municipality, reserves are properly set aside for litigation, so the municipality was awarded 
the highest 10 points, while the average is low – 3.6 points. The main recommendation here is to file court 
cases to collect overdue taxes and set aside reserves for litigation.

Abovyan achieved similar results on “information and publicity”: information and explanations on local 
taxes and tax regulations should be made public – 8 points (the average being 5.8, see Chart 4); Public in-
formation on the use of local tax revenue should be comprehensive and understandable – 6.7 points (the 
average being 6.3). 

chart 4. information and explanations on local taxes and tax regulations should be made public

8 

5,8 

3 

0

1

2

3

4

5

6

7

8

9

Best result
Abovyan

Average Worst result

Therefore, there is room for improvement, particularly in the following sub-areas of public information:

 • All the diverse means of information sharing (electronic, posters, direct mailing, telephone) should 
be fully employed;

 •  reporting on the implementation of local budgets should be more transparent and public;
 • explanations on general purpose local tax (land tax, property tax) revenues should be more clear 

and understandable.
The score on “tax registration and timely collection should support smooth cash flow” is slightly low-
er than the maximum – 9.5, but is the best among pilot municipalities (the average being 7.9). This means 
that the municipality makes efforts to ensure that the taxpayers’ register is regularly updated, delays and 
unpaid taxes are monitored by the tax information system, there is a warning mechanism for overdue pay-
ments, and internal legal procedures for non-payment are regulated and publicly known.

The score of Abovyan municipality is 5.6 points on “tax administration should be simple: few formali-
ties, least administrative efforts by taxpayers”, while the average score of all 5 pilot municipalities is 
lower – 5.4 points. However, there is still much to be done to inform the public on local tax payment, billing, 
justification of taxes, and diversification of payment forms, as well as to ensure transparency of information 
on complaints.

in Abovyan municipality, payment notices provide information on tax levies including taxpayer identifi-
cation, tax base, exemptions, tax rate, amount due, deadline for payments, forms of payment, consequenc-
es of delay or non-payment, which justifies the highest score of 10 points (the average being 9 points).

The situation with the availability and use of various forms of payment for local taxes is the same, so the 
score on “easy payment systems” is again the maximum, the average being 9.4.
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in contrast to the previous two results, the evaluation result on “complaint procedures should be clear” 
is lower – 7.3, but is still higher than the average of all 5 pilot municipalities – 5.2 points (Chart 5). 

chart 5. complaint procedures should be clear
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in the tax system audit section, “comparing collection costs with tax revenues” got 4 points (the aver-
age being 3.8), while “tax coverage: identification of taxpayers and collection rate” – 6.5 points (the 
average being 5.5). This means that tax yield is comparable to the total cost of tax administration and the 
taxpayers’ register is regularly updated. However, the municipality should make more efforts to achieve 
better results.

fees, charges and miscellaneous revenues

The evaluation result on “User charges should generally comply with service costs” is relatively low – 4 
points, even though it is the best result in this area, so the municipality still has weaknesses in the calcula-
tion of service costs (including total current and capital investment costs). Two-component user charges 
are not matched with fixed and variable costs, while increase in user charges is not calculated by a regu-
lated formula, reflecting major service cost components (e.g. capital, labour, energy).

The evaluation result on “charges should not reduce demand for services excessively” is again 4 points 
but is the 2nd highest among pilot municipalities, the average being 3 points. Local policy preferences are 
not adequately reflected in average charges, exemptions and subsidies, also pricing methods do not follow 
local policy goals in an appropriate form. 

The scoring result on “access to essential services by disadvantaged groups should be preserved” is 
higher – 6 points, the average being 5.7 points, while the highest, achieved by Dilijan municipality – 8.5 
points. The score is calculated based on the following indicators:

 •  Policy on subsidies reflects social policy goals; 
 •  Subsidies are financed from the local budget.

So the policy on subsidies from the local budget should achieve the optimal compromise between follow-
ing important principles:

1. maximum self-sufficiency of provided services; 
2. Charges should not reduce demand for services excessively;
3. Access to essential services by disadvantaged groups should be preserved.

For example, the municipality can increase service charges up to the point where demand for services 
would decrease. For disadvantaged groups, in this case the municipality can introduce additional family 
benefits to cover extra expenses resulting from a possible increase of service charges.

The municipality received 9.5 points on “exceptional revenue should finance capital revenue” (the av-
erage being 9.8). This means that in Abovyan municipality, windfall revenue is a separate item in the lo-
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cal budget, and own source capital revenue (revenue from the sale of land or property) is used for capital 
expenditures.

capital Budget financing

in the Capital Budget Financing section, “Local capital investments are managed effectively” gained 
9.7 points as most of the indicators correspond to the requirements of national legislation, while “capital 
expenditures are funded by diverse sources of local revenue” got 7 points, which means that most of 
the indicators correspond to the requirements of national legislation.

local property

“organisational forms and rules of asset management are transparent” got 7 points (the average be-
ing 8.2), which means that decision-making powers on the sale, use and lease of municipal assets are 
regulated, and local government control over municipal asset management organisation is quite effective. 

The evaluation result on “regulations on municipal companies ensure their long term financial sta-
bility” is almost the same as the average (4.6) – 4.7 points (Chart 6). Service provision contracts with local 
companies are generally signed on an annual basis. They should be concluded for the medium term. 

chart 6. regulations on municipal companies ensure their long-term financial stability
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Another issue is that municipal compensation is covering mainly operational costs but does not enable the 
companies to make a reasonable profit, which is important for their development.

Ownership of assets and related maintenance obligations are not stipulated clearly in the contracts. The 
contracts should be changed to reflect these issues, which would improve the efficiency of local property 
management.

Evaluation of financial ManagEMEnt in abovyan Municipality

sound Budgeting and fiscal planning

The evaluation result on “overall financial framework of multi-year budgeting“ is 4.7 points (the best 
result being 8 points, and the average – 5 points). This means that there is no clear connection between 
local policies, strategies and budget items, the budget is not based on mid-term local policies, changes in 
the overall budget cap do not fit into the macroeconomic framework and sometimes do not reflect local 
policy objectives.

“multi-annual budget plans“ is rated with 3 points, which is higher than the average 2.8 points. The 
multi-annual plan plays only a formal role in the municipality and the budget is not based on it. This is a 
common problem in all municipalities in Armenia. Therefore, one of the priorities of local finance manage-



Piloting Local Finance Benchmarking toolkit      Page 22

ment reforms in Armenia should be to introduce multi-year budget planning and to incorporate it into the 
municipalities’ budget process. This reform should be initiated and actively implemented with the support 
of the ministry of Finance and mTAD.

in Abovyan municipality, the evaluation result on “Budget strategy debate“ is also low – 4 points (the 
average being 3 points, the highest – 5 points). So the first step in the budget process should be to discuss 
and approve current budget objectives and fiscal policy. 

Budgeting methods and capacity are not adequately developed. The score on “technical capacity in 
budget preparation procedure“ is 3.8 points, the average being 4.4 (Chart 7), while the score on “ana-
lytical sheets make the budget transparent“ is 5 points, the highest result being 7.3, while the average 
– 4.9 points. 

This means that the municipality still has a lot to do to improve the following indicators:

 • Budget preparation is supported by all type of local professional capacity;
 • Budget preparation is the most powerful tool to discuss and identify the best solutions for service 

delivery;
 • Comparisons are used to justify appropriate changes in figures and compare former performances 

against the objectives;
 • Broad staff involvement and available professional capacity supports autonomy and openness.

chart 7. technical capacity in budget preparation procedure
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Also, the municipality still has not paid serious attention to using more dimensions and cross-references to 
inform decision making, or a structured set of analytical budget in the budget planning process.

Abovyan municipality achieved relatively high scores on Budget Procedures. The lowest score is 4 points, 
on “involvement of elected bodies”. it is important to note that the level of understanding of budget 
objectives by elected bodies is of major significance. Appropriate procedures on submitting questions, 
avoiding conflict of interest, lobbying and anti-corruption should exist. Trainings and other workshops 
should be organised to improve understanding of the vision of the budget, the consequences and future 
impact of local councillors’ decision and their influence on the quality of service.

. The evaluation result on “openness of budget documents“ is 9.3 points. it is not only much higher than 
the average – 6.6 but also the best result (Chart 8). The municipality should continue to emphasise open-
ness as it helps accountability and citizen participation, so it would be good to have minutes of meetings, 
publications on internet, leaflets, presenting the main objectives, figures, graphs, etc., as well as public 
hearings as part of the budget process.
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chart 8. openness of budget documents 
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in the Fiscal Policy Objectives area, “support to non-governmental organisations providing commu-
nity services to vulnerable groups should be protected during restrictions“ got 0 points, the result on 
“cooperation with other local authorities“ is much better – 6 points. So the municipality should first of 
all improve the level of cooperation with nGOs and enhance cooperation with other local authorities in 
order to increase the efficiency and effectiveness of local governance.

The evaluation result on “adjoining authorities share administrative and professional resources” is 
5.2 points. Although this is the best result, the municipality needs to take steps towards inter-municipal 
cooperation in the provision of basic services, improve service quality, and use electronic procurement for 
goods and services. 

special rules on Budget adjustment and implementation

in the “special rules on Budget adjustment and implementation“ area, the municipality should focus 
on local service management efficiency because this area scored only 2 points. That is why the outputs of 
municipal service provision should be regularly assessed, unit costs of services should be evaluated, while 
service efficiency should be a key target indicator for the service organisation and its management.

Abovyan municipality got 7 points on “independent opinion on final reports and financial state-
ments”. This is the best result, the average being only 1.6 points (Chart 9). it is very good that the munici-
pality has achieved a high score as independent opinion (external audit) strengthens the confidence of 
elected members in the submitted final reports and the accuracy of financial statements. 

chart 9. independent opinion on final reports and financial statements
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in Abovyan municipality, budget adjustments during the year are not often made; they are rather limited 
(7.8 points, the average being 5 points). it is important to note that too frequent budget adjustments cre-
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ate uncertainty, they work against transparency because the proposed adjustment can avoid proper bud-
get debate, so improving budget planning and strengthening budget discipline would definitely enhance 
the credibility of the budget. 

special control, supervision of activities

Abovyan municipality pays significant attention to the framework and role of both internal and external 
audit (Chart 10). The evaluation result on “Framework and role of internal audit” is the best among pilot 
municipalities – 6.8 points. Proper audit strategy helps to concentrate resources and improve the efficiency 
of the budget process. So the municipality should continue practicing internal audit in the coming year 
and should strive to improve activities within local authorities to achieve better results. in case of lack of 
auditing resources, effective cooperation between internal and external auditing is suggested.  

chart 10. Framework and role of internal audit 
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The evaluation result on “special consideration has to guarantee PPP projects” is very low – 1 point. 
The best result is 7 points, while the average is only 2.2 points. it is important to note that PPPs are a poten-
tial mechanism for financing public service infrastructure and saving resources in the current situation. But 
they need to be considered carefully to prevent potential risks and extra cost in the future. Proper debate 
establishes rules and guarantees for the potential use of PPP financing.

3.8 points reflect the fact that a procedure in a situation of financial difficulties is not in place and should 
be set up. The municipality should designate a person, responsible for recovery, to whom any warning 
signs noticed should be reported (organise an open competition to hire an appropriate person, if neces-
sary). Key decisions on the general principles of recovery plans, as well as the rules and responsibilities for 
solving the problem,  should also be adopted. 

recommendations 

in view of the above mentioned scoring results, Abovyan municipality needs to consider the following 
recommendations:

 • Organise trainings for municipal servants, staff of service organisations, elected local officials and 
councillors;

 • ensure transparency and accessibility of fiscal information to all users;
 • Take measures to prevent tax avoidance and tax evasion;
 • Appropriate procedures on submitting questions, avoiding conflict of interest, lobbying and an-

ti-corruption should exist. Trainings and other workshops should be organised to improve under-
standing of the vision of the budget, the consequences and future impact of local councillors’ deci-
sion and their influence on the quality of service;



Piloting Local Finance Benchmarking toolkit      Page 25

 • The municipality should continue to emphasise openness as it helps accountability and citizen par-
ticipation, so it would be good to have minutes of meetings, publications on internet, leaflets, pre-
senting the main objectives, figures, graphs, etc., as well as public hearings as part of the budget 
process;

 • The municipality should first of all improve the level of cooperation with nGOs and seek cooperation 
with other local authorities in order to increase the efficiency and effectiveness of local governance;

 • The municipality needs to take steps towards inter-municipal cooperation in the provision of basic 
services, improve service quality, and use electronic procurement for goods and services; 

 • The municipality should focus on local service management efficiency; the outputs of municipal 
service provision should be regularly assessed, unit costs of services should be evaluated, while 
service efficiency should be a key target indicator for the service organisation and its management;

 • Pay attention to the framework and role of both internal and external audit. Proper audit strategy 
helps to concentrate resources and improve the efficiency of the budget process. in case of lack of 
auditing resources, effective cooperation between internal and external auditing is suggested.

annEx

SECTION and AREA Abovyan Average
Benchmarks oF FinanciaL resoUrces
i. GenerAL PrinCiPLeS OF LOCAL FiSCAL POLiCieS   
1. Local tax policies design   

1.1. Local revenue policies should be approved by elected bodies 6 5.7
1.2. impact assessment of local revenue policies should be made public 7.7 6.5

2. transparency and public involvement   
2.1. Budgetary and financial issues should be discussed at open meetings 5 4.8

3. Use of it   
3.1 Governance efficiency should be improved by iT 7.6 6.5
4. Capacity development of local staff   
4.1. Training in various forms is needed for the local staff 3.3 3.6
4.2. Systems should be set up to enhance professionalism on financial and fiscal matters 6 6.2
4.3. Systems should be set up to enhance staff ethics on financial and fiscal matters 5 5.2
ii. LOCAL TAxATiOn   
5. Local tax policy design   

5.1. Local taxes should be based on the principle of fairness (ability to pay) 4 4.5
5.2. Local taxes should generate a significant share of the local budget 3.8 4.4

6. tax policy   
6.1. Local taxes should be based on a stable tax base 8 7.2
6.2. Tax avoidance and tax evasion should be prevented 6 4.3
6.3. The quality of tax regulations should be improved 4.5 3.9
6.4. information on the tax base should be updated and has to be founded on legitimate 
sources 

7.3 7.1

6.5. reserves should be set aside for litigation 10 3.6
7. information and publicity   

7.1. information and explanations on local taxes and tax regulations should be made 
public 

8 5.8

7.2. Public information on the use of local tax revenue should be comprehensive and 
understandable 

6.7 6.3

8. tax administration   
8.1. Tax registration and timely collection should support smooth cash flow 9.5 7.9
8.2. Tax administration should be simple: few formalities, least administrative efforts by 
taxpayers 

5.6 5.4

8.3. Payment notices should provide information on tax levies 10 9.0
8.4. easy payment systems 10 9.4
8.5. Complaint procedures should be clear 7.3 5.2
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SECTION and AREA Abovyan Average
9. tax system audit   

9.1. Comparing collection costs with tax revenues 4 3.8
9.2. Tax collection: identification of taxpayers and collection rate 6.5 5.5

iii. FeeS, CHArGeS AnD miSCeLLAneOUS reVenUeS   
10.1. User charges should comply with service costs 4 2.3
10.2. Charges should not reduce demand for services excessively 4 3.0
10.3. Access to essential services by disadvantaged groups should be preserved 6 5.7
10.4. exceptional revenue should finance capital revenue 9.5 9.8

iV. CAPiTAL BUDGeT FinAnCinG   
11.1. Local capital investment is managed efficiently 9.7 9.3
11.2. Capital expenditures are funded by diverse sources of local revenue 7 8.1

V. LOCAL PrOPerTY   
12.1. Organisational forms and rules of asset management are transparent 7 8.2
12.2. regulations on municipal enterprises ensure their long-term financial stability 4.7 4.6

Benchmarks oF FinanciaL manaGement 
i. SOUnD BUDGeTinG AnD FiSCAL PLAnninG   
1. Fiscal strategy design   

1.1. Overall financial framework for multi-year budgeting 4.7 5.0
1.2. multi-annual budget plans 3 2.8
1.3. Budget strategy debate 4 3.0

2. Budgeting methods and capacity   
2.1. Technical capacity in budget preparation procedure. 3.8 4.4
2.2. Analytical sheets make the budget transparent 5 4.9

3. Budget procedures   
3.1. involvement of elected bodies 4 3.9
3.2. Separate debate and approval of complex, major investment projects or other 
significant programmes 

6 6.6

3.3. Outsiders’ contribution helps accountability 4 4.9
3.4. Openness of budget documents 9.3 6.6

4. Fiscal policy objectives   
4.1. Cost-saving strategies are adopted and sustained 3.5 3.8
4.2. Support to non-governmental organisations providing community services to 
vulnerable groups should be protected during restrictions

0 1.3

4.3. Cooperation with other local authorities 6 1.9
4.4. Adjoining authorities share administrative and professional resources (tax collection, 
audit implementation)

5.2 2.2

ii. SPeCiAL rULeS On BUDGeT ADJUSTmenT AnD imPLemenTATiOn   
5.1. regular monitoring keeps track of budget implementation 5 6.2
5.2. Local framework for supervision, monitoring and reporting is established to audit 
budget implementation 

6 7.1

5.3. independent opinion on final reports and financial statements 7 1.6
5.4. Budget adjustment during the year is limited. 7.8 5.0
5.5. relations between the local government and its subsidiary organisations are 
regulated by transparent agreements 

9.5 8.8

5.6. Local government service contracts cover asset management and social issues 4 5.4
5.7. Local service management should be made efficient 2 2.7

iii. SPeCiAL COnTrOL, SUPerViSiOn OF ACTiViTieS   
6.1. Framework and role of internal audit 6.8 3.9
6.2. Special consideration has to guarantee PPP projects 1 2.2
6.3. Procedure in situation of financial difficulties 3.8 3.9

totaL 6.0 5.4
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ashtarak mUniciPaLity

introduction

Good local government depends on sufficient financial resources, which allow local authorities to offer 
services that are adjusted to their citizens’ expectations, and on good financial management procedures, 
ensuring local budget flexibility and accountability of financial decisions. Focusing on local government 
resources, expenditures and financial management, benchmarking helps national and local governments 
to identify the factors for an equitable system of intergovernmental fiscal relations, efficient local finances, 
and effective local government financial management.

The benchmarks on financial resources and financial management use two types of assessment methods: 
surveys and financial indicators. each benchmark survey item is assessed on a ten-unit scale.

The LFB project started in Armenia in April of this year. The pilot municipalities are Tumanyan, Tatev, Dilijan, 
Abovyan and Ashtarak.

The LFB benchmarking toolkit covers 31 topics in 12 broad areas related to financial resources and 24 
topics in six areas related to financial management. in these two fields of local finances, local government 
performance was measured by around 250 indicators.

We have used the scoring methodology to assess each indicator measuring the efficiency of municipal 
finance management within the benchmark of 0 to 10 (0 being the minimum and 10 being the maximum 
value of indicator). As a result, we have identified the strengths and weaknesses of municipal finance man-
agement. Based on this, we have offered some recommendations concerning the priority areas of govern-
ment and donor assistance to Ashtarak municipality. 

ashtarak is a town in the Aragatsotn Province of Armenia, located on the left bank of Kasagh river, 13 km 
northwest of the capital Yerevan, at an approximate height of 1,110 metres above sea level. it is the admin-
istrative centre of the Aragatsotn Province. As of the 2011 census, the population of the town was 18,834. 
There are 7 public education schools, 6 kindergartens and 4 art schools in Ashtarak. many museums and 
public libraries are operating in the city.

Ashtarak is also home to two major research institutions: the mikael Ter-mikaelian institute for Physical 
research and the institute of radiophysics and electronics.

Evaluation of financial rEsourcEs of ashtarak Municipality

general principles of local fiscal policies

The score on “Local revenue policies should be approved by elected bodies” is 4 points. The average 
result of all 5 pilot municipalities is 5.7 points, and Ashtarak has one of the worst results in this area (Chart 
1). This means that the Local Council should take proper steps and adopt relevant decisions to delegate 
powers for determining exemptions, tax reliefs, prices of services, authorisation of allocated subsidies for 
user charges.
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chart 1. Local revenue policies should be approved by elected bodies
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The municipality generally ensures that the impact assessment of local revenue policy is publicised. 
With regard to public access to local budget documents, public involvement in local budget design, diver-
sity of methods for disseminating information on local budgets, the municipality earned 7 points from 10 
possible. The average result of all 5 pilot municipalities is 6.5 points, and Ashtarak municipality has the 2nd 
highest result after Abovyan.

The municipality received 6 points in the area of transparency and public involvement. The average re-
sult of all 5 pilot municipalities is 4.8 points, the highest result in this area being 6 points, so Ashtarak shares 
the 1st place with Dilijan. This means that participation and intervention at public meetings and media 
reporting on local budget are ensured better than in other municipalities, and channels of communication 
with the public have been established, but there is still room for improvement. 

Use of it received a relatively high score – 6.8 points but ranks 3rd among pilot municipalities. The average 
result of all 5 pilot municipalities is 6.5 points, while the highest result is 8 points (Chart 2). The municipal-
ity has a website and some proper information on it. We would suggest to update it regularly and upload 
draft documents. Using new accounting software and integrating local databases would help to increase 
the efficiency of iT use.

chart 2. Use of it 
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The score for capacity development of local staff shows that the municipality does not pay enough at-
tention to training (legal, financial, fiscal, management, development of other skills). Trainings for munici-
pal servants, staff of service organisations, elected local officials, and councillors are seldom organised. 
Budget for training is not included in the local budget in the proper form. As a result, the score is 4 points, 
the average being 3.6, so local staff capacity development is not well-organised in all pilot municipalities. 
Therefore, key policy measures should be implemented including well-justified identification of local staff 
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capacity development needs mainly based on the current LFB assessment, planning trainings and budget-
ing costs in the local budget in a proper form.

not all local administration units at the municipality have access to fiscal information. So the score on 
“systems should be set up to enhance professionalism in financial and fiscal matters “ is 8 points. 
The average result of all 5 pilot municipalities is 6.2 points, Ashtarak municipality obtained one of the best 
results. in 2016, the leaders of Ashtarak municipality should continue to ensure the accessibility of fiscal 
information to all users. 

The score on “systems should be set up to enhance ethics of staff in financial and fiscal matters “ is 
lower – 4 points, the average being 5.2, so Ashtarak municipality ranks 4th among the pilots. This score 
is formed based on the level of harmonisation of local regulations with national rules. They are generally 
coherent but there is a need to establish a specific code of ethics in financial and fiscal matters, which has 
not been adopted yet.

LOCAL TAxATiOn

The Local Taxation section yielded different scores. “Local taxes should be based on the principle of 
fairness (ability to pay)” is rated 3.7 points, which is the lowest result in this area, the average being 4.5 
points. This score is formed taking into account local tax regulations specifying exemptions set by law, dif-
ferences between nominal and actual tax rates, effective tax rates compared to national averages.

Ashtarak municipality received 3.8 points on “Local taxes should produce a significant part of the mu-
nicipality budget”, the average being 4.4 points (Chart 3). This is because in the other communities local 
taxes have a slightly higher share in local budget revenue than in Ashtarak.

chart 3. Local taxes should generate a significant share of the local budget
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in Ashtarak municipality, scores in the tax policy area differ significantly, from 8.7 to 2 points (“reserves 
should be set aside for litigation”). Based on the evaluation of the composition of local taxes, the annual 
changes in local tax base and the number of taxpayers by major types of local taxes, the total score as-
signed on “Local taxes should be based on a stable tax base” is 8.7 points, which is not only higher than 
the average – 7.2, but also the highest result in this area.

The score calculated based on the ratio of collected taxes to the tax base (by taxpayers’ groups), the total 
amount of arrears in local tax collection, the evolution of arrears in time, the number of court cases and liti-
gations resolved, is 3.5, which means that the municipality should take measures to prevent tax avoidance 
and tax evasion. The average result of all 5 pilot municipalities is 4.3 points, while Abovyan has achieved 
the highest result – 6 points. One of the measures to prevent tax avoidance is to inform taxpayers with a 
written notice about the date and the amount of taxes to be paid.

The score on “Quality of tax regulations should be improved” is 5.8 points and ranks 1st, the average 
being 3.9 points. To achieve even better results, the municipality’s administration needs to consider the 
following recommendations to improve tax regulations:
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 • Local revenue policy goals should be better translated to tax regulations;
 • The share of taxes collected as a result of tax audits in the total amount of collected taxes should be 

decreased with parallel increase of tax collection;
 • The share of litigation cases won in the total number of tax cases should increase;
 • The amount of arrears accumulated annually should decrease through more efficient tax adminis-

tration at the municipal level, which needs to be improved based on audit results.

The score on “information on the tax base should be updated and has to be founded on legitimate 
sources” is relatively high – 7.3 points (the average being 7.1). This means that Ashtarak municipality main-
tains proper cooperation with higher authorities (national tax office, business register, cadastre, vehicle 
registration). There is definitely room for strengthening this cooperation.

in Ashtarak municipality, reserves are not properly set aside for litigation, so the municipality received 
2 points, while Abovyan achieved the highest score of 10 points. The average is also low – 3.6 points. 
The main recommendation here is to file court cases to collect overdue taxes and set aside reserves for 
litigation.

Ashtarak municipality received similar results on “information and publicity”: information and explana-
tions on local taxes and tax regulations should be made public – 6 points (the average being 5.8, the high-
est – 8 points; see Chart 4); Public information on the use of local tax revenue should be comprehensive 
and understandable – 6.7 points (the average being 6.3). 

chart 4. information and explanations on local taxes and tax regulations should be made public
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Therefore, there is room for improvement, particularly in the following sub-areas of public information:

 • All the diverse means of information sharing (electronic, posters, direct mailing, telephone) should 
be fully employed;

 •  reporting on the implementation of local budgets should be more transparent and public;
 • explanations on general purpose local tax (land tax, property tax) revenues should be more clear 

and understandable.

The score on “tax registration and timely collection should support smooth cash flow” is not low – 7.5 
points but ranks 3rd (the average being 7.9). This means that the municipality should make greater efforts 
to ensure that the taxpayers’ register is regularly updated, delays and unpaid taxes are monitored by the 
tax information system, there is a warning mechanism for overdue payments, and internal legal proce-
dures for non-payment are regulated and publicly known.

While the average score of all 5 pilot municipalities is 5.4 points, the score of Ashtarak municipality is 4.8 
points on “tax administration should be simple: few formalities, least administrative efforts by tax-
payers”. There is still much to be done to inform the public on local tax payment, billing, justification of 
taxes, and diversification of payment forms, as well as to ensure transparency of information on complaints.
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in Ashtarak municipality, payment notices provide information on tax levies including taxpayer identifi-
cation, tax base, exemptions, tax rate, amount due, deadline for payments, forms of payment, consequenc-
es of delay or non-payment, which justifies the highest score of 10 points (the average being 9 points).

The situation with the availability and use of various forms of payment for local taxes is the same, so the 
score on “easy payment systems” is again the maximum, the average being 9.4.

in contrast to the previous two results, the evaluation result on “complaint procedures should be clear” 
is lower – 8.3 points, but is the highest among the 5 pilots municipalities. The average result of all 5 pilot 
municipalities is 5.2 points (Chart 5). 

chart 5. complaint procedures should be clear
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in the tax system audit section, “comparing collection costs with tax revenues” received 6 points (the 
average being 3.8) because tax revenue per one unit of tax administration cost is still quite low. At the same 
time, “tax collection: identification of taxpayers and collection rate” got 7.7 points (the average being 
5.5), which means that the taxpayers’ register is regularly updated, but the municipality should make more 
efforts to achieve better results.

fees, charges and miscellaneous revenues

The evaluation result on “User charges should generally comply with service costs” is critically low – 0.7 
points, which reflects the fact that the municipality still has considerable weaknesses in the calculation 
of service costs (including total current and capital investment costs). Two-component user charges are 
not matched with fixed and variable costs, while increase in user charges is not calculated by a regulated 
formula, reflecting major service cost components (e.g. capital, labour, energy).

The evaluation result on “charges should not reduce demand for services excessively” is even lower – 0 
points, the average being 3 points. Local policy preferences are not reflected in average charges, exemp-
tions and subsidies, also pricing methods do not follow local policy goals in an appropriate form.

The scoring result on “access to essential services by disadvantaged groups should be preserved” is 
higher – 4 points, the average being 5.7 points, while the highest, achieved by Dilijan municipality – 8.5 
points. 

The policy on subsidies from the local budget should achieve the optimal compromise between following 
basic guidelines:

 • maximum self-sufficiency of provided services; 
 • Charges should not reduce demand for services excessively;
 • Access to essential services by disadvantaged groups should be preserved.
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For example, the municipality can increase service charges up to the point where demand for services 
would decrease. For disadvantaged groups, in this case the municipality can introduce additional family 
benefits to cover extra expenses resulting from a possible increase of service charges.

The municipality received 9.5 points on “exceptional revenue should finance capital revenue” (the av-
erage being 9.8). This means that in Ashtarak municipality, windfall revenue is a separate item in the local 
budget, and own source capital revenue (revenue from the sale of land or property) is used only for capital 
expenditures.

capital Budget financing

Two areas in the Capital Budget Financing section, “Local capital investments are managed effectively” 
and “capital expenditures are funded by diverse sources of local revenues”, received the same score – 
9.3 points as most of the indicators correspond to the requirements of national legislation.

LOCAL PrOPerTY

“organisational forms and rules of asset management are transparent” got 8 points (the average be-
ing 8.2), which means that decision-making powers on the sale, use and lease of municipal assets are 
regulated, and local government control over municipal asset management organisation is quite effective. 

The evaluation result on “regulations on municipal companies ensure their long term financial sta-
bility” is not only above the average (4.6) – 7 points, but also it is the highest among pilot municipalities 
(Chart 6). However, service provision contracts with local companies are generally signed on an annual 
basis. They should be concluded for the medium term. 

chart 6. regulations on municipal companies ensure their long-term financial stability
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However, municipal compensation is covering mainly operational costs but does not enable the compa-
nies to make a reasonable profit, which is important for their development. Ownership of assets and re-
lated maintenance obligations are not stipulated clearly in the contracts. The contracts should be changed 
to reflect these issues, which would improve the efficiency of local property management.
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Evaluation of financial ManagEMEnt in ashtarak Municipality

sound Budgeting and fiscal planning

in Ashtarak municipality, the evaluation result on “overall financial framework of multi-year budget-
ing“ is the best among pilot municipalities – 8 points (the average being 5 points). This means that there 
is clear connection between local policies, strategies and budget items, the budget is based on mid-term 
local policies, and changes in the overall budget cap fit into the macroeconomic framework. 

“multi-annual budget plans“ is rated with 3 points, which is higher than the average 2.8 points. The 
multi-annual plan plays only a formal role in the municipality and the budget is not based on it. This is a 
common problem in all municipalities in Armenia. Therefore, one of the priorities of local finance manage-
ment reforms in Armenia should be to introduce multi-year budget planning and to incorporate it into the 
municipalities’ budget process. This reform should be initiated and actively implemented with the support 
of the ministry of Finance and mTAD.

The evaluation result on “Budget strategy debate“ is also low – 2 points (the average being 3 points, the 
highest – 5 points, Dilijan). So the first step in the budget process should be to discuss and approve current 
budget objectives and fiscal policy. 

Budgeting methods and capacity are partially developed. The score on “technical capacity in budget 
preparation procedure“ is 6.4 points, the average being 4.4 (Chart 7), while the score on “analytical 
sheets make the budget transparent“ is 5.7 points, the highest result being 7.3 (Dilijan), while the aver-
age – 4.9 points. 

However, the municipality still has a lot to do to improve the following indicators:

 • Budget preparation is supported by all type of local professional capacity;
 • Budget preparation is the most powerful tool to discuss and identify the best solutions for service 

delivery;
 • Comparisons are used to justify appropriate changes in figures and compare former performances 

against the objectives;
 • Broad staff involvement and available professional capacity supports autonomy and openness.

chart 7. technical capacity in budget preparation procedure
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Also, the municipality still has not paid serious attention to using more dimensions and cross-references to 
inform decision making, or a structured set of analytical budget in the budget planning process.

The municipality received generally high scores on Budgeting Procedures, but “involvement of elected 
bodies” was rated 2.5 points. it is important to note that the level of understanding of budget objec-
tives by elected bodies is of major significance. Appropriate procedures on submitting questions, avoiding 
conflict of interest, lobbying and anti-corruption should exist. Trainings and other workshops should be 
organised to improve understanding of the vision of the budget, the consequences and future impact of 
local councillors’ decision and their influence on the quality of service.
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The evaluation result on “openness of budget documents“ is 8.3 points, higher than the average 6.6 
points. The municipality should continue to emphasise openness as it helps accountability and citizen par-
ticipation, so it would be good to have minutes of meetings, publications on internet, leaflets, presenting 
the main objectives, figures, graphs, etc., as well as public hearings as part of the budget process.

in the Fiscal Policy Objectives area, both “support to non-governmental organisations providing com-
munity services to vulnerable groups should be protected during restrictions“ and “cooperation 
with other local authorities“ got 0 points. The municipality should first of all improve the level of coop-
eration with nGOs and seek cooperation with other local authorities in order to increase the efficiency and 
effectiveness of local governance.

The evaluation result on “adjoining authorities share administrative and professional resources” is 
very low – only 0.8, points, so the municipality needs to take steps towards inter-municipal cooperation 
in the provision of basic services, improve service quality, and use electronic procurement for goods and 
services.

special rules on Budget adjustment and implementation

in the “special rules on Budget adjustment and implementation“ area, the municipality should focus 
on independent opinion on final reports and financial statements to improve its result, which is 0 points. 
Also there are problems with local service management efficiency (the related area scored 1.8 points); 
that is why the outputs of municipal service provision should be regularly assessed, unit costs of services 
should be evaluated, while service efficiency should be a key target indicator for the service organisation 
and its management.

in Ashtarak municipality, budget adjustments are made rather frequently during the year (2.3 points, the 
average being 5), so there is still work to be done to reduce the number of budget adjustments because 
improving budget planning and strengthening budget discipline would definitely increase the credibility 
of the budget.

“relations between the local government and its subsidiary organisations are regulated by trans-
parent agreements” sub-area scored relatively high – 8.5 points, which means that there is still room for 
improving transparency in the relations between the local government and its subsidiary organisations .

“Local government service contracts cover asset management and social issues” sub-area received 
7.7 points, which is the highest score (the average being 5.4). At the same time, Ashtarak municipality 
needs to implement certain policy actions, first of all to include asset management issues in future con-
tracts.

special control, supervision of activities

Ashtarak municipality pays significant attention to the framework and role of both internal and external 
audit (Chart 8). The evaluation result on “Framework and role of internal audit” is the best among pilot 
municipalities – 6.8 points. Proper audit strategy helps to concentrate resources and improve the efficiency 
of the budget process. So the municipality should continue practicing internal audit in the coming year 
and should strive to improve activities within local authorities to achieve better results. in case of lack of 
auditing resources, effective cooperation between internal and external auditing is suggested. 
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chart 8. Framework and role of internal audit 
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The evaluation result on “special consideration has to guarantee PPP projects” is the lowest possible 
– 0 points. The best result is 7 points, while the average is only 2.2 points. it is important to note that PPPs 
are a potential mechanism for financing public service infrastructure and saving resources in the current 
situation. But they need to be considered carefully to prevent potential risks and extra cost in the future. 
Proper debate establishes rules and guarantees for the potential use of PPP financing.

The next score (4 points) reflects the fact that a procedure in a situation of financial difficulties is not 
in place and should be set up. The municipality should designate a person, responsible for recovery, to 
whom any warning signs noticed should be reported (organise an open competition to hire an appropri-
ate person, if necessary). Key decisions on the general principles of recovery plans, as well as the rules and 
responsibilities for solving the problem,  should also be adopted.  

recommendations

in view of the above mentioned scoring results, Ashtarak municipality needs to consider the following 
recommendations:

 • Organise trainings for municipal servants, staff of service organisations, elected local officials and 
councillors;

 • ensure transparency and accessibility of fiscal information to all users;
 • Take measures to prevent tax avoidance and tax evasion;
 • Appropriate procedures on submitting questions, avoiding conflict of interest, lobbying and an-

ti-corruption should exist. Trainings and other workshops should be organised to improve under-
standing of the vision of the budget, the consequences and future impact of local councillors’ deci-
sion and their influence on the quality of service;

 • The municipality should continue to emphasise openness as it helps accountability and citizen par-
ticipation, so it would be good to have minutes of meetings, publications on internet, leaflets, pre-
senting the main objectives, figures, graphs, etc., as well as public hearings as part of the budget 
process;

 • Strengthen the connection between the local mid-term development strategy and the budget by 
starting budget discussions on key fiscal policy issues coherent with mid-term development plans;

 • The municipality should first of all improve the level of cooperation with nGOs and seek cooperation 
with other local authorities in order to increase the efficiency and effectiveness of local governance;

 • The municipality needs to take steps towards inter-municipal cooperation in the provision of basic 
services, improve service quality, and use electronic procurement for goods and services; 

 • The municipality should focus on local service management efficiency; the outputs of municipal 
service provision should be regularly assessed, unit costs of services should be evaluated, while 
service efficiency should be a key target indicator for the service organisation and its management;
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 • Pay attention to the framework and role of both internal and external audit. Proper audit strategy 
helps to concentrate resources and improve the efficiency of the budget process. in case of lack of 
auditing resources, effective cooperation between internal and external auditing is suggested.

annEx

SECTION and AREA Ashtarak Average
Benchmarks oF FinanciaL resoUrces
i. GenerAL PrinCiPLeS OF LOCAL FiSCAL POLiCieS    
1. Local tax policies design    

1.1. Local revenue policies should be approved by elected bodies 4 5.7
1.2. impact assessment of local revenue policies should be made public 7 6.5

2. transparency and public involvement    
2.1. Budgetary and financial issues should be discussed at open meetings 6 4.8

3. Use of it    
3.1 Governance efficiency should be improved by iT 6.8 6.5

4. capacity development of local staff    
4.1. Training in various forms is needed for the local staff 4 3.6
4.2. Systems should be set up to enhance professionalism on financial and fiscal matters 8 6.2
4.3. Systems should be set up to enhance staff ethics on financial and fiscal matters 4 5.2

ii. LOCAL TAxATiOn    
5. Local tax policy design    

5.1. Local taxes should be based on the principle of fairness (ability to pay) 3.7 4.5
5.2. Local taxes should generate a significant share of the local budget 3.8 4.4

6. tax policy    
6.1. Local taxes should be based on a stable tax base 8.7 7.2
6.2. Tax avoidance and tax evasion should be prevented 3.5 4.3
6.3. The quality of tax regulations should be improved 5.8 3.9
6.4. information on the tax base should be updated and has to be founded on legitimate 
sources 

7.3 7.1

6.5. reserves should be set aside for litigation 2 3.6
7. information and publicity    

7.1. information and explanations on local taxes and tax regulations should be made 
public 

6 5.8

7.2. Public information on the use of local tax revenue should be comprehensive and 
understandable 

6.7 6.3

8. tax administration    
8.1. Tax registration and timely collection should support smooth cash flow 7.5 7.9
8.2. Tax administration should be simple: few formalities, least administrative efforts by 
taxpayers 

4.8 5.4

8.3. Payment notices should provide information on tax levies 10 9.0
8.4. easy payment systems 10 9.4
8.5. Complaint procedures should be clear 8.3 5.2

9. tax system audit    
9.1. Comparing collection costs with tax revenues 6 3.8
9.2. Tax collection: identification of taxpayers and collection rate 7.7 5.5

iii. FeeS, CHArGeS AnD miSCeLLAneOUS reVenUeS    
10.1. User charges should comply with service costs 0.7 2.3
10.2. Charges should not reduce demand for services excessively 0 3.0
10.3. Access to essential services by disadvantaged groups should be preserved 4 5.7
10.4. exceptional revenue should finance capital revenue 9.5 9.8

iV. CAPiTAL BUDGeT FinAnCinG    
11.1. Local capital investment is managed efficiently 9.3 9.3
11.2. Capital expenditures are funded by diverse sources of local revenue 9.3 8.1

V. LOCAL PrOPerTY    
12.1. Organisational forms and rules of asset management are transparent 8 8.2



Piloting Local Finance Benchmarking toolkit      Page 37

SECTION and AREA Ashtarak Average
12.2. regulations on municipal enterprises ensure their long-term financial stability 7 4.6

Benchmarks oF FinanciaL manaGement 
i. SOUnD BUDGeTinG AnD FiSCAL PLAnninG    
1. Fiscal strategy design    

1.1. Overall financial framework for multi-year budgeting 8 5.0
1.2. multi-annual budget plans 3 2.8
1.3. Budget strategy debate 2 3.0

2. Budgeting methods and capacity    
2.1. Technical capacity in budget preparation procedure. 6.4 4.4
2.2. Analytical sheets make the budget transparent 5.7 4.9

3. Budget procedures    
3.1. involvement of elected bodies 2.5 3.9
3.2. Separate debate and approval of complex, major investment projects or other 
significant programmes 

9 6.6

3.3. Outsiders’ contribution helps accountability 6.3 4.9
3.4. Openness of budget documents 8.3 6.6

4. Fiscal policy objectives    
4.1. Cost-saving strategies are adopted and sustained 3 3.8
4.2. Support to non-governmental organisations providing community services to 
vulnerable groups should be protected during restrictions

0 1.3

4.3. Cooperation with other local authorities 0 1.9
4.4. Adjoining authorities share administrative and professional resources (tax collection, 
audit implementation)

0.8 2.2

ii. SPeCiAL rULeS On BUDGeT ADJUSTmenT AnD imPLemenTATiOn    
5.1. regular monitoring keeps track of budget implementation 7 6.2
5.2. Local framework for supervision, monitoring and reporting is established to audit 
budget implementation 

6.3 7.1

5.3. independent opinion on final reports and financial statements 0 1.6
5.4. Budget adjustment during the year is limited. 2.3 5.0
5.5. relations between the local government and its subsidiary organisations are 
regulated by transparent agreements 

8.5 8.8

5.6. Local government service contracts cover asset management and social issues 7.7 5.4
5.7. Local service management should be made efficient 1.8 2.7

iii. SPeCiAL COnTrOL, SUPerViSiOn OF ACTiViTieS    
6.1. Framework and role of internal audit 6.8 3.9
6.2. Special consideration has to guarantee PPP projects 0 2.2
6.3. Procedure in situation of financial difficulties 4 3.9

totaL 5.5 5.4
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diLiJan mUniciPaLity

introduction

Good local government depends on sufficient financial resources, which allow local authorities to offer 
services that are adjusted to their citizens’ expectations, and on good financial management procedures, 
ensuring local budget flexibility and accountability of financial decisions. Focusing on local government 
resources, expenditures and financial management, benchmarking helps national and local governments 
to identify the factors for an equitable system of intergovernmental fiscal relations, efficient local finances, 
and effective local government financial management.

The benchmarks on financial resources and financial management use two types of assessment methods: 
surveys and financial indicators. each benchmark survey item is assessed on a ten-unit scale.

The LFB project started in Armenia in April of this year. The pilot municipalities are Tumanyan, Tatev, Dilijan, 
Abovyan and Ashtarak.

The LFB benchmarking toolkit covers 31 topics in 12 broad areas related to financial resources and 24 
topics in six areas related to financial management. in these two fields of local finances, local government 
performance was measured by around 250 indicators.

We have used the scoring methodology to assess each indicator measuring the efficiency of municipal 
finance management within the benchmark of 0 to 10 (0 being the minimum and 10 being the maximum 
value of indicator). As a result, we have identified the strengths and weaknesses of municipal finance man-
agement. Based on this, we have offered some recommendations concerning the priority areas of govern-
ment and donor assistance to Dilijan municipality. 

Dilijan is a spa town in the Tavush Provinceof Armenia. The town lies on the banks of Aghstev river, span-
ning more than 20 kilometres in length at a height of 1,500 metres above sea level. Usually called Swit-
zerland of Armenia, Dilijan is one of the most important resorts in the country, situated within the Dilijan 
national Park. According to the 2011 census, Dilijan has a population of 17,712, down from 23,700 reported 
in the 1989 census. Dilijan is currently the fastest-growing urban settlement in Armenia.

dilijan was incorporated in 2016 with the rA Law amending and supplementing the rA Law on the Ad-
ministrative and Territorial Division of the republic of Armenia (adopted on november 24, 2015). As a 
result, Dilijan city and the villages of Haghartsin, Teghut, Gosh, Aghavnavank, Khachardzan, Hovk have 
formed Dilijan municipality. The municipal center is Dilijan city.

table 1. indicators of permanent population by 01.01.20151

N Name Permanent population

1 Dilijan 17,666

2 Haghartsin 3,551

3 Teghut 1,497

4 Gosh 1,107

5 Aghavnavank 284

6 Khachardzan 357

7 Hovk 423

1 http://www.armstat.am
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Evaluation of financial rEsourcEs of dilijan Municipality

general principles of local fiscal policies

The evaluation result on “Local revenue policies should be approved by elected bodies” is 5 points, 
lower than the average result of the 5 pilot municipalities – 5.7 points, the best result being 9.7 points 
(Chart 1). This means that the Local Council should take proper steps and adopt relevant decisions to dele-
gate powers for determining exemptions, tax reliefs, prices of services, authorisation of allocated subsidies 
for user charges.

chart 1. Local revenue policies should be approved by elected bodies
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The municipality generally ensures that the impact assessment of local revenue policy is publicised. 
With regard to public access to local budget documents, public involvement in local budget design, diver-
sity of methods for disseminating information on local budgets, the municipality earned 6 points from 10 
possible. However, the result is below the average 6.5 points.

Dilijan municipality received 6 points in the area of   transparency and public involvement, which is the 
best result in this area. The average result of all 5 pilot municipalities is 4.8 points (Chart 2). This means that 
participation and intervention at public meetings and media reporting on local budget are ensured better 
than in other municipalities. At the same time, there is room for strengthening participatory budgeting 
principles in local finance management.

chart 2. Budgetary and financial discussions should be made at open meetings
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Use of it scored 8 points, which is the best result in this area. The average result of all pilot municipalities is 
6.5 points. The municipality has a website and some proper information on it. We would suggest to update 
it regularly and upload draft documents. Using new accounting software and integrating local databases 
would help to increase the efficiency of iT use.
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The score for capacity development of local staff shows that the municipality does not pay enough at-
tention to training (legal, financial, fiscal, management, development of other skills). Trainings for munici-
pal servants, staff of service organisations, elected local officials, and councillors are seldom organised. 
Budget for training is not included in the local budget in the proper form. As a result, the score is 4.5 points, 
the average being 3.6, so local staff capacity development is not well-organised in all pilot municipalities. 
Therefore, key policy measures should be implemented including well-justified identification of local staff 
capacity development needs mainly based on the current LFB assessment, planning trainings and budget-
ing costs in the local budget in a proper form.

not all local administration units at the municipality have access to fiscal information. Hence, the score 
on “systems should be set up to enhance professionalism in financial and fiscal matters “ is not the 
maximum possible but with 8 points is the highest result among all the 5 pilots. The average result of all 
pilot municipalities is 6.2 points. in 2016, the leaders of Dilijan municipality should continue to ensure the 
accessibility of fiscal information to all the users to improve the result. 

The score on “systems should be set up to enhance ethics of staff in financial and fiscal matters “ is also 
8 points, the average being rather low (5.2), which ranks Dilijan 1st among the pilots (Chart 3). This score 
is formed based on the level of harmonisation of local regulations with national rules. They are generally 
coherent but there is a need to establish a specific code of ethics in financial and fiscal matters, which has 
not been adopted yet.

chart 3. systems should be set up to enhance ethics of staff in financial and fiscal matters
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local taxation

The Local Taxation section yielded different scores. “Local taxes should be based on the principle of fair-
ness (ability to pay)” is rated with 3.7 points, the average being 4.5 points, while the best result being 6.3. 
This score is formed taking into account local tax regulations specifying exemptions set by law, differences 
between nominal and actual tax rates, effective tax rates compared to national averages.

The evaluation result on “Local taxes should generate a significant share of the local budget” is 4.5 
points, the average being 4.4 points (Chart 4). This means that local tax revenue has a small share in the 
municipal budget. Currently, most of municipal budgets are shaped by official transfers, especially finan-
cial equalisation grants.
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chart 4. Local taxes should generate a significant share of the local budget
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Dilijan municipality received average scores in the tax policy area. Based on the evaluation of the composi-
tion of local taxes, the annual changes in local tax base and the number of taxpayers by major types of local 
taxes, the total score assigned on “Local taxes should be based on a stable tax base” is 4.7 points, which 
is lower than the average – 7.2.

The score calculated based on the ratio of collected taxes to the tax base (by taxpayers’ groups), the total 
amount of arrears in local tax collection, the evolution of arrears in time, the number of court cases and 
litigations resolved, is 4.3, which means that the municipality should take measures to prevent tax avoid-
ance and tax evasion. The average result of all 5 pilot municipalities is also 4.3 points. One of the measures 
to prevent tax avoidance is to inform taxpayers with a written notice about the date and the amount of 
taxes to be paid.

“the quality of tax regulations should be improved” got 5 points, which is higher than the average 3.9 
points. The municipality’s administration needs to consider the following recommendations to improve 
tax regulations:

 • Local revenue policy goals should be better translated to tax regulations;
 • The share of taxes collected as a result of tax audits in the total amount of collected taxes should be 

decreased with parallel increase of tax collection;
 • The share of litigation cases won in the total number of tax cases should increase;
 • The amount of arrears accumulated annually should decrease through more efficient tax adminis-

tration at the municipal level, which needs to be improved based on audit results.
The score on “information on the tax base should be updated and has to be founded on legitimate 
sources” is high – 8 points (the average being 7.1). This means that Dilijan municipality maintains proper 
cooperation with higher authorities (national tax office, business register, cadastre, vehicle registration). 
There is definitely room for strengthening this cooperation.

in Dilijan municipality, reserves are not properly set aside for litigation, so the municipality received 6 
points. The average is even lower – 3.6 points. The main recommendation here is to file court cases to col-
lect overdue taxes and set aside reserves for litigation.

Dilijan achieved similar results on “information and publicity”: information and explanations on local tax-
es and tax regulations should be made public – 7 points (the average being 5.8); Public information on the 
use of local tax revenue should be comprehensive and understandable – 7.3 points (the average being 6.3). 

Therefore, there is room for improvement, particularly in the following sub-areas of public information:

 • All the diverse means of information sharing (electronic, posters, direct mailing, telephone) should 
be fully employed;

 •  reporting on the implementation of local budgets should be more transparent and public;
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 • explanations on general purpose local tax (land tax, property tax) revenues should be more clear 
and understandable.

The score on “tax registration and timely collection should support smooth cash flow” is 8.5 points 
and ranks 2nd best (the average being 7.9 points). This means that the municipality makes efforts to ensure 
that the taxpayers’ register is regularly updated, delays and unpaid taxes are monitored by the tax informa-
tion system, there is a warning mechanism for overdue payments, and internal legal procedures for non-
payment are regulated and publicly known.

The score of Dilijan municipality on “tax administration should be simple: few formalities, least ad-
ministrative efforts by taxpayers” is 7 points, while the average score of all 5 pilot municipalities is lower 
– 5.4 points. However, there is still much to be done to inform the public on local tax payment, billing, jus-
tification of taxes, and diversification of payment forms, as well as to ensure transparency of information 
on complaints.

in Dilijan municipality, payment notices provide some information on tax levies including taxpayer iden-
tification, tax base, exemptions, tax rate, amount due, deadline for payments, forms of payment, conse-
quences of delay or non-payment, which is reflected in the score – 7 points (the average being 9 points).

The situation with the availability and use of various forms of payment for local taxes is the same, so the 
score on “easy payment systems” is 8 points, the average being 9.4.

The evaluation result on “complaint procedures should be clear” is 7.5 points and ranks higher than the 
average result of all 5 pilot municipalities – 5.2 points (Chart 5). 

chart 5. complaint procedures should be clear
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in the tax system audit section, “comparing collection costs with tax revenues” got 5 points (the aver-
age being 3.8), while “tax coverage: identification of taxpayers and collection rate” – 6 points (the 
average being 5.5). This means that tax yield is comparable to the total cost of tax administration and the 
taxpayers’ register is regularly updated. However, the municipality should make more efforts to achieve 
better results.

fees, charges and miscellaneous revenues

The evaluation result on “User charges should generally comply with service costs” is low – 2.7 points, 
even though it is higher than the average. This suggests that the municipality has weaknesses in the calcu-
lation of service costs (including total current and capital investment costs). Two-component user charges 
are not matched with fixed and variable costs, while increase in user charges is not calculated by a regu-
lated formula, reflecting major service cost components (e.g. capital, labour, energy).

“charges should not reduce demand for services excessively” scored 5 points, which is the highest 
score, the average being 3 points. Local policy preferences are not adequately reflected in average charg-
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es, exemptions and subsidies, also pricing methods do not follow local policy goals in an appropriate 
form. 

Dilijan achieved the highest result on “access to essential services by disadvantaged groups should be 
preserved” – 8.5 points, the average being 5.7 points. 

nevertheless, the policy on subsidies from the local budget should achieve the optimal compromise be-
tween following basic guidelines:

 • maximum self-sufficiency of provided services; 
 • Charges should not reduce demand for services excessively;
 • Access to essential services by disadvantaged groups should be preserved.

For example, the municipality can increase service charges up to the point where demand for services 
would decrease. For disadvantaged groups, in this case the municipality can introduce additional family 
benefits to cover extra expenses resulting from a possible increase of service charges.

The municipality received 10 points on “exceptional revenue should finance capital revenue” (the av-
erage being 9.8). This means that in Dilijan municipality, windfall revenue is a separate item in the local 
budget, and own source capital revenue (revenue from the sale of land or property) is used for capital 
expenditures.

capital Budget financing

in the Capital Budget Financing section, “Local capital investments are managed effectively” received 
10 points, while “capital expenditures are funded by diverse sources of local revenues” scored 9.3 
points as most of the indicators correspond to the requirements of national legislation.

local property

“organisational forms and rules of asset management are transparent” scored just shy of the maxi-
mum 10 points – 9.5 (the average being 8.2), which means that decision-making powers on the sale, use 
and lease of municipal assets are regulated, and local government control over municipal asset manage-
ment organisation is quite effective. 

The evaluation result on “regulations on municipal companies ensure their long term financial stabil-
ity” is lower than the average (4.6) – 3.3 points (Chart 6). Service provision contracts with local companies 
are generally signed on an annual basis. They should be concluded for the medium term.

chart 6. regulations on municipal companies ensure their long-term financial stability
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Another issue is that municipal compensation is covering mainly operational costs but does not enable the 
companies to make a reasonable profit, which is important for their development.
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Ownership of assets and related maintenance obligations are not stipulated clearly in the contracts. The 
contracts should be changed to reflect these issues, which would improve the efficiency of local property 
management.

Evaluation of financial ManagEMEnt in dilijan Municipality

sound Budgeting and fiscal planning

Dilijan municipality scored 6 points on “overall financial framework of multi-year budgeting budget”. 
The best result is 8 points, while the average is 5 points. This means that on the whole, there is connection 
between local policies, strategies and budget items, the budget is based on mid-term local policies, and 
changes in the overall budget cap fit into the macroeconomic framework. However, there is room for im-
provement in this area.

“multi-annual budget plans“ is rated with 4 points, which is higher than the average 2.8 points. The 
multi-annual plan plays only a formal role in the municipality and the budget is not based on it. This is a 
common problem in all municipalities in Armenia. Therefore, one of the priorities of local finance manage-
ment reforms in Armenia should be to introduce multi-year budget planning and to incorporate it into the 
municipalities’ budget process. This reform should be initiated and actively implemented with the support 
of the ministry of Finance and mTAD.

The evaluation result on “Budget strategy debate“ is 5 points and ranks highest among pilot municipalities, 
the average being 3 points. So the first step in the budget process should be to discuss and approve cur-
rent budget objectives and fiscal policy. 

Budgeting methods and capacity are partially developed. The score on “technical capacity in budget 
preparation procedure“ is 6 points, the average being 4.4, while the score on “analytical sheets make 
the budget transparent“ is 7.3 points, quite higher than the average 4.9 points (Chart 7). 

However, the municipality still has a lot to do to improve the following indicators: 

 • Budget preparation is supported by all type of local professional capacity;
 • Budget preparation is the most powerful tool to discuss and identify the best solutions for service 

delivery;
 • Comparisons are used to justify appropriate changes in figures and compare former performances 

against the objectives;
 • Broad staff involvement and available professional capacity supports autonomy and openness.

chart 7. analytical sheets make the budget transparent
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Also, the municipality still has not paid serious attention to using more dimensions and cross-references to 
inform decision making, or a structured set of analytical budget in the budget planning process.
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Dilijan municipality achieved relatively high scores on Budget Procedures, the lowest score is 4.5 points on 
“involvement of elected bodies, outsiders’ contribution to the budget documents”. it is important to 
note that the level of understanding of budget objectives by elected bodies is of major significance. Ap-
propriate procedures on submitting questions, avoiding conflict of interest, lobbying and anti-corruption 
should exist. Trainings and other workshops should be organised to improve understanding of the vision 
of the budget, the consequences and future impact of local councillors’ decision and their influence on the 
quality of service.

“the time frame of the budget debate by elected bodies” is rated 7 points, so there is sufficient time to 
review and understand the budget proposal, organise the debate, as well provide adequate information 
on budget documents. 

The evaluation result on “openness of budget documents“ is 7.3 points; it is higher than the average 6.6 
points, however much lower than the best result – 9.3 (Chart 8). The municipality should continue to em-
phasise openness as it helps accountability and citizen participation, so it would be good to have minutes 
of meetings, publications on internet, leaflets, presenting the main objectives, figures, graphs, etc., as well 
as public hearings as part of the budget process.

chart 8. openness of budget documents
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in the Fiscal Policy Objectives area, “support to non-governmental organisations providing communi-
ty services to vulnerable groups should be protected during restrictions“ got 6.7 points, however, the 
result on “cooperation with other local authorities“ is worse – 1 point. This means that the municipality 
should improve the level of cooperation with nGOs and seek cooperation with other local authorities in 
order to increase the efficiency and effectiveness of local governance.

The evaluation result on “adjoining authorities share administrative and professional resources” is 
low – 1.6 points (Chart 9), so the municipality needs to take steps towards inter-municipal cooperation 
in the provision of basic services, improve service quality, and use electronic procurement for goods and 
services. 
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chart 9. adjoining authorities share administrative and professional resources
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special rules on Budget adjustment and implementation

in the “special rules on Budget adjustment and implementation“ area, the municipality should focus 
on independent opinion on final reports and financial statements to improve its result, which is 1 point 
(Chart 10). independent opinion (external audit) strengthens the confidence of elected members in the 
submitted final reports and the accuracy of financial statements. 

The municipality should focus on formalising the process of “regular evaluation of budget implementa-
tion”, which helps to keep track of budget execution and make prompt adjustments, if necessary.

Local framework for supervision, monitoring and reporting should be established to audit budget 
implementation.

in Abovyan municipality, budget adjustments during the year are not often made; they are rather limited, 
so the evaluation result in this area is 7.8 points, the average being 5 points. it is important to note that too 
frequent budget adjustments create uncertainty, they work against transparency because the proposed 
adjustment can avoid proper budget debate, so improving budget planning and strengthening budget 
discipline would definitely enhance the credibility of the budget.

chart 10. independent opinion on final reports and financial statements
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in Dilijan municipality, the relations between the local government and its subsidiary organisations 
are generally regulated by transparent agreements (the score is 8 points against an average of 8.8 points 
for pilot municipalities). 

it is important to mention also that local government service contracts cover asset management and 
have enough impact on social issues (the score of Dilijan is 9 points, the average of pilot municipalities 
being 5.4).
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The next score that is far from the best in this section is 5.8 points (“Local service management should 
be made efficient“); that is why the outputs of municipal service provision should be regularly assessed, 
unit costs of services should be evaluated, while service efficiency should be a key target indicator for the 
service organisation and its management. 

special control, supervision of activities

Dilijan municipality pays attention to the framework and role of internal audit (Chart 11) and has 
achieved an evaluation result of 5 points in this area, the best result being 6.8 points. Proper audit strat-
egy helps to concentrate resources and improve the efficiency of the budget process. So the municipality 
should continue practicing internal audit in the coming year and should strive to improve activities within 
local authorities to achieve better results. in case of lack of auditing resources, effective cooperation be-
tween internal and external auditing is suggested. 

The evaluation result on “special consideration have to guarantee PPP projects” is 7 points and is quite 
higher than the average, which is only 2.2 points. it is important to note that PPPs are a potential mecha-
nism for financing public service infrastructure and saving resources in the current situation. But they need 
to be considered carefully to prevent potential risks and extra cost in the future. Proper debate establishes 
rules and guarantees for the potential use of PPP financing.

chart 11. Framework and role of internal audit
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“Procedure of situation in financial difficulties“ scored 5 points. Although this result is both higher than 
the average (3.9 points) and the best in this area, the municipality should designate a person, responsible 
for recovery, to whom any warning signs noticed should be reported (organise an open competition to hire 
an appropriate person, if necessary). Key decisions on the general principles of recovery plans, as well as 
the rules and responsibilities for solving the problem, should also be adopted. 

recommendations

Summarising the above mentioned scoring results of Dilijan municipality, we would like to draw the atten-
tion of the local leaders to the following vital and priority areas of local finance management:

 • increase transparency and public involvement in the budget process. Participatory budgeting is not 
only an important part of democratic governance but also makes local budgets more comprehen-
sive and reliable;

 • Prevent tax avoidance and tax evasion by simplifying tax administration, making more active use of 
prior notices to taxpayers, and starting litigation against defaulting taxpayers in order to reduce tax 
arrears;
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 • establish an efficient system of internal audit and supervision of activities. Programme-based bud-
geting principles cannot be introduced at municipal level without properly functioning internal au-
dit, therefore, special attention is required to develop training programmes in this area;

 • establish external audit. independent opinion on budget implementation reports is vital to help 
community leaders and the public assess the level of credibility of budget reports and identify the 
main bottlenecks of the budget process in general;

 • Strengthen the connection between the local mid-term development strategy and the budget by 
starting budget discussions on key fiscal policy issues coherent with mid-term development plans; 

 • Foster cooperation with other municipalities, predominantly in the areas of the common infrastruc-
ture, and support business projects of mutual economic interest, particularly through PPP projects.

annEx

SECTION and AREA Dilijan Average
Benchmarks oF FinanciaL resoUrces
i. GenerAL PrinCiPLeS OF LOCAL FiSCAL POLiCieS    
1. Local tax policies design    

1.1. Local revenue policies should be approved by elected bodies 5 5.7
1.2. impact assessment of local revenue policies should be made public 6 6.5

2. transparency and public involvement    
2.1. Budgetary and financial discussions should be made at open meetings 6 4.8

3. Use of it    
3.1 Governance efficiency should be improved by iT 8 6.5

4. capacity development of local staff    
4.1. Training in various forms are needed for the local staff 4.5 3.6
4.2. Systems should be set up to enhance professionalism in financial and fiscal matters 8 6.2
4.3. Systems should be set up to enhance ethics of staff in financial and fiscal matters 8 5.2

ii. LOCAL TAxATiOn    
5. Local tax policy design    

5.1. Local taxes should be based on the principle of fairness (ability to pay) 3.7 4.5
5.2. Local taxes should produce a significant part of the municipality budget 4.5 4.4

6. tax policy    
6.1. Local taxes should be based on stable tax base 4.7 7.2
6.2. Tax avoidance and evasion should be prevented 4.3 4.3
6.3. Quality of tax regulations should be improved 5 3.9
6.4. information on tax base should be updated and has to be founded on legally 
available sources 

8 7.1

6.5. reserves should be set aside for litigation 6 3.6
7. information and publicity    

7.1. information and explanation on local taxes and tax regulations should be made 
public 

7 5.8

7.2. Public information on the use of local tax revenue should be comprehensive and 
understandable 

7.3 6.3

8. tax administration    
8.1. Tax registration and timely collection should support smooth cash flow 8.5 7.9
8.2. Tax administration should be simple: few formalities, least administrative efforts by 
taxpayers 

7 5.4

8.3. Payment demands should provide information on tax levies 7 9.0
8.4. easy payment systems 8 9.4
8.5. Complaint procedures should be clear 7.5 5.2

9. tax system audit    
9.1. Comparing collection costs with tax revenues 5 3.8
9.2. Tax collection: identification of taxpayers and collection rate 6 5.5
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SECTION and AREA Dilijan Average
iii. FeeS, CHArGeS AnD miSCeLLAneOUS reVenUeS    

10.1. User charges should comply with service costs 2.7 2.3
10.2. Charges should not reduce demand for services excessively 5 3.0
10.3. Access to essential services by disadvantaged groups should be preserved 8.5 5.7
10.4. exceptional revenue should finance capital revenue 10 9.8

iV. CAPiTAL BUDGeT FinAnCinG    
11.1. Local capital investment is managed efficiently 10 9.3
11.2. Capital expenditures are funded by diverse sources of local revenue 9.3 8.1

V. LOCAL PrOPerTY    
12.1. Organisational forms and rules of asset management are transparent 9.5 8.2
12.2. regulations on municipal enterprises ensure their long-term financial stability 3.3 4.6

Benchmarks oF FinanciaL manaGement 
i. Sound Budgeting and Fiscal Planning    
1. Fiscal strategy design    

1.1. Overall financial framework of multi-year budgeting 6 5.0
1.2. multi-annual budget plans 4 2.8
1.3. Budget strategy debate 5 3.0

2. Budgeting methods and capacity    
2.1. Technical capacity in budget preparation procedure. 6 4.4
2.2. Analytical sheets make the budget transparent 7.3 4.9

3. Budget procedures    
3.1. involvement of elected bodies 4.5 3.9
3.2. Separate debate and adoption of complex, major investment projects or other 
significant programs 

6 6.6

3.3. Outsiders’ contribution helps accountability 6.7 4.9
3.4. The time frame of budget debate by elected bodies 7 6.2
3.5. Openness of budget documents 7.3 6.6

4. Fiscal policy objectives    
4.1. Cost-saving strategies are adopted and sustained 7.5 3.8
4.2. Support to non-governmental organisations providing community services to 
vulnerable groups should be protected during restrictions

6.7 1.3

4.3. Cooperation with other local authorities 1 1.9
4.4. Adjoining authorities share administrative and professional resources (tax collection, 
audit implementation)

1.6 2.2

ii. SPeCiAL rULeS On BUDGeT ADJUSTmenT AnD imPLemenTATiOn    
5.1. regular monitoring keeps track of budget implementation 7 6.2
5.2. Local framework for supervision, monitoring and reporting is established to audit 
budget implementation 

8.7 7.1

5.3. independent opinion on final reports and financial statements 1 1.6
5.4. Budget adjustment during the year is limited. 7.8 5.0
5.5. relations between the local government and its subsidiary organisations are 
regulated by transparent agreements 

8 8.8

5.6. Local government service contracts cover asset management and social issues 9 5.4
5.7. Local service management should be made efficient 5.8 2.7

iii. SPeCiAL COnTrOL, SUPerViSiOn OF ACTiViTieS    
6.1. Framework and role of internal audit 5 3.9
6.2. Special consideration has to guarantee PPP projects 7 2.2
6.3. Procedure in situation of financial difficulties 5 3.9

totaL 6.4 5.4
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tatev commUnity

introduction

Good local government depends on sufficient financial resources, which allow local authorities to offer 
services that are adjusted to their citizen`s expectations, and on good financial management procedures, 
ensuring local budgetary flexibility and accountability of financial decisions. Focusing on local govern-
ment resources, expenditures and financial management, benchmarking helps the national and the local 
governments to identify the factors of equitable system of intergovernmental fiscal relations, efficient local 
finances and effective local government financial management.

The benchmarks on financial resources and financial management use two types of assessment methods: 
surveys and financial indicators. each benchmark survey item is assessed on a ten-unit-scale.

The LFB project started in Armenia in April of this year. The pilot municipalities are Tumanyan, Tatev, Dilijan, 
Abovyan and Ashtarak.

The LFB benchmarking toolkit covers 31 topics in 12  broad areas for assessing financial resources and 24 
topics in six areas of financial management. in these two fields of local finances local government perfor-
mance was measured by around 250 indicators.

We have used the scoring methodology, assessing each indicator characterizing the efficiency of the com-
munity finance management within the benchmark of 0 to 10 (0 is min. and 10 is max. value of indicator). 
As a result we have identified the strength and weaknesses of the community finance management. Based 
on it we have offered some recommendations concerning the priority areas of the government and donor 
assistance to the Tatev community. 

in the case of Tatev amalgamated community the scoring does not fully reflect the real situation of the 
other 7 former communities (in 2015), which are presently incorporated in the Tatev multi-settlement com-
munity. At the same time it was very hard to assess the Tatev budget for 2015 since there were 8 different 
communities with their own budgets and different budget management. Therefore the simple adding of 
these communities budget data won’t give us a real picture of the Tatev community budget. We think that 
scoring results of 2016 will be more realistic.

TATeV mUniCiPALiTY

tatev is a town in the Syunik Province of Armenia at a height of 1,610 metres above sea level. it is one of the 
oldest settlements in Armenia. One of the most attractive places in Syunik region is Armenian architecture 
monument Tatev monastery complex (ix century) where in 1390-1435 acted the famous Tatev university. 
in 2010 the longest non-stop ropeway of the world ,,Tatever’’ (Wings of Tatev) was put into operation ( 
maximum height 380m, length 5.7km) which passes through Vorotan river canyon, stretches over moun-
tains and reaches from Halidzor village to Tatev monastery complex. 

Tatev was magnified in 2016 by the rA law “On making amendments and additions” to the rA Law “On 
administrative-territorial division of the republic of Armenia” (adopted on november 24, 2015). As a result 
eight villages - Tatev, Halidzor, Tandzatap, Svarants, Khot, Shinuhayr, Harzhis, Kashuni have formed Tatev 
community.  The community center is village Shinuhayr. 
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table 1. indicators of permanent population by 01.01.20122

N Name Permanent population

1 Tatev 922

2 Halidzor 593

3 Tandzatap 97

4 Svarants 266

5 Khot 925

6 Shinuhayr 2721

7 Harzhis 936

8 Kashuni 31

Evaluation of financial rEsourcEs of tatEv coMMunity

general principles of local fiscal policies

in Tatev community the score of “Local revenue policies should be approved by elected bodies” is 4 
points. The average result of all 5 piloting participants is 5.7 points, and Tatev community has one of the 
worst results for this area (Chart 1). This means that the Council should take proper steps to make decisions 
on delegation of powers to set exemptions, tax reliefs, prices of services, authorization of allocating sub-
sidies for user charges. Currently Tatev community Council is quit passive in performing these functions.

chart 1. Local revenue policies should be approved by elected bodies
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The community generally ensures the publicity of the impact assessment of local revenue policy. in 
the result of assessment of public access to local budget documents, public involvement in local budget 
design, diversity of methods for disseminating information on local budgets the community earned 5 
points from possible 10.The average result of all 5 piloted communities is 6.5 points, but Tatev community 
is the last one. We think there are some policy actions to do to improve this also in the other settlements, 
which are now a part of Tatev community.

Like the previous one, the community got 4 points in assessment of the area of   transparency and public 
involvement. The average result of all 5 piloted participants is 4.8 points, the highest result for this area is 6 
points. This means that participation and intervention at public meetings, media reporting on local budget 
are ensured with difficulty, there are few channels of communication with the public in the community. 

Use of it got relatively not very low score-4.4, but it is the worst result among all the pilots. The average 
result of all 5 piloting participants is 6.5 points, the best result is 8 points (Chart 2). The main causes of this 
low score are relatively low level of using iT technologies in other former communities in 2015, which are a 

2 http://www.armstat.am
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part of Tatev community since 2016. in this area there is a plenty of work to do. We can suggest using new 
accounting software, integrating local databases, having access to internet, creating a website and putting 
proper information and draft documents on it.

chart 2. Use of it
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The score of capacity development of local staff shows that the community does not pay enough 
attention to the issues of the training courses (legal, financial, fiscal, management, other skill development). 
The trainings for municipal servants, staffs of the service organizations, elected local officials and councilors 
are rarely organized. Budget for training is not included in local budget in the appropriate  form. As a re-
sult, the score is only 2.3 points, the average is 3.6, so the capacity development of local staff isn`t well 
organized in all pilot communities, but Tatev gotthe worst result. Therefore the key policy measures should 
be implemented including the well justified identification of the local staff capacity development needs 
mainly based on the current LFB assessment, planning the training and its budget presented in the local 
budget in proper form.

in the community not all units of local administration have access to fiscal information. So the score of 
“systems should be set up to enhance professionalism in financial and fiscal matters“ is 4 points. The 
average result of all 5 piloting participants is 6.2 points,  Tatev community is the 5th in a rank, the best result 
have Dilijan and Ashtarak-8 points. During the year 2016 the leaders of Tatev community should ensure the 
accessibility of fiscal information to all the users. 

The score of “systems should be set up to enhance ethics of staff in financial and fiscal matters “ is 
evenlower-2 points, while the average is 5.2, so Tatev community is the last one among the others. This 
score is formed on the basis of how harmonious local regulations are with national rules. So one of the pri-
ority areas of the local finance management reforms in Tatev community is to harmonise the appropriate 
local regulations with national rules and more importantly to start actively implement them.

LOCAL TAxATiOn

Local taxation sector got higher scores. “Local taxes should be based on the principle of fairness (abil-
ity to pay)” is rated 4.7 points, which is the 2nd result for this area, the average is 4.5 ponits. This score 
is formed taking into account local tax regulations interpret exemptions set by law, differences between 
nominal and actual tax rates, effective tax rates compared to national averages.

Tatev community got 3.5 points for “Local taxes should produce a significant part of the community 
budget”, the average is 4.4 points (Chart 3). This is because in the other communities the local taxes have 
little bit more portion in the community budget revenue than in Tatev.  Therefore the urgentpolicy action 
in this area is to dradually increase the tax base.
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chart 3. Local taxes should generate a significant share of the local budget
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By evaluating composition of local taxes,  annual changes in local tax base and the number of tax payers by 
major types of local taxes the total rate for “Local taxes should be based on stable tax base”  is 7.3 points, 
nearly the same as the average-7.2.

The score calculated based on the ratio of collected tax to the tax base (by taxpayers groups), total amount 
of delinquencies in local tax collection, composition of arrears by time, number of court cases and litigations 
stabilized is 3.8, which means that the community should take measures to prevent tax avoidance and 
evasion. The average result of all 5 piloted participants is 4.3 points, the highest result has Abovyan-6 
points. One of the preventive measures for the tax avoidance is to inform the taxpayers by the written no-
tice about the date and the amount of taxes to be paid.

The score of “Quality of tax regulations should be improved” is low. it`s 2.8 points, which is the 4th in a 
rank, the average is 3.9 points. The main causes of the low level of scoring in this area are:

1. The share of taxes collected as a result of the tax audit in total amount of collected taxes is very low 
2. The internal audit of the tax administration is practically absent.

The scoring result of “information on tax base should be updated and has to be founded on legally 
available” is relatively high -6.3 points (the average- 7.1). Which means that the Tatev community cooper-
ates with higher authorities (national tax office, business registry, cadastre, vehicle registration) in an ap-
propriate form. Definitely there is a room to strengthen this cooperation.

in Tatev community reserves aren`t set aside for litigation, so the community got 0, while the result of 
Abovyan is the highest 10 points, the average also is low- 3.6 points. The main recommendation here is to 
start court cases for the collections of overdue taxes and set aside reserves for litigation.

Tatev community gained middle scores for “information and publicity”: information and explanation on 
local taxes and tax regulations should be made public-3 points (the average is 5.8, and the best result is 8 
points, see Chart 4), Public information on utilization of local tax revenues should be comprehensive and 
understandable -5.3 points (the average -6.3).
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chart 4. information and explanations on local taxes and tax regulations should be made public
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Therefore there is a room for the improvement particularly in the following subareas of the public informa-
tion:

 • All the diverse means of information sharing (electronic, posters, direct mailing, telephone) should 
be fully implemented,

 •  reporting on the implementation of local budgets should be more transparent and public,
 • The explanation of general purpose local tax (land tax, property tax) revenues will be more clear and 

understandable.
The score of “tax registration and timely collection should support smooth cash flow” is not very low-
6.8, but it is the last one(the average -7.9). This means that the community need to make greater efforts 
towards regular updating of taxpayer registry, delays and unpaid taxes should be followed by the tax infor-
mation system, there should be a warning practice on non-payments, and so internal legal procedures for 
non-payment should be regulated and publicly known.

While the average score of all 5 participants is 5.4 points, the score of Tatev community is higher- 5.8 points 
for “tax administration should be simple: few formalities, least administrative efforts by tax payers”. 
But there is still much to do in informing public on local tax payment, billing, justification of taxes, diversi-
fication of payment forms, ensuring transparency of information on complaints.

in Tatev community “payment demandsprovide some information on tax levies” such as identification 
of taxpayer, tax base, exemptions, tax rate, amount due, deadline for payments, forms of payment, conse-
quences of delay or non-payment, which is proved by the high score-8 points (the average -9).

The situation with availability and use of various forms for paying local taxes is better, so “easy payment 
systems” scoring result is the maximum. Tatev, Abovyan and Ashtarak got 10 points, and the average is 9.4.

in contrast to the previous two results, the evaluation result of “complaint procedures should be clear” 
is very low, as this sub-sector processes aren`t regulated yet. The average result of all 5 piloting partici-
pants is 5.2 points, the highest result has Ashtarak-8.3 points, Tatev has 2 points, but it is not the worst 
result (Chart 5). 
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chart 5. complaint procedures should be clear
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in tax system audit section “comparing collection costs with tax revenues” got 2(the average-3.8) be-
cause the tax revenue per one unit of the tax administration cost are stiil quit low. and “tax coverage: 
identification of tax payers and collection rate” 4.7 points (the average-5.5) as any significant research 
or analysis hasn`t been done in this direction.

FeeS, CHArGeS AnD miSCeLLAneOUS reVenUeS

The evaluation result of “User charges should generally comply service costs” is 2 points, which reflects 
the fact that the community is still very weak in calculation of service costs (including total current and 
capital investment costs), two component user charges aren`t matched with fixed and variable costs, in-
crease in user charges aren`t calculated by a regulated formula, reflecting major factors of service costs 
(e.g. capital, labor, energy).

The evaluation result of “charges should not reduce demand for services excessively” is 4 points, but 
it`s the 2nd, the average is 3. Local policy preferences are weakly reflected in average charges, exemptions 
and subsidies, also pricing methods don`t follow local policy goals in appropriate form.

The scoring result of “access to essential services by disadvantaged groups should be preserved” is 
quite high- 8 points, while the average is 5.7 points, the highest result got Dilijan- 8.5. 

So the subsidizing policy from the local budget should achieve the optimal compromise between follow-
ing basic guidelines :

1. maximum self - sufficiency of the provided services, 
2. Charges should not reduce demand for services excessively,
3. Access to essential services by disadvantaged groups should be preserved.

For example, the community can maximize the service charges up to the point where the demand for 
services could be reduced. For the disadvantaged groups in this case community can introduce additional 
family benefits to cover their supplementary expenses related with the possible increase of the service 
charges.

Tatev community got the highest 10 points in the area of “exceptional revenues should finance capital 
revenues”(the average-9.8). This means that windfall revenues are separated in local budget of Tatev com-
munity, and own source capital revenues (revenues from sale of land, property) are used only for capital 
expenditures.
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capital Budget financing

in Budget financing section “Local capital investments are managed effectively” gained 9.3 pointsas 
most of the indicators correspond to the requirements of national legislation and “capital expenditures 
are funded by diverse sources of local revenues” got 6.7 points which means that there is a lack of local 
revenue sources  intended for capital projects.

local property

“organizational forms and rules of asset management are transparent” got 7.5 points (the average-8.2), 
which means that decision making powers on sale, use and charging of municipal assets are mainly regu-
lated, and local government control over the municipal asset management organization is quite effective. 

The evaluation result of “regulations on municipal companies ensure their long term financial stabil-
ity” is below the average (4.6)- 3.7 points (Chart 6). Firstly, because the contracts with local companies on 
provision of services basically are signed on an annual basis. They should be signed for the medium term 
perspective.

chart 6. regulations on municipal companies ensure their long-term financial stability
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The other topic is that municipal compensation mainly covers the operational cost but does not enable the 
companies to have a reasonable profit which is important for their development. Ownership of assets and 
related maintenance obligations are not set clearly by the contracts. The contracts should be changed to 
reflect these issues which will allow to increase the efficiency of the local property management.

Evaluation of financial ManagEMEnt of tatEv coMMunity

sound Budgeting and fiscal planning

The evaluation result of ''overall financial framework of multi-year'' in Tatev community is only 3 points 
(the best result got Ashtarak-8 points, and the average is 5). This means that there aren`t clear connections 
between local policies, strategies and budget items, budget isn`t based on middle term local policies, the 
changes of overall budget cap don`t fit into the macroeconomic framework.

''multi-annual budget plans'' is rated 2 points (the average is 2.8). in the community multi-annual plan 
plays only a formal role and the budget isn`t based on it. This is a common problem in all communities in 
Armenia. Therefore one of the priorities of the community finance management reforms in Armenia will be 
the introduction of multi-year budget planning and its inclusion into the community’s budget process. This 
reform should be initiated and actively implemented by the support of the ministry of Finance and mTAD.
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The evaluation result of ''Budget strategy debate'' is 3 points (the average also is 3 points, the highest result 
is 5-Dilijan). So in the budget process the first step should be debate and approval of the actual budget objec-
tives and fiscal policy. 

Budgeting methods and capacity are not developed as well. The score of ''technical capacity in budget 
preparation procedure'' is 3.2 (the average is 4.4)  and ''analytical sheets make the budget transpar-
ent'' is 4.7 points, while the highest result is 7.3(Dilijan) and the average is 4.9 (Chart 7). 

in other words, the community still has a lot to do to improve the following indicators: 

 • Budget preparation is supported by all type of local professional capacity,
 • The budget preparation is the most powerful tool to discuss and select the best solutions of service 

delivery,
 • Comparisons are used to justify the appropriate changes in figures, comparing the former perfor-

mances, according to the objectives,
 • Broad involvement of staff and available professional capacity supports autonomy and openness.

chart 7. analytical sheets make the budget transparent
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Also the community still hasn`t paid serious attention to using more dimensions and cross-references to 
serve information for decision making, structured set of analytical budget in the budget planning process.

The community got middle scores for Budgeting procedures.The involvement of the elected bodies, 
outsiders contribution to the budget documents is very fragile. Simultaneously there is not sufficient 
time to review and understand the budget proposal, to organize the debate as well as information on 
budget documents.So “the timeframe of budget debate by elected bodies” got only 2 and “openness 
of budget documents“ 2.3 points (Chart 8). it is important to note that openness helps accountability 
and citizen participation, so it will be good to have minutes of meetings, publications on internet, leaflets, 
which present the main objectives, figures, graphs and public hearings, as part of budget debate.
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chart 8. openness of budget documents
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There are not adopted and sustained “cost saving strategies”. Cost saving is not a clear policy target but 
it is considered more implicitly than explicitly. Therefore it is worth to adopt cost saving strategy for the 
implementation of community programs  for the mid-term perspective.

in Fiscal policy objectives area ''support to non-governmental organizations providing community 
services to vulnerable groups should be protected during restrictions'' got 0 and ''cooperation with 
other local authorities''– 2.7 points. So the community should first of all raise the level of cooperation 
with nGOs and start to cooperate with other local authorities in order to improve the efficiency and effec-
tiveness of the community management.

The evaluation result of “adjoining authorities share administrative and  professional resources” is 
very low – only 1.8 points (Chart 9), so the community needs to take steps forward to inter-municipal 
cooperation, to cooperate for providing basic services and  improving service quality, to use electronic 
procurement for buying goods and services.

chart 9. adjoining authorities share administrative and  professional resources
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special rules of Budget adjustments and implementation

in ''special rules of budget adjustments and implementation'' area, the community should focus on 
independent opinion on final reports and financial statements to improve the result, which is 0.
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chart 10. independent opinion on final reports and financial statements
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its important to finalize the process of the regular audit and evaluation of the budget implementation by 
establishing the local framework  of supervision, monitoring and reporting which is not fully formal-
ized yet. 

Also there are problems with local service management efficiency (the appropriate area got 1.8 points), 
that`s why outputs of municipal service provision should be regularly assessed, unit costs of services 
should be evaluated, as well as service efficiency should be a key target indicator for the service organiza-
tion and its management.

in Tatev community budget adjustments during the year are not made very frequently (4.5 points, the 
average is 5), but there is still work to do because improving budget planning and rising budget discipline 
will definitely increase the credibility of the budget.

“relations between the local  government  and its subsidiary organisations are regulated by transparent 
agreements”  subarea have got relatively high score -8.3 which means that the relations between the local 
government and its subsidiary organizations are quite transparent.

Local government service contracts cover asset management and social issues subarea have got only 3 
(average – 5.4) which means that Tatev community has a lot to do to include first of all the asset manage-
ment issues in the subsequent contracts.

The municipality should improve the “effectiveness of local service management” since the respective 
score is 1.8. So, it is necessary to assess the results of provided municipal services, per capita costs of the 
service regularly. effectiveness should be the main indicator for service providing company’s activities and 
management. 

special control, supervision on activities

The community also has problems with special control, supervision on activities.  The community doesn`t 
pay significant attention to framework and role of both internal and external audit (Chart 8), the evaluation 
result of Framework and role of internal audit is 1 point meanwhile the best result is 6.8 points. Proper 
audit strategy helps to rise efficiency of budget process. So the establishment of at least the internal audit 
function is essential for the community for the coming year.

Tatev community got 3 points for “special consideration have to guarantee PPP projects”, meanwhile 
the highest result is 7 points, and the average is only 2.2. it is important to note that PPP construction is a 
potential way to finance public service infrastructure, to save resources of current situation. But it needs 
careful consideration to prevent unconditional risks and extra cost in the future. Proper debate establishes 
the potential usage of PPP financing and its guarantee.

The next low score (3 points) reflects the fact that procedure of situation in financial difficulties should 
be set up. The community should specify the position, whose responsibility the recovering or whom to 
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report the noticed signs (open a statement  to hire an appropriate worker if necessary),  general principles 
of recovery plans, rules and responsibilities to devise the situation of problem solving as well as key deci-
sions should be made.

chart 11. Framework and role of internal audit
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recommendations 

Summerizing above mentioned scoring results of the Tatev community we would like to draw the atten-
tion of the community leaders to the following vital and priority areas of community finance management:

1. increase transparency and involvement of the public in the budget process. Participatory budgeting 
is not only an important part of the democratic governance but is also making local budgets more 
credible and comprehencive;

2. introduce the up-to-date  methodology of the assessment of capacity building needs for the local 
staff and approve mid-term training program first of all for the financial and fiscal staff;

3. Prevent tax avoidance and evasion by simplifying tax administration, activising prior noticies to the 
taxpayers and starting court  litigations against not disciplined taxpayers in order to reduce tax ar-
rears;

4. information and explanation on local taxes and tax regulations should be made more open and ac-
cessible;

5. establish an efficient system of internal audit and supervision on activities. Since its not possible 
to introduce the program budgeting principles at the community level without properly working 
intrnal audit special attention is required to the training programsin this area;

6. establish the external audit function which is fully absent in Tatev community. The independant 
opinion on the budget implementation reports is vital to demonstrate the community leaders and 
the public the level of credibility of the budget reports and the main bottlenecks of the budget pro-
cess in general;

7. Strengthen the connections between community mid-term development strategy and the budget 
by starting budget discussions on the key issues of fiscal policy coherent with mid-term develop-
ment plans;

8. Foster the cooperation with the other communities predominantly in the areas of the common in-
frastructure and support business projects having mutual economic interest particularly through 
PPP projects.
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annEx

SECTION and AREA Tatev Average
Benchmarks oF FinanciaL resoUrces
i. GenerAL PrinCiPLeS OF LOCAL FiSCAL POLiCieS    
1.     Local tax  policies design    
1.1.Local revenue policies should be approved by elected bodies 4 5.7
1.2.impact assessment of local revenue policies should be made public 5 6.5
2.     transparency and involvement of the public    
2.1.Budgetary and financial discussions should be made at open meetings 4 4.8
3.     Use of it    
3.1  managerial efficiency should be improved by iT in : 4.4 6.5
4.     capacity development of local staff    
4.1.Training in various forms are needed for the local staff 2.3 3.6
4.2.Systems should be set up to enhance professionalism in financial and fiscal matters 4 6.2
4.3.Systems should be set up to enhance ethics of  staff in financial and fiscal matters 2 5.2
ii. LOCAL TAxATiOn    
5.     Local tax policy design    
5.1.Local taxes should be based on the principle of fairness (ability to pay) 4.7 4.5
5.2.Local taxes should produce a significant part of the community budget 3.5 4.4
6.     tax policy    
6.1.Local taxes should be based on stable tax base 7.3 7.2
6.2.Tax avoidance and evasion should be prevented 3.8 4.3
6.3.Quality of tax regulations should be improved 2.8 3.9
6.4.information on tax base should be updated and has to be founded on legally available 
sources 

6.3 7.1

6.5.reserves should be set aside for litigation 0 3.6
7.     information and publicity    
7.1.information and explanation on local taxes and tax regulations should be made public 3 5.8
7.2.Public information on utilisation of local tax revenues should be comprehensive, 
understandable 

5.3 6.3

8.     tax administration    
8.1.Tax registration and timely collection should support smooth cash flow 6.8 7.9
8.2.Tax administration should be simple: few formalities, least administrative efforts by tax 
payers 

5.8 5.4

8.3.Payment demands should provide information on tax levies 8 9.0
8.4.easy payment systems 10 9.4
8.5.Complaint procedures should be clear 2 5.2
9.  tax system audit    
9.1.  Comparing collection costs with tax revenues 2 3.8
9.2.  Tax coverage: identification of tax payers and collection rate 4.7 5.5
iii. FeeS, CHArGeS AnD miSCeLLAneOUS reVenUeS    
10.1.  User charges should  complyservice costs 2 2.3
10.2.  Charges should not reduce demand for services excessively 4 3.0
10.3.  Access to essential services by disadvantaged groups should be preserved 8 5.7
10.4.  exceptional revenues should finance capital revenues 10 9.8
iV. CAPiTAL BUDGeT FinAnCinG    
11.1.  Local capital investments are managed effectively 9.3 9.3
11.2.  Capital expenditures are funded by diverse sources of local revenues 6.7 8.1
V. LOCAL PrOPerTY    
12.1.  Organisational forms and rules of asset management are transparent 7.5 8.2
12.2. regulations on municipal companies ensure their long term financial stability 3.7 4.6
Benchmarks oF FinanciaL manaGement 
i. SOUnD BUDGeTinG AnD FiSCAL PLAnninG    
1.    Fiscal strategy design    
1.1.Overall financial framework of multi-year budget  3 5.0
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1.2.multi-annual budget plans 2 2.8
1.3.Budget strategy debate 3 3.0
2.     Budgeting methods and capacity    
2.1.Technical capacity in budget preparation procedure. 3.2 4.4
2.2.Analytical sheets make the budget transparent 4.7 4.9
3.     Budgeting procedures    
3.1.involvement of elected bodies 4 3.9
3.2.Separate debate and adoption of complex, major investment projects or other significant 
programs 

5 6.6

3.3.Outsiders’ contribution helps accountability 4 4.9
3.4.The timeframe of budget debate by elected bodies 2 6.2
3.5.Openness of budget documents 2.3 6.6
4.     Fiscal policy objectives    
4.1.Cost saving strategies are adopted and sustained 3.5 3.8
4.2.Support to non-governmental organisations providing community services to vulnerable 
groups should be protected during restrictions

0 1.3

4.3.Cooperation with other local authorities 2.7 1.9
4.4.Adjoining authorities share administrative and  professional resources (taxcollection, 
auditimplementation)

1.8 2.2

ii. SPeCiAL rULeS OF BUDGeT ADJUSTmenTS AnD imPLemenTATiOn    
5.1.regular evaluation keeps track of budget implementation 5.5 6.2
5.2.Local framework of supervision, monitoring and reporting system set up to audit budget 
implementation 

7 7.1

5.3.independent opinion on final reports and financial statements. 0 1.6
5.4.Budget adjustment during the year is limited. 4.5 5.0
5.5.relations between the local  government  and its subsidiary organisations are regulated 
by transparent agreements  

8.3 8.8

5.6.Local government service contracts cover asset management and social issues 3 5.4
5.7. Local service management should be made efficient 1.8 2.7
iii. SPeCiAL COnTrOL, SUPerViSiOn On ACTiViTieS    
6.1.Framework and role of internal audit 1 3.9
6.2.Special consideration have to guarantee PPP projects 3 2.2
6.3.Procedure of situation in financial difficulties 3 3.9
totaL 4.4 5.4
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tUmanyan mUniciPaLity

introduction

Good local government depends on sufficient financial resources, which allow local authorities to offer 
services that are adjusted to their citizens’ expectations, and on good financial management procedures, 
ensuring local budget flexibility and accountability of financial decisions. Focusing on local government 
resources, expenditures and financial management, benchmarking helps national and local governments 
to identify the factors for an equitable system of intergovernmental fiscal relations, efficient local finances, 
and effective local government financial management.

The benchmarks on financial resources and financial management use two types of assessment methods: 
surveys and financial indicators. each benchmark survey item is assessed on a ten-unit scale.

The LFB project started in Armenia in April of this year. The pilot municipalities are Tumanyan, Tatev, Dilijan, 
Abovyan and Ashtarak.

The LFB benchmarking toolkit covers 31 topics in 12 broad areas related to financial resources and 24 
topics in six areas related to financial management. in these two fields of local finances, local government 
performance was measured by around 250 indicators.

We have used the scoring methodology to assess each indicator measuring the efficiency of municipal 
finance management within the benchmark of 0 to 10 (0 being the minimum and 10 being the maximum 
value of indicator). As a result, we have identified the strengths and weaknesses of municipal finance man-
agement. Based on this, we have offered some recommendations concerning the priority areas of govern-
ment and donor assistance to Tumanyan municipality. 

in the case of Tumanyan municipality, the score does not fully reflect the actual situation in the other 6 
former municipalities (in 2015), which are presently incorporated in the Tumanyan multi-settlement mu-
nicipality. in addition, it was very hard to assess the Tumanyan municipality budget for 2015, since at that 
time there were 7 different municipalities with separate budgets and different approach to budget man-
agement. Therefore, the simple consolidation of budget data for these municipalities would not give us a 
real picture of the Tumanyan municipality budget. We think that scoring results for 2016 would be more 
realistic.

tuManyan Municipality

tumanyan is a town in the Lori Province of Armenia, located 149 km north of the capital Yerevan, and 
38 km north of the provincial centre Vanadzor. According to the 2011 census, the population of Tuman-
yan is 1,710, declining from 2,864 reported in 1964. Tumanyan is situated on a plateau on the right bank 
of Debed river at a height of 810 metres above sea level. Tumanyan has a cultural palace located at the 
central square. it has also a public library, an ethnographic museum and an art academy.

Tumanyan was incorporated in 2016 with the rA Law amending and supplementing the rA Law on the 
Administrative and Territorial Division of the republic of Armenia (adopted on november 24, 2015). As a 
result, Tumanyan city and Atan, Ahnidzor, Lorut, martz, Shamut, Karinj villages have formed the Tumanyan 
municipality. The municipal center is Tumanyan city.
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table 1. administrative area indicators, current and permanent population of tumanyan municipality 
by 01.01.20163

N Name Administrative area
(hectare)

Current population Permanent population

1. Tumanyan 1,096.68 1,712 1,866

2. Atan 2,609.0 265 202

3. Ahnidzor 6,036.76 217 182

4. Lorut 7,648.38 1,022 1,012

5. martz 1,796.07 185 230

6. Shamut 3,601.08 580 634

7. Karinj 7,117.34 554 495

Total 29,905.31 4,535 4,621

Evaluation of financial rEsourcEs of tuManyan Municipality

general principles of local fiscal policies

9.7 rating reflects the fact that the local revenue policy of Tumanyan municipality has been approved by 
elected bodies. This means that the Local Council adopts relevant decisions to delegate powers for deter-
mining exemptions, tax reliefs, prices of services, authorisation of allocated subsidies for user charges. The 
average result of all 5 pilot municipalities is 5.7 points, while Tumanyan municipality has the best result in 
this area (Chart 1). 

chart 1. Local revenue policies should be approved by elected bodies
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The municipality generally ensures that the impact assessment of local revenue policy is publicised. 
With regard to public access to local budget documents, public involvement in local budget design, diver-
sity of methods for disseminating information on local budgets, the municipality earned 6.7 points from 
10 possible.The average result of all 5 pilot municipalities is 6.5 points. Tumanyan municipality achieved a 
good result but ranks only 3rd. 

Unlike the previous area, the municipality has serious problems in the area of   transparency and public 
involvement. Budgetary and financial discussions, which take place at public meetings, were rated with 
2.8 points. This means that participation and intervention at public meetings and media reporting on local 
budget are not properly ensured, and few channels of communication with the public have been estab-
lished in the municipality. The average result of all 5 pilot municipalities is 4.8 points. Tumanyan municipal-
ity received the lowest score in this area.

3  http://www.tumanyancity.am 



Piloting Local Finance Benchmarking toolkit      Page 65

Use of it scored relatively low – 5.9 points. The average result of all 5 pilot municipalities is 6.5 points. 
Tumanyan municipality ranked 4th. The main reason for this low score is the relatively limited use of iT 
in other communities, which have been incorporated in Tumanyan municipality since 2016. much work 
needs to be done in this area.

The score for capacity development of local staff shows that the municipality does not pay enough atten-
tion to training (legal, financial, fiscal, management, development of other skills). Trainings for municipal 
servants, staff of service organisations, elected local officials, and councillors are seldom organised. Budget 
for training is not included in the local budget in the proper form. Hence, the score is only 3.8 points, but it 
is higher than the average 3.6 points. So the capacity development of local staff is not well organised in all 
pilot municipalities. Therefore, key policy measures should be implemented including well-justified iden-
tification of local staff capacity development needs mainly based on the current LFB assessment, planning 
trainings and budgeting costs in the local budget in a proper form.

not all local administration units at the municipality have access to fiscal information. So the score of “sys-
tems should be set up to enhance professionalism in financial and fiscal matters “ is 5 points. The aver-
age result of all 5 pilot municipalities is 6.2 points. Tumanyan municipality ranks 4th, the best result having 
been achieved by Dilijan and Ashtarak – 8 points. in 2016, the leaders of Tumanyan municipality should 
ensure the transparency and accessibility of fiscal information to all users. 

The score on “systems should be set up to enhance ethics of staff in financial and fiscal matters “ is 
relatively high – 7 points, while the average is 5.2 points. So Tumanyan municipality ranks 2nd after Dilijan. 
This score is formed based on the level of harmonisation of local regulations with national rules. 

local taxation

The Local Taxation sector yielded relatively high scores. “Local taxes should be based on the principle 
of fairness (ability to pay)” is rated 6.3 points, which is the highest result in this area, the average being 
4.5 points. This score is formed taking into account local tax regulations specifying exemptions set by law, 
differences between nominal and actual tax rates, effective tax rates compared to national averages.

in Tumanyan municipality, local taxes do not form a significant part of the budget, hence, the sector is also 
rated 6.3 points. Still this is the best score, the average being 4.4 points (Chart 2). This is because in the 
other communities local taxes have an even lower share in local budget revenue, than in Tumanyan.

chart 2. Local taxes should generate a significant share of the local budget
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Based on the evaluation of the composition of local taxes, the annual changes in local tax base and the 
number of taxpayers by major types of local taxes, the total score assigned on “Local taxes should be 
based on a stable tax base” is 7.3 points, very close to the average – 7.2.

The score calculated based on the ratio of collected taxes to the tax base (by taxpayers’ groups), the total 
amount of arrears in local tax collection, the evolution of arrears in time, the number of court cases and liti-
gations resolved, is 3.8, which means that the municipality should take measures to prevent tax avoidance 
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and tax evasion. The average result of all 5 pilot municipalities is 4.3 points, while Abovyan has achieved 
the highest result – 6 points. One of the measures to prevent tax avoidance is to inform taxpayers with a 
written notice about the date and the amount of taxes to be paid.

The score on “Quality of tax regulations should be improved” is very low. it is only 1.3 points, which is the 
worst result, the average being 3.9 points. Therefore, the municipality’s administration needs to consider 
the following recommendations to improve tax regulations:

 • Local revenue policy goals should be better translated to tax regulations;
 • The share of taxes collected as a result of tax audits in the total amount of collected taxes should be 

decreased with parallel increase of tax collection;
 • The share of litigation cases won in the total number of tax cases should increase;
 • The amount of arrears accumulated annually should decrease through more efficient tax adminis-

tration at the municipal level, which needs to be improved based on audit results.
The score on “information on the tax base should be updated and has to be founded on legitimate 
sources” is close to the average – 6.7 points (the average being 7.1). This means that Tumanyan municipal-
ity maintains proper cooperation with higher authorities (national tax office, business register, cadastre, 
vehicle registration). There is definitely room for strengthening this cooperation.

in Tumanyan municipality, reserves are not set aside for litigation, so the municipality received 0 points, 
while Abovyan achieved the highest score of 10 points. The average is also low – 3.6 points. The main rec-
ommendation here is to file court cases to collect overdue taxes and set aside reserves for litigation.

Tumanyan municipality received average scores on “information and publicity”: information and expla-
nations on local taxes and tax regulations should be made public – 5 points (the average being 5.8); Public 
information on the use of local tax revenue should be comprehensive and understandable – 5.7 points 
(the average being 6.3). Therefore, there is room for improvement, particularly in the following sub-areas 
of public information:

 • All the diverse means of information sharing (electronic, posters, direct mailing, telephone) should 
be fully employed;

 •  reporting on the implementation of local budgets should be more transparent and public;
 • explanations on general purpose local tax (land tax, property tax) revenues should be more clear 

and understandable.
The score on “tax registration and timely collection should support smooth cash flow” is quite high – 
7.3 points (the average being 7.9). This means that the taxpayers’ register is regularly updated, delays and 
unpaid taxes are monitored by the tax information system, there is a warning mechanism for overdue pay-
ments, and internal legal procedures for non-payment are regulated and publicly known.

While the average score on “tax administration should be simple: few formalities, least administra-
tive efforts by taxpayers” of all 5 pilot municipalities is 5.4 points, the score of Tumanyan municipality is 
quite low – 3.6 points. So there is still much to be done to inform the public on local tax payment, billing, 
justification of taxes, and diversification of payment forms, as well as to ensure transparency of information 
on complaints.

in Tumanyan municipality, payment notices provide information on tax levies including taxpayer 
identification, tax base, exemptions, tax rate, amount due, deadline for payments, forms of payment, con-
sequences of delay or non-payment, which justifies the highest score of 10 points (the average being 9 
points).

The situation with the availability and use of various forms of payment for local taxes is the nearly same, 
so the score on “easy payment systems” is 9 points, the average being 9.4. Tatev, Abovyan and Ashtarak 
received 10 points in this area, so Tumanyan municipality ranks 4th.

in contrast to the previous two results, the evaluation result on “complaint procedures should be clear” 
is only 1 point, as such procedures have not been regulated yet. The average result of all 5 pilot municipali-
ties is 5.2 points, the highest result was achieved in Ashtarak – 8.3 points, while Tumanyan municipality 
received the worst result (Chart 3). 
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chart 3. complaint procedures should be clear
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in the tax system audit section, “comparing collection costs with tax revenues” scored 2 points (the aver-
age being 3.8), while “tax coverage: identification of tax payers and collection rate” received 2.7 points 
(the average being 5.5) as no significant research or analysis has been done on these matters.

fees, charges and miscellaneous revenues

The evaluation result on “User charges should generally comply with service costs” is 2.3 points, which 
reflects the fact that the municipality still has considerable weaknesses in the calculation of service costs 
(including total current and capital investment costs). Two-component user charges are not matched with 
fixed and variable costs, while increase in user charges is not calculated by a regulated formula, reflecting 
major service cost components (e.g. capital, labour, energy).

The evaluation result on “charges should not reduce demand for services excessively” is 2 points but 
it is not the lowest, the average being 3 points. Local policy preferences are not adequately reflected in 
average charges, exemptions and subsidies, also pricing methods do not follow local policy goals in an 
appropriate form.

The same score was obtained on “access to essential services by disadvantaged groups should be pre-
served”. The average score is 5.7 points, while the best result was achieved by Dilijan – 8.5 points (Chart 4).

chart 4. access to essential services by disadvantaged groups should be preserved
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The score is calculated based on the following indicators:

 • Policy on subsidies reflects social policy goals; 
 • Subsidies are financed from the local budget.
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So the policy on subsidies from the local budget should achieve the optimal compromise between follow-
ing important principles:

 • maximum self-sufficiency of provided services; 
 • Charges should not reduce demand for services excessively;
 • Access to essential services by disadvantaged groups should be preserved.

For example, the municipality can increase service charges up to the point where demand for services 
would decrease. For disadvantaged groups, in this case the municipality can introduce additional family 
benefits to cover extra expenses resulting from a possible increase of service charges.

in contrast to the previous poor results, the result on “exceptional revenues should finance capital rev-
enues” is 10 points (the average being 9.8). This means that in Tumanyan municipality, windfall revenue 
is a separate item in the local budget, and own source capital revenue (revenue from the sale of land or 
property) is used only for capital expenditures.

capital Budget financing

Two areas in the Capital Budget Financing section, “Local capital investments are managed effectively” 
and “capital expenditures are funded by diverse sources of local revenues”, received the same score – 
8.3 points as most of the indicators correspond to the requirements of national legislation.

local property

“organisational forms and rules of asset management are transparent” got 9 points (higher than the 
average – 8.2), which means that decision-making powers on the sale, use and lease of municipal assets 
are clearly regulated, and local government control over municipal asset management organisation is ef-
fective. 

The evaluation result on “regulations on municipal companies ensure their long term financial stabil-
ity” is below the average (4.6) – 4.3 points. This is mainly due to the fact that service provision contracts 
with local companies are generally signed on an annual basis. They should be concluded for the medium 
term. 

Another issue is that municipal compensation is covering mainly operational costs but does not enable 
the companies to make a reasonable profit, which is important for their development.Ownership of assets 
and related maintenance obligations are not stipulated clearly in the contracts. The contracts should be 
changed to reflect these issues, which would improve the efficiency of local property management.

Evaluation of financial ManagEMEnt in tuManyan Municipality

sound Budgeting and fiscal planning

in Tumanyan municipality, the evaluation result on “overall financial framework of multi-year budget-
ing“ is only 3.3 points (the best result – 8 points – belongs to Ashtarak, while the average is 5 points). This 
means that there is no clear connection between local policies, strategies and budget items, the budget is 
not based on mid-term local policies, and changes in the overall budget cap do not fit into the macroeco-
nomic framework.

“multi-annual budget plans“ is rated with 2 points (the average being 2.8). The multi-annual plan plays 
only a formal role in the municipality and the budget is not based on it. This is a common problem in all 
municipalities in Armenia. Therefore, one of the priorities of local finance management reforms in Armenia 
should be to introduce multi-year budget planning and to incorporate it into the municipalities’ budget 
process. This reform should be initiated and actively implemented with the support of the ministry of Fi-
nance and mTAD.
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The evaluation result on “Budget strategy debate“ is only 1 point (the average being 3 points, the highest 
– 5 points, Dilijan). So the first step in the budget process should be to discuss and approve current budget 
objectives and fiscal policy. 

Budgeting methods and capacity are not developed either. The score on “technical capacity in budget 
preparation procedure“ is 2.4 points, the average being 4.4 (see Chart 5), while the score on “analytical 
sheets make the budget transparent“ is only 2 points, the highest result being 7.3 (Dilijan), while the 
average – 4.9 points. 

in other words, the municipality still has a lot to do to improve the following indicators:

 • Budget preparation is supported by all type of local professional capacity;
 • Budget preparation is the most powerful tool to discuss and identify the best solutions for service 

delivery;
 • Comparisons are used to justify appropriate changes in figures and compare former performances 

against the objectives;
 • Broad staff involvement and available professional capacity supports autonomy and openness.

chart 5. technical capacity in budget preparation procedure
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Also, the municipality still has not paid serious attention to using more dimensions and cross-references to 
inform decision making, or a structured set of analytical budget in the budget planning process.

The municipality received average scores on budget procedures. the involvement of the elected bod-
ies, outsiders contribution to the budget documents is very limited. in other words, the participatory 
budgeting process is quite weak both in Tumanyan and in other pilot municipalities. Active participation of 
community members, elected bodies and other local finance specialists makes the budget more credible 
and comprehensive.

“the time frame of the budget debate by elected bodies” is rated 6 points, which means that generally 
there is sufficient time to review and understand the budget proposal, organise the debate, as well provide 
adequate information on budget documents. 

the openness and transparency of budget documents in Tumanyan municipality is lower than the aver-
age for the pilot municipalities. The accessibility of local budget documents should be improved by using 
more actively mass media and the other relevant instruments to increase the publicity of the local budget.

in the Fiscal Policy Objectives area, both “support to non-governmental organisations providing com-
munity services to vulnerable groups should be protected during restrictions“ and “cooperation 
with other local authorities“ got 0 points. The municipality should first of all improve the level of coop-
eration with nGOs and seek cooperation with other local authorities in order to increase the efficiency and 
effectiveness of local governance.

in effect, no “cost-saving strategies” have been adopted or sustained. Cost saving is not a clear policy 
target but it is considered rather implicitly than explicitly. Therefore, it is worth adopting a cost-saving 
strategy for the implementation of community programs in a mid-term perspective. 



Piloting Local Finance Benchmarking toolkit      Page 70

The evaluation result on “adjoining authorities share administrative and professional resources” is 
low – only 1.8, points, so the municipality needs to take steps towards inter-municipal cooperation in the 
provision of basic services, improve service quality, and use electronic procurement for goods and services.

special rules on Budget adjustment and implementation

in the “special rules on Budget adjustment and implementation“ area, the municipality should focus 
on independent opinion on final reports and financial statements to improve its result, which is 0 points. 

it is also important to finalise the process of introducing regular audit and evaluation of budget execution 
by formalising the local framework of supervision, monitoring and reporting which has not been fully 
established yet. 

Another main problem of local finance management are the frequent budget adjustments within a year. 
The score of Tumanyan municipality is not the worst but it is one of the lowest (Chart 6). Therefore, im-
proving budget planning and strengthening budget discipline will definitely increase the credibility of the 
budget.

chart 6. Budget adjustment during the year is limited
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Also there are problems with local service management efficiency (the related area scored 2.3 points); 
that is why the outputs of municipal service provision should be regularly assessed, unit costs of services 
should be evaluated, while service efficiency should be a key target indicator for the service organisation 
and its management.

in Tumanyan municipality, the relations between the local government and its subsidiary organisations 
are regulated by transparent agreements (the score is 9.5 points against an average of 8.8 points for pilot 
municipalities). However, it is important to mention that local government service contracts do not cover 
asset management and do not have enough impact on social issues.

special control, supervision of activities

Tumanyan municipality has some problems with special control and supervision of activities. The munici-
pality does not pay significant attention to the framework and role of both internal and external audit 
(Chart 7), although proper audit strategy helps to improve the efficiency of the budget process. Hence, the 
establishment of at least the internal audit function is essential for the municipality for the coming year.
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chart 7. Framework and role of internal audit
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Tumanyan municipality received 0 points on “special consideration have to guarantee PPP projects”, 
while the highest result is 7 points, and the average is only 2.2. it is important to note that PPPs are a poten-
tial mechanism for financing public service infrastructure and saving resources in the current situation. But 
they need to be considered carefully to prevent potential risks and extra cost in the future. Proper debate 
establishes rules and guarantees for the potential use of PPP financing.

 3.5 points reflect the fact that a procedure in a situation of financial difficulties is not in place and 
should be set up. The municipality should designate a person, responsible for recovery, to whom any warn-
ing signs noticed should be reported (organise an open competition to hire an appropriate person, if nec-
essary). Key decisions on the general principles of recovery plans, as well as the rules and responsibilities 
for solving the problem, should also be adopted. 

recommendations

Summarising the above mentioned scoring results of Tumanyan municipality, we would like to draw the 
attention of the local leaders to the following vital and priority areas of local finance management:

 • increase transparency and public involvement in the budget process; Participatory budgeting is not 
only an important part of democratic governance but also makes local budgets more comprehen-
sive and reliable;

 • introduce up-to-date methodology for assessing local staff capacity building needs and approve a 
mid-term training programme initially for the financial and fiscal staff;

 • Prevent tax avoidance and tax evasion by simplifying tax administration, making more active use of 
prior notices to taxpayers, and starting litigation against defaulting taxpayers in order to reduce tax 
arrears;

 • establish an efficient system of internal audit and supervision of activities; Programme-based bud-
geting principles cannot be introduced at municipal level without properly functioning internal au-
dit, therefore, special attention is required to develop training programmes in this area;

 • establish the external audit function, which is non-existent in Tumanyan municipality; independent 
opinion on budget implementation reports is vital to help community leaders and the public assess 
the level of credibility of budget reports and identify the main bottlenecks of the budget process in 
general;

 • Strengthen the connection between the local mid-term development strategy and the budget by 
starting budget discussions on key fiscal policy issues coherent with mid-term development plans; 

 • Foster cooperation with other municipalities, predominantly in the areas of the common infrastruc-
ture, and support business projects of mutual economic interest, particularly through PPP projects.
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annEx

SECTION and AREA Tumanyan Average
Benchmarks oF FinanciaL resoUrces
i. GenerAL PrinCiPLeS OF LOCAL FiSCAL POLiCieS    
1. Local tax policies design    

1.1. Local revenue policies should be approved by elected bodies 9.7 5.7
1.2. impact assessment of local revenue policies should be made public 6.7 6.5

2. transparency and public involvement    
2.1. Budgetary and financial issues should be discussed at open meetings 2.8 4.8

3. Use of it    
3.1 Governance efficiency should be improved by iT 5.9 6.5

4. capacity development of local staff    
4.1. Training in various forms is needed for the local staff 3.8 3.6
4.2. Systems should be set up to enhance professionalism on financial and fiscal matters 5 6.2
4.3. Systems should be set up to enhance staff ethics on financial and fiscal matters 7 5.2

ii. LOCAL TAxATiOn    
5. Local tax policy design    

5.1. Local taxes should be based on the principle of fairness (ability to pay) 6.3 4.5
5.2. Local taxes should generate a significant share of the local budget 6.3 4.4

6. tax policy    
6.1. Local taxes should be based on a stable tax base 7.3 7.2
6.2. Tax avoidance and tax evasion should be prevented 3.8 4.3
6.3. The quality of tax regulations should be improved 1.3 3.9
6.4. information on the tax base should be updated and has to be founded on legitimate 
sources 

6.7 7.1

6.5. reserves should be set aside for litigation 0 3.6
7. information and publicity    

7.1. information and explanations on local taxes and tax regulations should be made 
public 

5 5.8

7.2. Public information on the use of local tax revenue should be comprehensive and 
understandable 

5.7 6.3

8. tax administration    
8.1. Tax registration and timely collection should support smooth cash flow 7.3 7.9
8.2. Tax administration should be simple: few formalities, least administrative efforts by 
taxpayers 

3.6 5.4

8.3. Payment notices should provide information on tax levies 10 9.0
8.4. easy payment systems 9 9.4
8.5. Complaint procedures should be clear 1 5.2

9. tax system audit    
9.1. Comparing collection costs with tax revenues 2 3.8
9.2. Tax collection: identification of taxpayers and collection rate 2.7 5.5

iii. FeeS, CHArGeS AnD miSCeLLAneOUS reVenUeS    
10.1. User charges should comply with service costs 2.3 2.3
10.2. Charges should not reduce demand for services excessively 2 3.0
10.3. Access to essential services by disadvantaged groups should be preserved 2 5.7
10.4. exceptional revenue should finance capital revenue 10 9.8

iV. CAPiTAL BUDGeT FinAnCinG    
11.1. Local capital investment is managed efficiently 8.3 9.3
11.2. Capital expenditures are funded by diverse sources of local revenue 8.3 8.1

V. LOCAL PrOPerTY    
12.1. Organisational forms and rules of asset management are transparent 9 8.2
12.2. regulations on municipal enterprises ensure their long-term financial stability 4.3 4.6

Benchmarks oF FinanciaL manaGement 
i. SOUnD BUDGeTinG AnD FiSCAL PLAnninG    
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SECTION and AREA Tumanyan Average
1. Fiscal strategy design    

1.1. Overall financial framework for multi-year budgeting 3.3 5.0
1.2. multi-annual budget plans 2 2.8
1.3. Budget strategy debate 1 3.0

2. Budgeting methods and capacity    
2.1. Technical capacity in budget preparation procedure. 2.4 4.4
2.2. Analytical sheets make the budget transparent 2 4.9

3. Budget procedures    
3.1. involvement of elected bodies 4.5 3.9
3.2. Separate debate and approval of complex, major investment projects or other 
significant programmes 

7 6.6

3.3. Outsiders’ contribution helps accountability 3.7 4.9
3.4. The time frame of budget debate by elected bodies 6 6.2
3.5. Openness of budget documents 6 6.6

4. Fiscal policy objectives    
4.1. Cost-saving strategies are adopted and sustained 1.5 3.8
4.2. Support to non-governmental organisations providing community services to 
vulnerable groups should be protected during restrictions

0 1.3

4.3. Cooperation with other local authorities 0 1.9
4.4. Adjoining authorities share administrative and professional resources (tax collection, 
audit implementation)

1.8 2.2

ii. SPeCiAL rULeS On BUDGeT ADJUSTmenT AnD imPLemenTATiOn    
5.1. regular monitoring keeps track of budget implementation 6.5 6.2
5.2. Local framework for supervision, monitoring and reporting is established to audit 
budget implementation 

7.7 7.1

5.3. independent opinion on final reports and financial statements 0 1.6
5.4. Budget adjustment during the year is limited. 2.8 5.0
5.5. relations between the local government and its subsidiary organisations are 
regulated by transparent agreements 

9.5 8.8

5.6. Local government service contracts cover asset management and social issues 3.3 5.4
5.7. Local service management should be made efficient 2.3 2.7

iii. SPeCiAL COnTrOL, SUPerViSiOn OF ACTiViTieS    
6.1. Framework and role of internal audit 0 3.9
6.2. Special consideration has to guarantee PPP projects 0 2.2
6.3. Procedure in situation of financial difficulties 3.5 3.9

totaL 4.6 5.4
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Piloting Local Finance 
Benchmarking toolkit pilot  
in armenia

final rEport

1. lfB adaptation

Local finance benchmarking standard toolkit covers 13 areas and 47 sub-areas in the section on financial 
resources and 6 areas and 34 sub-areas in the section on financial management. 

As a result of the LFB revision, the adopted toolkit covers 12 areas and 31 sub-areas in the section on finan-
cial resources and 6 areas and 24 sub-areas in the section on financial management.

The following changes have been made during the LFB toolkit adaptation process:

1. Four sub-areas and indicators related to the share of local budget revenue and to tax rates, were 
removed from the area on local tax policy design because currently, local governments are not re-
sponsible for the design and approval of local taxes.

2. One area: timing of fiscal decisions was removed since decisions on revenue and expenditure are 
made concurrently under the existing budget legislation. This is the rule and there is no room for 
improvement.

3. Three sub-areas related to borrowing on behalf of local governments were removed from the capi-
tal budget financing area because there is no practice of borrowing from the different sources to 
finance local budget deficits.

4. The “Local governments keep control of strategic property” sub-area was removed from the Local 
property area because service organisations managing natural monopolies are not controlled any-
more by the local governments.

5. The “explanations of performance” sub-area was removed since it mainly relates to the programme-
based budgeting methodology, which has not been established yet at the municipal level.

6. The “Financial reserves for risk management” sub-area was also removed from the “Budgeting meth-
ods and capacity” area because it has not been implemented yet at the local level since setting up 
the framework for a sound financial system and risk management needs huge capacity building and 
will take many years. 

7. independent opinion on budget proposal was removed because none of the municipalities prac-
tices this in their budget process.

2. lessons learned 

Local governments presented their problems very frankly and transparently and participated very actively 
in the entire scoring process with their quite unbiased position.

There is an obvious understanding among municipal authorities about the importance of the LFB as an 
efficient instrument to improve local finance management.

municipal authorities have clearly demonstrated their interest and ownership approach to the LFB toolkit 
as a significant tool to improve local finance management.
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The actual workload of each of the three local experts throughout the entire project implementation 
process was:

1. review of materials and literature – 4 days;
2. initial discussions on planning project implementation and working meetings in mTAD and LFB ad-

aptation – 4 days;
3. Scoring of each pilot municipality – one day;
4. Analysing scoring results, working meetings, discussions and writing reports on each pilot munici-

pality – four days;
5. Discussing draft reports, translation and editing – three days for each pilot report;
6. Preparing the closing seminar, designing PowerPoint presentations – 2 days;
7. Preparing final reports – 2 days.

This workload also includes active discussions and correspondence with the team leader and the manage-
ment of the project. 

So the average actual time spent by each of the local experts on the entire project involving five pilot mu-
nicipalities was around 52 days.

As a result of the implementation of the LFB toolkit in the five pilot municipalities, the following common 
problems were identified:

1. special control, supervision of activities
 most of the municipalities do not pay significant attention to the importance of audit. However, 

proper audit strategy helps to concentrate resources. Only in recent years, internal audit has been 
highlighted in connection with the introduction of programme-based budgeting principles and 
mechanisms in 2018. it will be useful to pay attention not only to internal but also to external audit, 
as well as to have appropriate staff and cooperate with audit firms.

2. independent opinion on final reports 
 There is a lack of legislative regulations concerning external audit. The major law regulating the sys-

tem of local government, does not require independent auditing, however it is imposed by budget 
legislation. As a result, municipalities interpret the law and implement its requirements based on 
expediency and financial opportunities. 

3. multi-annual budget plans
 municipalities do not have multi-annual budget plans, as they are not covered by the legislation. 

There are only four-year programmes on local social and economic development, which cannot 
substitute for multi-annual budget plans. multi-annual budget plans are a prerequisite for a bal-
anced annual budget, therefore, it would be advisable to adopt appropriate legislative provisions 
and implement them in practice.

4. cooperation with other local authorities
 municipalities should raise the level of cooperation to improve efficiency and effectiveness (both 

vertically and horizontally), and find solutions to some common problems.
5. reserves should be set aside for litigation
 Such practice is virtually non-existent in most municipalities but it is highly recommended to set up 

reserves for the future.
6. share of local tax revenue in total revenuesThe share of local tax revenue in total revenues is 

quite low.
 even if taxes are collected in full, local taxes do not form a significant part of the local budget. Tax 

revenues are not sufficient to implement even some of the powers provided by law. Currently, the 
main part of municipal budgets is still shaped by transfers provided by the state, mainly financial 
equalisation grants. 

Changes in these areas require systemic improvements, that is legislative and regulatory reforms.
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3. recommendations

Based on the LFB toolkit implementation, the following recommendations to improve local finance man-
agement are proposed to local governments:

1. increase transparency and public involvement in the budget process by organising public discus-
sions of the draft budget, particularly when large capital investment projects are involved, and en-
gaging professional experts in the different areas of municipal management; Participatory budget-
ing is not only an important part of democratic governance but also makes local budgets more 
comprehensive and reliable;

2. introduce up-to-date methodology for assessing local staff capacity building needs (also based on 
the LFB scoring results) and approve a mid-term training programme initially for the financial and 
fiscal staff;

3. ensure transparency and accessibility of fiscal information to all users;
4. Take measures to prevent tax evasion including by sending written notices to taxpayers on tax obli-

gations and payment deadlines, and starting litigation against defaulting taxpayers;
5. Strengthen the connection between the local mid-term development strategy and the budget by 

starting budget discussions on key fiscal policy issues coherent with mid-term development plans;
6. improve the level of cooperation with nGOs and other local authorities in order to increase the ef-

ficiency and effectiveness of local governance;
7. Take steps towards inter-municipal cooperation in the provision of basic services, improve service 

quality, and use electronic procurement for goods and services; 
8. Focus on local service management efficiency; the outputs of municipal service provision should be 

regularly assessed, unit costs of services should be evaluated, while service efficiency should be a 
key target indicator for the service organisation and its management;

9. Pay attention to the framework and role of both internal and external audit; Proper audit strategy 
helps to concentrate resources and improve the efficiency of the budget process. in case of lack 
of auditing resources, effective cooperation between internal and external auditing is suggested. 
There is a need to organise special training courses for internal audit staff.

4. proposals for the continuation of the lfB project

We hope that pilot municipalities would use the LFB toolkit for their capacity development plans and to 
increase the efficiency of local finance management in the future.

However, to ensure that in the next 1-2 years all local governments will start to use this instrument, relevant 
authorities or mTAD should make this exercise mandatory for the municipalities. This can be done in 2017, 
after at least 15 pilot municipalities have been scored. in 2017, some preparatory work also needs to be 
done to organise other municipalities that will launch the LFB scoring system in 2018.

it is necessary to train at least 10 key LFB experts in 2017 – one for each region (marz), to assist municipali-
ties in implementing the LFB scoring system, summarising results, and adjusting local finance manage-
ment accordingly. The other group of experts should work in Yerevan to collaborate with mTAD and region-
al authorities in preparing the introduction of the LFB in Armenia (including making visits to municipalities, 
organising workshops and seminars in the regions, etc.).

Communities Financial Officers Association of Armenia (CFOA) can be a key partner in the introduction of 
the LFB toolkit in the republic of Armenia.

CFOA or/and mTAD can contract an independent expert to do the scoring.

in any case, the main beneficiaries should be the municipalities since the LFB toolkit is specially designed 
to measure the efficiency of local finance management and to improve it. 
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5. municipal lfd&i system

5.1. lfd&i collection and processing in armenia: current situation

Financial data collection

Financial data from municipalities is officially collected and published by mTAD and mOF.

Although all local budgets are designed and presented in the treasury system in one general format and 
are accessible to various external users, there are still some difficulties and obstacles in obtaining and ana-
lysing these data. each year, mOF keeps the approved format of the budget but publishes only aggregated 
indicators and no segregated data for each municipality. mTAD publishes data on municipalities but only 
in PDF format and without updating it every year. All this makes working with data difficult.

Financial data processing

in Armenia, financial data from municipalities is not being processed in an integrated and standardised 
manner yet. For many years, different indicators have been analysed by various specialists for diverse pur-
poses. Because of this, it is impossible to: 

 a) compare the same indicator across several years and analyse its dynamics;

b) compare the same indicator across municipalities.

There is also no unified approach and criteria on how to assess different financial indicators or, in other 
words, which level of a given indicator can be considered “good” or “bad”. in this area, there are only various 
expert assessments.

5.2. municipal lfd&i collection and processing in armenia: recommendations for the 
future

a system of financial indicators needs to be approved.

it would be worthwhile to compile and use regularly in the future a reasonable number of financial indica-
tors, which would allow for comparison and analysis across municipalities, years, etc. The set of indicators 
should be compiled taking into consideration opinion of mTAD, experts and local governments. 

Financial indicators and assessment methods need to be explained clearly.

it is essential to provide a clear explanation on how each indicator should be screened and measured.

it would be worthwhile to develop a template or a methodology for assessing a given financial indicator. 
This methodology should be well-justified reflecting possible changes and allowing for comparison across 
different years.

There is a need to appoint a responsible specialist or unit to analyse and update financial indicators. CFOA 
can perform these functions successfully, given its analytical, information and technical capacity.

it also essential to establish an automated system for the assessment and analysis of financial indi-
cators. Such a comprehensive system would significantly improve the efficiency of assessment and analy-
sis of financial indicators.

there is a need to ensure transparency and publicity of municipal financial data and indicators for 
all the users and for the beneficiaries, in particular.
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Final report on Local Finance 
Benchmarking in armenia

adaptation of the standard lfB toolkit 

The local finance benchmarking project was strongly supported both by the national government and 
the local government representatives at the launching workshop held on 14 April, 2016. Despite the fact 
that the former Council of europe national expert was not able to join the project, she helped a lot to 
get endorsement from the ministry of Territorial Administration and Development. The two associations 
representing local governments and community finance officers also supported the LFB project activities. 
Several local governments volunteered for piloting from the group of recently merged, multi-settlement 
communities and cities. The workshop participants formulated some recommendations on the issues to 
be included in the adjusted toolkit (asset management, inter-municipal cooperation, long-term financial 
planning, internal audit, etc.)

The actual adaptation of the standard toolkit was rather conservative, keeping 70% of the items of the 
original questionnaire. Among the 33 indicators on local financial resources, the items on general principles, 
which are mostly related to local tax policy design and transparency, were dropped. They are discussed 
in other sections, and also local tax autonomy is limited in Armenia. The questions on local taxation were 
refined and simplified, focusing on tax principles and administration.  Some items on capital budget fi-
nancing were removed, because borrowing is not an established practice in municipalities. items on local 
property management focused on organisational forms and municipal company regulations, because lo-
cal governments’ control over public property is limited.

in financial management, 24 items were used, which is 70% of the standard toolkit indicators. Budgeting 
and fiscal planning focused more on strategy design, procedures and policy objectives, and less on bud-
geting methods, such as program budgeting. in budget implementation, budget tracking, adjustment 
and contracts were included, but more sophisticated issues, such as risk management, were seen as irrel-
evant. Among the indicators on control and supervision, only a few items related to internal audit and PPP 
schemes, links to commercial entities, use of external consultants were dropped. 

Table 1 summarises those areas, where the adaptation rate was the lowest. This means there is limited local 
practice in those areas of local financial resources and financial management. So they are also the potential 
areas of capacity development and regulatory changes. 

table 1. Lowest adaptation rate by areas

Avg. score Indicators

adapted 
toolkit

standard 
toolkit

ratio of adapta-
tion

V. Local Property 6.4 2 4 50.0%

1. Local tax policies design 6.1 2 4 50.0%

6. Local tax policy design 6.1 3 6 50.0%

2. Transparency and public involvement 4.8 1 2 50.0%

iii. Special Control, Supervision of Activities 3.3 3 6 50.0%

iV. Capital Budget Financing 8.7 2 5 40.0%

2. Budgeting methods and capacity 4.7 2 6 33.3%
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The scoring methodology was based on the specific indicators behind each survey item. However, it was 
not clearly defined how the scores were actually calculated, so it can be assumed that they are based on 
the best expert’s judgement. 

piloting the toolkit

The LFB survey was implemented in three newly created multi-settlement municipalities: Dilijan (popula-
tion: 25,000), Tumanyan (4,600), Tatev (6,500), and in two cities: Ashtarak (19,000), Abovyan (44,000). The 
actual survey implementation took place in the summer holiday period and before the local elections in 
September. 

The fieldwork was hampered also by the fact that the new multi-settlement municipalities have no estab-
lished financial management practices. So in these communities presently covering seven-eight former 
entities, the LFB survey focused on the largest, central town. The new regulations on incorporated mu-
nicipalities were not fully operational, so information from the former heads of smaller municipalities was 
collected. They usually have some positions in the new municipalities, as deputy mayors or finance direc-
tors. The average of indicators was calculated, which might be different from the scores of the future large, 
multi-settlement municipalities.

Piloting results by LFB areas are summarised in Table 2. The areas cover rather different indicators. Usually, 
the areas with high average are based only on a few indicators. The first one, timing of fiscal decisions, was 
later removed because there were no differences in local practices; all municipalities had to follow the 
centrally-set budgeting timetable. The areas with the lowest scores (below 5) suggest limited autonomy 
in local financial management and lack of capacity in various areas of municipal management. This clearly 
indicates the areas for improvement.

table 2. average scores by LFB areas

LFB areas scores

Timing of fiscal decisions 9.3

Capital budget financing 8.7

Tax administration 7.4

Use of iT 6.5

Local Property 6.4

Local tax policies design 6.1

information and publicity 6.1

Local tax policy design 6.1

Budget procedures 5.7

Special rules on Budget Adjustment and implementation 5.3

Tax policy 5.2

Fees, Charges and miscellaneous revenues 5.2

Capacity development of local staff 5.0

Transparency and public involvement 4.8

Tax system audit 4.7

Budgeting methods and capacity 4.7

Fiscal strategy design 3.6

Special Control, Supervision of Activities 3.3

Fiscal policy objectives 2.3

Differences were visible among municipalities, as well. Usually, the indicators on financial resources scored 
higher (6.3) compared to performance on financial management, which was lower (4.2). Differences among 
municipalities were not significant, the average scores ranged between 4.4 and 6.6. Chart 1 ranks pilots by 
score, where two of the new, multi-settlement municipalities lag behind, while Dilijan and the two cities 
lead among the five pilots. 
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chart 1. Local Finance Benchmarking scores
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reporting

The pilot municipalities received approximately 20-page-long reports from the local team. each municipal 
report included detailed analysis of all LFB sections and areas. The score of each municipality was com-
pared to the pilots’ average and the minimum or maximum scores. The municipal reports formulated spe-
cific recommendations on those LFB areas, which scored the lowest.

Based on these municipal reports, various recommendations were formulated. They targeted partly local 
government decision-makers, but they are policy proposals, as well. According to these proposals, the fol-
lowing areas of local financial resources and financial management should be improved: 

 • Transparency: increase transparency and public involvement in the budget process; ensure transpar-
ency and accessibility of fiscal information to all users.

 • Strategic approach: Strengthen the links between the local mid-term development strategy and the 
budget; multi-annual budget plans should be prepared.

 • Tax administration: Take measures to prevent tax avoidance and tax evasion; reserves should be set 
aside for litigation.

 • Cooperation with nGOs and other local authorities in the provision of basic services, and improving 
service quality.

 • Service management: efficiency, outputs and unit costs of municipal services should be regularly 
evaluated.

 • Capacity building: assess capacity building needs, approve mid-term training programme for finance 
staff.

 • Internal and external audit: proper audit strategy, effective cooperation between internal and exter-
nal auditing. internal audit should be improved with the introduction of programme-based budget-
ing in 2018. Legislation on external audit is missing.

continuation of the lfB project 

The proposed host organisation of the LFB and the complementary Local Finance Database and indicator 
Project is the Municipality Finance Officers’ Association (CFOA: http://cfoa.am/en/). This is a highly profes-
sional nGO with twenty years of experience. Presently it is the leader of a consortium managing a large 
USAiD project on Civic engagement in Local Governance (CeLoG: http://cfoa.am/en/archives/4489).
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According to their plans, the LFB survey will be implemented in all 56 municipalities participating in the 
CeLoG project. This will create a solid basis for comparison. They plan to repeat the survey regularly and 
publish the results on the CFOA website, once the web application is available in march 2017. A team of 
local experts will be trained to implement the LFB survey (minimum one contact person in each region). 

These regional experts might share the tasks of implementing the LFB survey with a core, central team. 
As proposed by the experts completing the pilots, the actual data collection for the LFB survey might be 
separated from the scoring and evaluation report writing. in this case, the time-consuming data collection 
will be done by the local governments themselves under the supervision and guidance of the regional ex-
perts. Based on these evidences, the central team will do the scoring. This separation of tasks requires very 
precise and straightforward scoring methodology because the core team will not meet the local govern-
ments. This can minimise the estimated workload because local governments would be actively involved 
in the survey implementation. Assuming local administration input, the local/regional expert would need 
5 days, the scoring and report writing would take another five days, a total of 10 days per municipality.

The only risk identified by the local expert is that the LFB survey might be misused by the national govern-
ment for punishing local governments for low performance. The LFB is a diagnostic tool, which aims to 
improve management through information exchange and learning. if it becomes a regulatory tool, then 
the implementation might be biased. The LFB experts could be influenced to manipulate survey results 
and scoring.

The following documents have been uploaded on the LFB project website: 

1. Country Study for Preparing Local Finance Benchmarks: Armenia 
2. Presentation on Local Government Finances: Armenia
3. LFB Local Toolkit Armenia (+ Armenian version)
4. Launching conference, Yerevan, 14 April 2016: presentation of Péteri Gábor (+ Armenian version)
5. Closing workshop presentations:

 • Piloting the LFB in Armenia (April-november 2016) by Gábor Péteri (+ Armenian version)
 • LFB project in Armenia by Levon Barkhudaryan and Hasmik Babayan (+ Armenian version)
 • Local finance database of municipalities in Armenia by Vahan movsisyan (+ Armenian version)
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17The European Union is a unique economic and political partnership 

between 28 democratic European countries. Its aims are peace, 
prosperity and freedom for its 500 million citizens – in a fairer, safer 
world. To make things happen, EU countries set up bodies to run 
the EU and adopt its legislation. The main ones are the European 
Parliament (representing the people of Europe), the Council of 
the European Union (representing national governments) and the 
European Commission (representing the common EU interest).

The Council of Europe is the continent’s leading human rights 
organisation. It comprises 47 member states, 28 of which are 
members of the European Union. All Council of Europe member 
states have signed up to the European Convention on Human 
Rights, a treaty designed to protect human rights, democracy and 
the rule of law. The European Court of Human Rights oversees the 
implementation of the Convention in the member states.
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