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Abstract: Traditionally, the functions of financial control in
public sector organizations have been targeted at the formation of
budgets and, accordingly, the execution of expenditures. However,
in recent decades, performance budgeting has been implemented
in international practice, which has followed not only the
expenditure of financial resources, but also the results expected
from them in the public sector. The article discusses the possibilities
of integrating the functions of financial control and performance
audit in the public sector. In particular, it is proposed to introduce
a key performance indicator monitoring system into the traditional
financial control toolkit.
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Research aims: to comment on the weaknesses and strengths
of traditional financial control in the public sector and based on
this, to present recommendations for improving the financial
control toolkit.
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Research novelty: is proposed the use of KPIs for improvment
in the financial control toolkit of public sector, whereby monitoring
of financial discipline accompanied by assessments of the target
cost - effectiveness of financial resources.

Introduction
Participants of public services and the non-profit sector

regularly evaluate their activities in terms of the mission, goals and

objectives for which they were created. In international practice,

from this perspective, performance audit is of particular
importance, which is widely used in public sector organizations (Dal

Mas, F., Massaro, M., Lombardi, R., Garlatti, A., 2019).
Performance audit is an independent, impartial and credible

study, that reveals the extent to which public initiatives are relevant

and timely, the extent to which certain systems, operations,
programs, activities or organizations operate in accordance with the
principles of economy, purpose and cost effectiveness, and whether

there is room for improvement or not (Funnell, W., 2015).

The principles of economy, purpose and cost effectiveness of
performance auditing can be defined as follows:

v' The principle of economy means minimizing the cost of
resources. The resources used should be available at the right
time, in the right quantity and quality, as well as at the best
price.

v" The principle of cost-effectiveness means getting the most out
of the resources available. This refers to the relationship
between the resources used and the results, in terms of
quantity, quality and time.
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v" Purposeful effectiveness is related to the implementation of the
set goals and achieving the intended result.

Thus, the main purpose of performance audit is to
constructively promote effective management in terms of economy,
achievement of objectives and costs, which will considerd also by
financial control in public sector (Hay, D., Cordery, C., 2018).

Research results
Performance audit contributes to increasing the level of

accountability and ensuring transparency. By promoting
accountability, it helps those with management and supervisory
powers to improve the results of their organizations (Ahonen, P.
and Koljonen, J., 2020). This is done by analyzing whether the
decisions of legislative and executive bodies are developed and
implemented effectively, in terms of purpose and cost, and whether
citizens and taxpayers are provided with the best combination of
price and quality (Schillemans, T., van Twist, M., van der Steen, M.
and de Jong, I., 2018).

Performance audit does not question the objectives and
decisions of the legislator, but analyzes whether any gaps in laws,
legal acts or any shortcomings in their implementation hinder the
achievement of certain objectives (Zhang, J., X. and Rich, K., T,
2016). The focus of performance audit is on those areas where it is
possible to create the greatest value for citizens and those areas
that have the greatest potential for improvement (Furgan, A.C,,
Wardhani, R., Martani, D. and Setyaningrum, D., 2020).

Performance audit creates constructive incentives for
responsible parties to take appropriate steps. It preserves
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transparency by providing parliament, taxpayers, other funding
sources, recipients of state policies and the media with in-depth
information on various government actions and the final results
obtained from them (Gustavson, M., Sundstrém, A., 2018). Thus,
performance audit directly contributes to providing useful
information to taxpayers, while serving as a basis for improvements
(Gustavson, M., Sundstrom, A., 2018).

Although clear legislative standards apply in the case of financial
control, this is not typical of performance audit. Therefore, due to
the purpose of the latter, it is extremely important to choose reliable
and impartial criteria (Heald, D., 2018). Consequently, we
emphasize the importance of using progress KPIs in financial
control, integrating it with performance audit (see Figure 1). In the
case performance audit aimed at solving any problem, the starting
point is the identified deviations or suspicions about their existence.
However, the main goal is, of course, not to identify deviations
(deviation from KPI and its consequences), but to identify the
causes of their occurrence.

Financial controllers are obliged to manage resource
expenditure risks in the public sector, in particular, addressing
incorrect or incomplete conclusions, the provision of unbalanced
or non-value-added information for users, etc (Yang, L., 2020). As
a rule, performance audit focuses on the control of the
management systems and their functions and procedures of various
organizations, agencies and programs financed from the state
budget in the public sector, as well as non-profit organizations.

When conducting a performance audit, the review criteria are
set by the auditors on a case-by-case basis, while in the case of a
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financial audit, the relevant criteria are established by legislation or
industry regulations (Licht, J., 2019).

Similarly, performance audit reports are prepared with a
specific approach, according to the given case, while financial audit
reports are mainly prepared in a standardized format.

Performance audit, unlike financial audit, based more on the
assumption of precedent. Each individual performance audit
ultimately creates added value, which cannot be said about financial
audit (Loozekoot, A. and Dijkstra, G., 2017). If financial audit
reveals accountability errors, then performance audit considers
issues more from the perspectives of economy, efficiency and
effectiveness, bringing the ability to create new value to the activity
management process (Torres, L., Yetano, A., Pina, V., 2019).

Performance
audit

Financial Financial

audit \ | control

Figure 1. The ecosystem of financial control in
auditing framework®

% Created by the author
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Traditionally, financial control in the public sector has focused
on revenue collection and, accordingly, keeping financial discipline
in the implementation of expenditures (see Table 1). In this case,
the qualitative characteristics of the expenditure of financial
resources are relegated to the background. T

herefore, when advanced KPIs become applicable in the
financial control toolkit, the purposefulness of the resources spent
and the actual return on the results will be taken into account in
the control process, along with financial discipline keeping.

Table 1. Consolidated budget of RA (mln. drams)

Items 2020 2021 2022 2023
Revenues and | 1608 1743 865 | 2132864 @ 2455
transfers, total | 728 140
Expenditures, | 1924 2061941 | 2322360 2638
total 899 353
Deficit (-) -316 171 -318 074 | -189496 | -183 213

Source: Statistical Year Book Armenia, 2024, p. 463

Conclusion
In the public sector, financial control has traditionally been

associated with financial audit, with the aim of assessing the
consistency of financial resources formation and expenditures.
However, performance budgeting, which is currently actively used
in international practice, also requires not only monitoring of
financial flows in the public sector, but also performance
assessments arising from implemented monetary expenditures. In
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such a case, it becomes necessary to strengthen the relationship
between performance audit and financial control, based on
evolution KPIs. The use of KPIs in the financial control system
allows assessing the cost-effectiveness of monetary resources
according to their purpose and the actual results formed.
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<ULMrU3htL ALNAPSNRU yUSUMrNUuYULh UNKHSH B4
ShLULUULLUL YBrucuun1Ini@3UuL
PNuUNLANKE3UL <PULURLANPLENE

dwpnnthh wuwujw
Cwjwunwup wyhwmwlwu nunbuwghnwlwu hwdwjuwpwu
wuwhpwuwn

Pwuwih pwnbp - $htwluvwlwu Jbpwhuynnnieiniu,
Ywwwpnqwywuh  wninhin,  uunwpnnuywuh - gnighsubin,
dhuwuuwlwu yGpwhuynnnipjuu Eynhwdwlwpg,
wnwopupwgh wnwugpwjhu gnighsubip

Lwupwjhu  Sdwnwjnipiniuutph b ny  wnlwnpwhtu  nnpn
untpjiunubpp  wwppbpwpwp  quwhwwnnd  Gu - hpbug
gnpéniubinyeniup’ wyt - wnwpbnuejwu,  uwwwwyubph L
fuunhputiph wnnuwny, npnug hwdwp hpbup untindjwsd bLu:
Uhowqgujht ypwynhYhwnid, wju inbuwuyniuhg, wnwuduwyh
Ywpunpynwd £ Ywuwwpnnulwuh  wninhinp, npp  wjunpbu
Yhpwnynd £ hwupwihtu ninpnp Yugdwybipwnigniuubpned:

Ywwwpnnwywuph  wninhnt - wiulwfu b wuynnduwyuw
nunwuwuhpnieiniu £, npnbin pwgwhwjnynud Gu, b nppwuny
GU hwupwjhtu bwuwdbnunieiniuutpp wnbinhu U dwdwuwyhu, L
nppwuny GU npnpwyh hwdwYwpgbip, gnpdwnunyeniuubin,
Spwagnbip, dhongwnnidubip Ywd Yugdwybipwnieginwuubp gnpdnud
nuwnbiudwl, tywwnwlwihu b dwiuuwihu wpryniuwybunniyejwu
uygpniuputipht - hwdwhntus, W wprynp Yw  pwpbjuyddwu
huwpwynpnieniu, L' ny:
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<nnywond  putwplyymd  Gu ppuwtuwywu  dbpw-
huynnnigjwu U Ywuwwpnnuywuh  wninhnp  hunbigpdwu
huwpwynpnigyntuutipp, npnug hpwlwuwgdwt  wwpwgujnid
hwupwjht hwwndwsdh Yugdwybipwnieiniuutiph gnpédniubinyejwu
ytpwhuynnniginiup unwund £ unp npwy: Uwutwynpwwbiu,
wnwownpyynud £ phuwtuwywu  YbGpwhuynnnipjuu  hwdw-
Yuwpgnu uwhdwudwd unmwunwpunubphu gniqwhbn’ Yhpwnt
wnwopupwgh wnwugpwiht gnighsubip, npny  Yuwpdpwuw
bhuwtuwlwu  nbunipuubph  Swiuuwhwwnygh  YGpwhuyn-
nniejwl wpryniuwybunnyeniup:
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