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Abstract: Traditionally, the financial management of tax
administration is mainly related to control functions, when actual
budgetary expenditures directed to the administration are
monitored, comparing them with the established estimates.
However, the current conditions arising from tax policy require a
review of the financial management functions of tax administration,
taking into account the goals of all stakeholders related to the
sector. The article presents a new approach to the financial
management of tax administration, based on KPIs guided by the
goals of sectoral stakeholders.
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Research aims: to review the financial management functions
of tax administration, based on the propose of the sector's
stakeholders.



Research novelty: in order to improve the financial
management system of tax administration, a framework of key
performance indicators guided by the goals of the stakeholders has
been proposed, which creates an opportunity to assess the cost-
effectiveness of public finances from the point of view of the needs
of different groups of society related to taxation.

Introduction
The improvement of tax administration is largely determined by

the provision of state budget revenues and the formation of the
financial base necessary for the implementation of state activities.
Effective tax administration is the basis for the successful operation
of the tax system, as well as a guarantee of establishing cooperative
relations between taxpayers and the tax authority (Aronov and
Kashin, 2006). For this reason, tax administration is defined by
legislation as a set of actions carried out by an authorized body on
the basis of the Code and other legal acts, aimed at ensuring the
widespread and correct application of legal acts regulating tax
relations (Végh and Gribnau, 2018).

In the professional literature, the effectiveness of tax
administration is mainly correlated with the increase in tax
revenues, comparing public spending on the functions of tax
authorities with tax collections (Harutyunyan, 2017). In our opinion,
the scope of the tax administration ecosystem is not taken into
account, and especially the factor of financial management
(Mikaelyan and Petrosyan, 2021). Meanwhile, the implementation of
tax administration requires sources of public financing, the
management of which presents a number of challenges to the
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beneficiaries, related not only to tax collections, but also to the
performance indicators of the financial activity of the entire tax
collection ecosystem.

Research results
Tax administration is not limited only to the activities of the State

Revenue Committee and tax collection. It is more inclusive, taking
into account the stakeholders who are included in the general
ecosystem of administration and are interested in the development
of tax policy, tax collection and redistribution, definition of the
optimal tax burden, control over the costs of maintaining the tax
collection apparatus (see Figure 1). Based on all this, a tax
administration ecosystem is formed, in which the participants
involved, having different goals, nevertheless interact with each
other and support the harmonious functioning of the administration
at different levels of management, from microeconomic to
macroeconomic (Harutyunyan, 2016).

Beneficia-
ries of tax
administrat
ion

Taxation
Authority

Business
environment

Figure 1. Key beneficiaries of tax administration
Source: Author's own work.



Thus, from the point of view of financial management of tax
administration, the state sets itself the task of ensuring the progress
of tax revenue growth over the growth of administrative expenses
of the authorized body. Year after year, public expenditures
directed at the activities of the State Revenue Committee of the
Republic of Armenia are growing, associated with the
modernization of the sector, the introduction of innovations, and
the improvement of the qualitative characteristics of human capital.
Therefore, the sectoral growth of public finances should be justified
by the progress of tax revenue growth, for which we propose to
establish a performance indicator on an annual basis (see table 1).

In the context of financial management of tax administration,
the state also attaches importance to the growth of improvement in
departmental budgetary discipline (Abramchik, 2005). The
discipline of using public finances, consistency with budget items,
and the targeted use of financial resources allocated to the State
Revenue Committee are constantly monitored by financial
management, therefore we consider it necessary to establish a key
performance indicator in this direction as well (see table 1).

The efficiency of the financial management of the tax
administration increases significantly when applying program
budgeting (Owens, 2013). By providing public finances for the
smooth operation of the tax collection sector, the government of
the country becomes interested in assessing both their financial and
non-financial return, which becomes feasible when implementing
result-based (program) budgeting. Therefore, the use of a key
performance indicator for the growth of result-based budgeting



plays a decisive role in the financial management of the tax
administration.

Table 1. Proposed key performance indicators for the financial
management of the tax administration
Source: Author's own work.

Benefi- Interpretation Plan- | Actu- | Ratio
ciaries ned al
State Ki Growth of tax revenues in

relation to growth of
administrative
expenditures

Ki 4% 3% 0,75
Ki2 | Growth in improvement 7% 5% 0,71
of administrative
budgetary discipline
Kis | Growth in results-based 6% 3% 0,5
budgeting

Civil K2
society

Kz | Growth in accountability | 4% 4% 1,0
of tax revenues
K2 | Growth in provision of 8% 5% 0,62
feedback
Kas | Growth in redistribution 7% 4% 0,57
of taxes aimed at
sustainable development
Kas | Growth in redistribution 9% 6% 0,66
of taxes aimed at the well-
being of the population

Business | Ks
commu-

nity

Ka; | Stability of tax rates 15% | 15% 1,0
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Kz, | Improvement of 12% | 11% 0,92
digitalization of tax
administration

Ksz | Improvement of simplicity | 10% | 8% 0,8
of tax collection

Authori- | K4
zed
body

K# | Increase in efficiency of 15% | 12% 0,8
internal audit

K4 | Increase in professional 20% | 20% |1,0
training of tax employees

K4 | Increase in financial 18% | 16% 0,88
remuneration of tax
employees

Civil society is also interested in increasing the level of efficiency
of financial management of tax administration. In this regard, this
group of stakeholders is interested in assessments of such key
indicators as the improvement of accountability of tax revenues, the
optimization of state-taxpayer feedback loops, the increase in tax
redistributions aimed at sustainable development (see Table 1).
Taxpayers should understand how effectively tax revenues are used
to manage improvements in the social sphere, public measures
aimed at environmental protection, and the increase in the well-
being of the population, which require key performance indicators
in the field of financial management.

The business community is also interested in the financial
management of tax administration, which requires monitoring such
indicators as the degree of stability of tax rates, the improvement
of tax administration digitalization, as well as the simplicity of the
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tax collection system (see Table 1). As taxpayers, employers strive
to use the most convenient set of tools for paying tax obligations,
therefore they attach importance to the inclusion of key indicators
in this direction in the financial management framework of tax
administration.

After all, the financial management of tax administration is
included in the functions of the SRC itself (see Table 1). By spending
financial resources on internal audit activities, professional training
of employees, and rewarding specialists, the authorized body strives
not only for high financial cost-effectiveness, but also, by
monitoring the performance of key indicators defined in this
direction, presents appropriate management decisions.

Conclusion
Thus, the financial management of the tax administration

guided by the goals of the beneficiaries creates a number of
opportunities.

First|p, financial management, which until now has been mainly
implementing control functions in the tax administration system, is
already transforming from a financial control system into a means
of contributing to the implementation of goals through the use of
key performance indicators. In this case, the main components of
the management process operate along the full management chain
of “goals-control-monitoring-performance”.

Second, the use of key performance indicators (KPI) in the
management system creates an opportunity to identify the
weaknesses and strengths of the administration in different aspects
of the financial management of the tax administration and to make
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management decisions related to progress. Thus, the closer the key
performance indicators are to 1.0, the higher the effectiveness of
their financial management functions is assessed.

And third, when defining KPls, the multi-vector goals of
different groups of tax administration financial management
beneficiaries and their expectations from the cost-effectiveness of
public finances are taken into account, which significantly
contributes to the increase in the efficiency of tax system
management from the point of view of maintaining the harmony of
public and private interests.
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<Uryu3rtL Juraurarnke@3ut Sruutvuuut
yunudurnrue yusurnTuwsuvh UNULSLU3hL
SNh8hALGMNU

Uwpwwn Uwtniywpjwu
Lwjwuwnwup Gypnwywywu hwdwjuwpwu, hwignpn

Pwuwih pwnbp - hwplwjhtu Jupswpwpnienit, $huwtuw-
Ywu Ywnwywnpnid, uwnwpnnuwuh wnwugpwihu gnighsubin,
Ywnwywpswlwu npnonwiubip,  hwplwiht upswpwpniejwu
owhwnniubip:

Udwunnyph nidny hwplywjhu Jwpswpwpniejwu
bhuwtvwlywu  Ywnwywpnuwp  hphduwlwund  wnugynd  k
ytipwhuynnulwu gnpdwnnyputiph htiw, tipp donwnhunwpydwu
Gu Gupwplynd Jwpswpwpnigjwup ninnywd  pjnigbtitnwihu
thwuwnwgh dwfuunwiubipp' hwdbdwwbin npwup uwhdwuywsd
Uwfuwhwphyubiph hbwn:

Uwlwyu, hwplwiht pwnwpwlwunyeintthg pfunn ubplw
wwjdwutbpp wwhwuond tu Ybpwuwybip hwpywihu Jwpsw-
pwpnigjwu  Sptwtuwlwu  Ywnwwpdwu gnpdwnnypubpp’
hwoyh wnubind npnpnpu - wnusynn  pninp - 2whwnniubipp
Uywwnwywnpnidutipp: <nnjwénid ubipywjwgynid £ hwplwihu
qupswpwpniypjwu Shtwuwlwu Yunwldwpdwu unp dninbgnid’
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hpduywd npnpunwht gwhwnniubph  bywwwwnpnuubpng
ninnnpnynn KPI-ubiph Yypw:

Unwownplynn Yuunwpnnulwuh wnwugpwjht gnighsubinh
(KPI)  Yyphpwnnup  Ywnwwpdwu  hwdwlwpgnd  huwpw-
ynpniginiu £ unbindnd - hwplwiht Jupswpwpnipjwu
$huwtuwywu  Ywnwywpdwtu  wmwppbp  hwpenyeniuutipnud
pwgwhwjwnbint Jwpswpwpnigjwt pny; bW ndbn Ynndbpp W
punniubint  wnwopupwght  wnusynn  Ywnwywpswlwu
npnanwiubin:
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