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GUIDELINES for the Financial Performance Indicators
Preamble

Performance measurement is one of the most important issues of the public sector management. Through the perspective of a functional democracy that implies two main pillars – transparency and accountability – the performance measurement becomes one of the main component of local government management.

Local government performance measurement leads to several benefic purposes such as: 

· Better policy formulation and decision making; 
· A specific framework for operational decisions;
· Better quality of services and their outputs; 

· Better resources allocation

· Better justification of local governments budgets or cuts that they should perform  to the fiscal authorities and citizens;

· Increase of the accountability toward the elected officials and the public; 

· Increase of citizens trust on their local authorities. 

A performance measurement system should contain useful information for analysis and comparison. Comparisons could be made between financial years, among local governments that share same characteristics or comparisons with private organizations that offer similar services. Evolution and trend of certain aspects (indicators) could be also studied toward a better forecasting. 

Therefore, financial and budgetary indicators are important elements of the complex process of financial performance analysis.

Structure of local budgetary data 
Prior to developing the financial analysis of a local government, its budgetary data should be organized to reveal the most important aspects in a useful, logical manner. The standard structure of a local budget used in the financial analysis is the following: 

1. Operating revenues (+)

a) Current (own) revenues (tax and non-tax) 

b) Shares earmarked from the general income tax

c) Other operational transfers from central budget (to balance the local budgets or for special purposes) 

2. Operating expenditures (-)

3. Gross operating result (surplus or deficit)  

4.  Annual debt service (-)

5. Net operating result (surplus or deficit)  

6. Revenues for investments  (+)
a) Own revenues for investments (capital revenues or revenues from fixed assets amortization) 

b) Transfers from central budget for investments.

7. Investments expenditures (-)

8. Primary budget result (surplus or deficit)

9. Loans received during the current year (+)

10. Rest of revolving fund at the beginning of the year (+)

11. Reserves (-)

12. Final budget result (>=0)

Definitions:

· Operating revenues - the revenues composed of the current revenues (the revenues that local governments may use directly, currently and repeatedly) to which are added the amounts assigned for balancing local budget and/or subventions for certain activities.
· Operating expenditures – all the expenses with public service delivery, meaning any expense with the exception of capital expenses and expenses with debt service.
· Current revenues (autonomous)*- part of operating revenues which depend to an important extent to local government and which have an important predictability: current own revenues (tax, non-tax, special taxes) and shares earmarked from the general income tax (operating revenues with the exception of any balance or special purpose transfer) 
* responds to the specific needs of the Romanian local public finance system 

Categories of financial performance indicators 

The presented indicators are grouped into four relevant categories:

· Revenues indicators – or those that reflect revenues generation capacity:  indicators, which show the existence of an appropriate revenues level and the extent of local government control over the local revenues. 
· Expenditures indicators – or those that reflect expenditures rigidity: define the degree of flexibility that an local authority has to allocate resources for different purposes; this analysis makes the distinction between discretionary expenditures and compulsory expenditures. 
· Investment and borrowing capacity indicators: define the extent to which the local government considers the importance of capital expenditures and local government capacity to attract long term financing for investments. 
· Operating result indicators – or those that reflect the financial management capacity: refer to the relation between revenues and expenditures and define the extent to which the local government implements an efficient financial resources management. 
Indicators description by categories 

Revenues indicators – or those that reflect revenues generation capacity (CGV)

Guidance: 

The local governments have a different degree of control over different revenues sources. The current revenues are to a big extent under the local control. Other revenue sources are less controllable. Revenues predictability is essential for the analysis of financial solvability because debt reimbursement implies a certain payments plan that must be respected. Therefore, predictability of different revenues sources should be determined rigorously. 

The first four indicators, which refer to the revenue generation capacity, reflect revenues sources that are under local government control and/or result from local economic activity. The next indicators from this category refer to revenues sources over which local government has less and less control. 

The indicators that cumulate different revenue sources (from 1 to 5) lead to the analysis of local financial autonomy: the weight of the first three indicators is directly proportional with the degree of financial autonomy and reflects how good is the financial situation.  

CGV1
Property tax revenues   

CGV1a Property tax revenues per capita  
CGV1b Property tax revenues ratio to total revenues   
Guidance:

Property tax is the most important local tax in transition countries. In the case of big cities, it is usual that more of one third of the expenditures to be financed from this source of revenues. Besides its importance from fiscal point of view, this tax offers information about local economy: the tax base (the value of exiting properties) reflects the local economy status especially in urban area. 

CGV2
Local (own) tax revenues

CGV2a Local tax revenues per capita              
CGV2b Local tax revenues ratio to total revenues  
Guidance:

Through the total local taxes and fees could be analyzed permanent sources that are –in majority of cases- under the local government control. Therefore, besides the property taxes we include here other local taxes and fees, other receipts for direct taxes and taxes for different permits issuance (ex: building permits) There are not included here revenue sources that have not the character of taxes as, for example, the revenues from concessions or rents, penalties, the revenues from the net surplus of the regias property of the local (county) councils or revenues from capital operations as the revenue from selling a plot owned by the local government, because this  last source even under control of the local government is not a permanent source (yearly at the disposal of the local government) 

CGV3
Current local (own) revenues (tax and non-tax)   
CGV3a Current local (own) revenues (tax and non-tax) per capita  
CGV3b Current local (own) revenues (tax and non-tax) ratio to total revenues

Guidance:

Current local (own) revenues (tax and non-tax) represent the “current revenues” according to Ministry of Finance classification (sum of tax and non-tax revenues, except special taxes) to which special taxes where added due to their characteristic as “current”, even they are optional sources not used by all the local governments and even they could be used just for certain purposes for which they where set up. 

CGV4 Current revenues (autonomous)
CGV4a Current revenues (autonomous) per capita  
CGV4b Current revenues (autonomous) ratio to total revenues      
Guidance:

This indicator contains all the current revenues, tax or non-tax, plus the shares earmarked from the personal income tax (PIT). These shares from PIT are included here because they are disbursed to local government account automatically and reflect to an important extent the local economy status and the efforts that local government is paying to develop the local economy by attracting new investments.  

For a multi-annual analysis of these shares it should be taken into account the fact that their value (percentage of income tax) is decided each year through State Budget Law and therefore the amount could be different from one year to another regardless the variation of tax base (general income tax). 

CGV5
Operating revenues           

CGV5a Operating revenues per capita

CGV5b Operating revenues ratio to total revenues    
Guidance:

The operating revenues represent the sum of all recurrent resources (at the disposal of the local government every year) that the local governments could use for current activities (as different from capital expenditures), but that can be used also for the capital expenditures. The operating revenues include in addition to the current revenues (autonomous)- CGV4 the sources, which are used for balancing the local budgets and/or as subventions for certain activities (less stable from one year to another):

· Balancing amounts – transferred by central level from its share of general income to support the local governments to balance their budgets. 

· Special destination amounts – transferred to the local governments for the purpose of financing certain responsibilities recently assigned to them (payment of teachers salaries, heating subsidies, other activities) from the central level share of income tax or other central taxes (VAT).

· General destination balancing amounts that are directly retained by counties from general income tax to support the budget of most poor communities. Around 16% (year 2002) from general income tax are assigned to counties for this purpose. 

CGV6 Revenues for investments     
CGV6a Revenues for investments per capita  
CGV6b Revenues for investments ratio to total revenues
Guidance:

Revenues for investments represent financial resources that can be used only for capital expenditures. These financial resources are the revenues (current and exceptional), which can be used only for investments (for example capital revenues or revenues from the amortization of fixed assets  - capital cost allowance) and transfers from state budget for investments. 

CGV7
Total revenues per capita        

Guidance:

The indicator of total revenue per capita allows an useful comparison among different size of local governments. 

CGV8 Own tax revenues collection rate

The collection rate of a certain tax represents the ratio of effective receipt from that tax to the calculated tax debt (the total obligations of taxpayers related to that tax).  

Gc = Receipts/Debt

The collection rate of all local taxes represents weighted average of all taxes collection rates as ratio to all taxes receipts:

Gca = Σ(Gcj*Ij)/ΣIj

CGV9 Local fiscal level   

The fiscal level of a certain tax represents the ratio of effective tax level (percent or amount) to the maximum tax level allowed by the law.  

         Nf = Nef/Nmax

Aggregated fiscal level (for all local taxes) represents weighted average of local taxes fiscal level as ratio to all taxes receipts.  

        Nfa = Σ(Nfj*Ij)/ΣIj

Guidance: 

The fiscal level is a very important indicator since it reflects the local governments own effort to collect financial resources and shows the flexibility frame that local government has in a certain moment. These indicators allow very useful comparisons among local governments of same type or size in order to evaluate the fiscal effort done by different communities members. 
Expenditures indicators – or those that reflect expenditures rigidity (RCO)
Guidance:

This category reflects how much flexible or rigid certain local government expenditures are. The expenditures flexibility could help a local government to be more financially credible.  This flexibility gives options to the local government to reduce expenditures to reimburse different engagements in difficult recessive period as well. 

Within this category, the first indicators reflect those expenditures that are less flexible. This rigidity could be the result of some legal provisions or of some political pressure to respond to certain citizens needs or to protect the local government financial credibility. The last indicators of this category show progressively more and more flexible expenditures. 
RCO1 Total personnel expenditures    
RCO1a Total personnel expenditures per capita  
RCO1b Total personnel expenditures ratio to operating expenditures   
Guidance: 

The personnel salaries payment is inevitable and represents in most cases the first priority of the local government. 

The total personnel expenditures are the own personnel expenditures, the ones with the personnel of the subordinated institutions (funded from local budget) and secondary education teachers.
RCO2 Autonomous personnel expenditures (without education personnel)  
RCO2a Autonomous personnel expenditures (without education personnel) per capita  
RCO2b Autonomous personnel expenditures (without education personnel) ratio to operating expenditures
Guidance:

This indicator represents the total volume of expenditures over which the local authority has a direct control. Therefore there’ve been excluded the expenditures for education personnel (in fact, secondary education), as not being under the local government control and being exclusively covered by a special destination transfer from central budget (actually from VAT). 

Autonomous personnel expenditures (without education personnel) are therefore all personnel expenditures minus the personnel expenditures related with secondary education.   
RCO3 Rigid expenditures (personnel expenditures, subsidies for  balancing the tariff and costs and for social assistance)    

RCO3a Rigid expenditures per capita

RCO3b Rigid expenditures ratio to operating expenditures

Guidance:

This indicator measures “rigid” or not discretionary expenditures that cannot be avoided by the local government: personnel expenditures, heating subsidies and social protection. 

These expenditures per capita could facilitate an useful comparison among local governments. 

Definition: Personal expenditures plus the expenditures for balancing the tariffs and plus the expenditures for the social assistance.

RCO4 Operating expenditures

RCO4a Operating expenditures per capita
RCO4b Operating expenditures ratio to total expenditures    
Guidance: 

On short term, the operating expenditures are more rigid than the ones related with new capital investments because in case of scarce of resources, they cannot be postponed as it is happening usually with capital expenditures in such a case. Therefore this indicator sum up all the expenditures except the capital ones related with new investments. 

Investments and borrowing capacity (CID)

Guidance:

This category offers information about the local government creditworthiness. In this manner it’s possible to analyze the share and the importance of the debt service expenditures in the total expenditures of a local government. In the same time other indicators from this category reflect the investments and the total debt of a local governments. 

CID1
Debt service   

CID1a Debt service per capita

CID1b
Debt service ratio to total expenditure
Guidance: 

The expenditures with the debt service denote the amounts to be reimbursed and interests related to both short and long term debts.   
CID2
Annual debt service ratio to current revenues (autonomous)    

Guidance:

This indicator defines the extent to which a local government could engage another new debt, taking into account the debt limits provided by the law. These limits give decision autonomy to the local government as long as the expenditures related with the debt service remain within the prudent acceptable limits.     

According to the law, when a local government has the intention to contract other debts for the next years, then it should take into consideration the debt services associated with these futures credits as well.  

Definition: Annual debt service ratio to current revenues (autonomous) represents the ration of all the payments related with long and short term debt (reimbursements, interests, commissions) to total current (autonomous) revenues. 

CID3
Investment expenditures

CID3a
Investment expenditures per capita

CID3b
Ratio of investment expenditure to total expenditure

Guidance:

A certain local government could be financially assessed in a more relevant (and comparative way) related to its investment efforts more than related to its operating expenditures. This indicator reflects the total effort toward long term investments. 

Definition: Investment expenditures are measured by the sum of capital expenditures and debt service related to long-term loans. 

CID4
Ratio of debt serve for long term loans to investment expenditures    

Guidance:

In order to make a distinction among different sources used for investments, this indicator shows what percent of investments is associated with a long-term loan compared with sources from operating surplus. 

Definition: The ratio of the long-term debt service to investment expenditures represents the ratio of the sum of all payments associated with long-term loans to the total investments expenditures. 

Financial management capacity (CMF)

Guidance:

This category compares the revenues indicators with the ones of expenditures in order to assess the financial management performance of local governments. 

CMF1 Gross operating result (surplus or deficit)                                                                       

CMF1a Ratio of gross operating result to operating revenues    

Guidance:

The local governments prove their higher financial management capacity when they don’t use all the available resources for operating expenditures, but when they invest a significant part in capital projects.  An initial measurement of this ability could be made by assessing the ratio of gross operating result (surplus or deficit) to total operating revenues. The gross operating result represents the main and essential source that could be mobilized by the local government in order to finance the public service infrastructure investments or reimbursement of loans contracted for these purposes.  

Definition: Gross operating result (surplus or deficit) represents the difference between operational revenues and operational expenditures. The ratio of gross operating result represents the report between gross operating result and the operational revenues

CMF2 Ratio of reserves to total expenditures

Guidance:

The local authorities should finance their expenditures (operating, capital and debt service) with total revenues. The eventual surplus could be kept in a reserve fund. To have such a reserve is a sign of beneficial fiscal cautiousness. This indicator shows the ability of the local governments to be sure their budget will be balanced.  

CMF3 Net operating result  

CMF3a Ratio of net operating result to operating revenues
Guidance:

Net operating result (surplus or deficit)  represents the difference between gross operating result (surplus or deficit) and debt service expenditures. The ratio of net operating result represents the report between net operating result and the operational revenues.

