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STRATEGY

for the development of Public Finance Management for 2013-2020

Chapter 1

Introduction

Moldova has implemented and continues to pursue rigorous reforms in Public Financial Management since independence, assisted by several development partners and international financial institutions. Reform efforts have been anchored in the framework of the action plans for the implementation of the national development strategies. This shall continue to be the case for the implementation of the National Development Strategy “Moldova 2020”.

The adoption and enforcement of the Law on Public Finance and Budgetary-Fiscal Accountability No.181 of July 25, 2014 marks an important milestone in the promotion, modernization and consolidation of the national public finance management system. The basic objectives and a summary of the main changes under the law are included in Chapter III of this Strategy.
Moldova benefits from a broad reform agenda in all components and thematic areas of PFM. There is a wealth of reform and public sector development dedicated strategies, which provide for legislative and normative revision, as well as action plans engaging a number of critical issues with impact on public finance. It is therefore clear that Moldova needs a strategy to improve public finance management.

The management of public finances is an integral part of economic management. PFM is therefore an important tool for the delivery of fiscal policies and the achievement of the ultimate goal of sustained growth and development.

The Government of Moldova is committed to achieving adherence to high standards of accountability and transparency in the public sector, which are essential for the delivery of public services and other activities that fall within the mandate of the Government.

The Ministry of Finance will be responsible for the PFM Development Strategy for 2013-2020 (hereinafter - Strategy).

The purpose of this Strategy is to provide a synthesis of on-going reforms by consolidating in one document the many policy actions and dedicated strategies already under way in several critical components of PFM. The Strategy provides the opportunity for presenting the current state of affairs in PFM and summarizing the high level objectives both in terms of short term targets as well as the longer term aspirations for meeting EU and international standards and practice.

It is very important to stress that putting PFM into one consolidated Strategy is a very complex and dynamic process. PFM covers a very broad and diverse range of thematic areas that interact in several ways and at different levels. PFM reform cannot be seen in a static way, which means that activities and priorities must always be viewed in the context of changing circumstances and new ideas. The PFM Strategy is therefore expected to work as an overall guide to PFM reform and be integrated into, rather than duplicate, the existing dedicated strategic framework on the various PFM components. 
Annex no. 1 to the Strategy includes the Summary Table of the assessment of public expenditures and financial accountability 2011 and 2015.

Chapter II

Strategy for the Development of Public Financial Management in the Macro-Economic Context

2.1. Analysis of macro-economic situation

This chapter includes a summary analysis of macroeconomic and fiscal development of the Moldovan economy during the three years prior to the Strategy and four years of Strategy implementation, and a note on recent economic trends.

Real sector development

Between 2000 and 2008, after a significant decrease of the production volume associated with the onset of transition, Moldova's economy has experienced a period of sustained economic growth and poverty reduction, with an average annual real GDP growth of 5.9%. During the period mentioned, economic growth was driven by the growth in aggregate demand, which in turn was based on a significant increase in remittances from Moldovans working abroad. These remittance flows have supported income and consumption expenditures of households and contributed to a substantial reduction in poverty during the period of reference.

The international financial crisis clearly had an impact on the Moldovan economy in 2009, when the real GDP decreased by 6%. The economy recovered in 2010 with a growth in real GDP of 7.1%. This was followed by a further increase by 6.8%. Resumption of growth in the last two years was based on increasing domestic demand (fueled by remittances, credit expansion and capital inflows) and increases in the volume of exports (reflecting increased foreign demand for export industries of the Republic of Moldova and improved market access to CIS and EU). Reform efforts were supported by a program of the International Monetary Fund and the assistance of development partners /donors, including a grant from the EU for macro-financial assistance.

Recent macroeconomic indicators show a decrease in the economic activity in 2012, real GDP decreased slightly by 0.7 percent versus 2011.

The analysis of Strategy implementation, after the decline in 2012, shows that the economy of the Republic of Moldova returns on an ascending trend, recording a growth rate in the next two years (9.4% in 2013 and 4.8% in 2014); the economy shows a decrease (-0.4%) in 2015 and an increase (4.3%) in 2016. The economic decline in 2015 was determined by reduced added value of agricultural sector as a result of drought, deterioration of regional economic environment, but also by the internal economic and political incertitude that generated decreased domestic demand of population and contracting of investments. The economic growth was generated by increasing of agricultural sector contribution, and remittances in 2013, remuneration funds, as well as by keeping the inflation under control and a prudent budget-fiscal policy. At the end of 2016, a new Memorandum on economic and financial policies was signed with the International Monetary Fund (IMF), in order to ensure the macroeconomic, budgetary and financial stability. 
Monetary policy

The average inflation rate in 2011 was 7.6 percent. This indicator shows a higher level of 7.4 percent in 2010, whereas there was an average of zero inflation in 2009, accompanied by a reduction in the volume of production. Rising prices in 2011, denote increases in world food prices and increases in tariffs in Moldova for energy products, gas and heat.

The inflation rate dropped to 4.6 percent in 2012. The decline in inflation in 2012 reflected a slowdown in economic growth and lower international prices of key components of the consumer price index.

Monetary policy objectives in Moldova are focused on keeping inflation within the range (plus /minus) 1.5% around the inflation target of 5%. These are achieved by intervention changes with monetary policy tools, as well as sterilization operations to manage excess liquidity on the monetary market.

To stabilize inflation expectations and contribute to achieving the inflation target, the National Bank of Moldova eased monetary conditions in 2012; particularly there were two decreases of the interest rate of 2% each (from 8.5 to 4.5 percent), while the mandatory reserves ratio has been maintained at the 2011 level and 14 percent at the end of 2012.

The inflation rate was placed within the range of plus/minus 1.5 percentage points of the target 5.0% in 2013–2014. In 2015, the average annual inflation rate had a pronounced ascendant trend, being 9.7% (compared with 5.1% in 2014 and 4.6% in 2013) under the pressure of depreciation of the national currency, increasing of the tariffs of electrical energy and natural gas, embargo imposed on exporting domestic products and decreasing of the transfers in foreign currency from abroad to physical persons. In order to prevent a sudden increase in inflation, in 2015, the National Bank of Moldova has tightened substantially the monetary policy: has increased the basic rate for main operations of monetary policy from the level of 6.5% up to 19.5% annually, the rule for mandatory reserves from resources attracted in Moldavan Lei and in nonconvertible currency from 14.0% up to 35.0% of calculation base, as well as the rate of interest for loans and overnight deposits up to 22.5% and 16.5% annually, respectively.
The domestic banking system is characterized by a robust capital base and adequate liquidity, it is affordable and shock resistant.

In October 2012 the share of non-performing loans in total loans amounted to 14.4%, registering an increase of 3.7 percent compared to the end of 2011.

In order to improve the situation in financial sector, the National Bank of Moldova (BNM), in 2015, has withdrawn the license on banking operations of three commercial banks, and other three commercials banks are placed under special supervision. These measures have helped to stabilize the situation. In 2017, two of the three banks subject to special supervision are under intensive supervision as a result of identifying certain indications of non-transparent structure of shareholders, and banks involvement in high-risk lending operations. The early intervention regime was applied at the end of 2016 to the third bank due to the concerted actions of a group of persons who acquired and hold a substantial share in bank's share capital without prior permission of the National Bank of Moldova.
Fiscal and budgetary policy

The decrease of real GDP in 2009 was accompanied by a significant deterioration of the budget deficit, which required support efforts to restore fiscal stability. Budgetary policy response combines a reduction in current expenditure and namely public expenditures on salaries, goods and services, and an increase in targeted social assistance and public investment to support future economic growth. The budget deficit fell from 6.35% of GDP in 2009 to 2.5% in 2010, being further reduced to approximately 2.4% in 2011.

The budget for 2012 confirmed a budget deficit of 2.1% of GDP. Changes on the revenue side increased excises and reintroduced the corporate income tax of 12 percent. However, revenues are inadequate, reflecting diminishing economic growth and weaknesses in revenue collection. The budget balance in 2012 was also affected by unplanned/ unbudgeted expenditure commitments and delays in receiving foreign assistance expected.

In the period 2013-2016, although the volume of external grants disbursement for budget support are reduced, the budget deficit has been kept under acceptable limits (-1.8% in 2013, -1.7% in 2014, -2.3% in 2015 and -1.8% in 2016) mostly because of prioritization of expenditures. 
Many measures of the fiscal-budget policy are implemented during 2013-2016. Regarding the revenues, the installments of the taxable revenue for physical persons are increased, as well as personal annual exemption and exemption for dependents; the rates of excises for different products increased and the wealth tax introduced. Many measures are implemented in order to consolidate the customs administration, in particular, amending the Customs Code by including a concept of risk management and modifications in order to adjust the national framework to the requirements of Integrated Customs Tariff of EU (TARIC). However, the economic decline in 2015 and low domestic demand in 2016 led to under-collection of planed revenues, in particular from VAT. Therefore, the share of revenues of the national public budget in GDP in 2013 and 2014 reached 36.7% and 37.9%, respectively, and in 2015 and 2016 decreased to 35.8% and 34.1%, respectively.

Public debt and guaranteed debt to GDP amounted to 33.2 percent at the end of 2012 versus 32.0 percent at the end of 2010.

In 2013- 2016, the debt of the public sector and state guarantees have registered an ascendant trend in total: 31.8% in 2013, 38.2% in 2014, 46.5% in 2015 and 44.0% in 2016. The growth was conditioned by granting of state guarantees to the three banks in liquidation. 
International economic context

Moldova's economy is vulnerable to adverse external shocks on major markets for its exports and / or in destination countries for its migrants. The current account deficit as a share of GDP increased from 8.3 percent in 2010 to 12.1 percent of GDP in 2011 and fell to 8.7 percent in 2012.

For 2013-1016, the deficit of the current account as a share of GDP registered a continued decrease, and constituted -6.5% in 2013, -7.1% in 2014, -6.4% in 2015 and 4,1% in 2016. Entry into force on 1st September 2014 of the Deep and Comprehensive Free Trade Area (DCFTA) with the EU had a positive impact on the exports of the Republic of Moldova to the EU, however insufficiently to totally compensate for the export contraction to CIS. At the same time, personal remittances, received by the residents from the Republic of Moldova, as a share of GDP, have decreased from 24.0% in 2014 to 21.7% in 2015 and 19.9% in 2016, mostly by decreasing the remittances from the Russian Federation. 
The exchange rate of the national currency implements market conditions with interventions limited to uniform fluctuations, and remained stable in last years. Gross official reserves increased in 2010-2012. Thus, in late 2010, the stock of gross official reserves amounted to U.S. $ 1.718 billion, compared to U.S. $ 1.48 billion in late 2009. At the end of 2012 the stock of gross official reserves increased by 28.0 percent over the previous year and reached a level of U.S. $ 2515.0 million, which corresponds to about 5.3 months of imports.

As a result of the situation created in banking system at the end of 2014, in 2015 the national currency depreciated with about 25%, the volume of international reserves decreased by 18.5%. In 2016, the national currency depreciated by 5.9% against US dollar and by 5,5% against the single European currency, the volume of international reserves increased by a quarter, compared to 2015.
Institutional and organizational arrangements

Annual budget and Medium Term Budgetary Framework of Moldova operate in a common macroeconomic framework. Projections of basic macroeconomic indicators are developed by the Ministry of Economy and Infrastructure (refer to projections of GDP and its components), which are submitted with the contribution of the Ministry of Health, Labour and Social Protection, the National Bureau of Statistics and National Bank of Moldova.

As far as crisis management is concerned, the Government Decision 449 of 2 June 2010 establishes the National Committee for Financial Stability. It provides for a meeting point for a coordinated policy response in case of a shock with systemic effects on the financial sector.

2.2. Macro-economic assumptions and policy objectives

The ultimate objective of this strategy is to maintain fiscal stability and promote economic policies conducive to efficient growth and development in the medium and long term in Moldova. The current section aims at summarizing the main directions of the policy, providing a statement of intent on the development and implementation of the economic policy in the coming years.

Economic growth and development

Moldova’s vision on economic growth and development prospects in the medium and long term is set forth in the National Development Strategy "Moldova 2020". This strategy provides for a change related to Moldova's economic growth and development of a concept which departs from current domestic consumption financed by remittances, to a model increasingly based on attracting domestic and foreign investments, and increasing exports of goods and services to support the creation of jobs and increase economic prosperity in the coming years.

The reform program envisaged in the National Development Strategy "Moldova 2020" is based on the analysis of economic growth constraints in Moldova. This analysis identified eight priority sectors, namely education, road infrastructure, access to finance, business, energy sector reform, agriculture and rural development, pension reform and justice sector reform.

It is remarkable that, compared to previous strategic documents, the National Development Strategy "Moldova 2020" lacks a detailed action plan for its implementation. The strategy presents a vision of growth and development of the Republic of Moldova and avoids areas of overlap with existing sectorial strategies. This also reflects the flexibility of the action plans of the Government and line ministries as a process to facilitate progress towards achieving the overall objectives of the Strategy.

Fiscal and budgetary policy

Reforms with regard to the planning and conduct of fiscal policy play a key role in supporting the objectives contained in the National Development Strategy "Moldova 2020" and increasing the efficiency of economic management in the country.

The implementation of fiscal and budgetary policy is conducted in a macroeconomic framework which provides for the real GDP growth of 5 percent annually. Medium Term Budgetary Framework will further promote fiscal and budgetary stability, where the total budget deficit excluding grants should not exceed 2.5% of GDP, in compliance with the indicator set in the Law on public finance and budgetary and fiscal responsibility No.181 of 25 July 2014. The medium-term program provides for keeping the revenues of the national public budget between 34.9-33.9% as a share of GDP. The strategic budget-fiscal directions for 2018-2020 will be focused on increasing the revenues through consolidation of tax administration, reducing gradually the dependence on the external grants. It is also intended to allocate the necessary resources for social assistance and public spending that supports economic growth. The medium-term plan is that the share in GDP of NPB expenditures is expected to drop from about 40.3 percent in 2012 to 37.3%-36.4% in 2018-2020.
Monetary policy

Monetary policy will be established in an inflation targeting framework, complemented by keeping a flexible exchange rate. Monetary policy directions will be aimed at keeping inflation between (plus /minus) 1.5 percent around the inflation target of 5 percent.

The exchange rate of the national currency will be determined by supply and demand for foreign currency with official interventions limited to alignment of fluctuations on the foreign exchange market. Exchange rate flexibility frees the monetary policy from focusing on achieving the inflation target while at the same time avoiding persistent foreign exchange imbalances and also facilitating the absorption of shocks from external economies.

The reform efforts will increase banking and financial sector supervision, and also strengthen the corporate governance of banking and financial sectors.

International economic context

External imbalances will remain a source of vulnerability in the medium term. Attracting foreign investment will be critical, but also essential to provide financing for the current account deficit to boost growth and competitiveness of the economy and to facilitate change, growth and development of Moldova’s typical current consumption-based model, to another form of development increasingly based on investment and growth generated by export.

At the same time efforts will be made on increasing market access for Moldova's export industries by improving the quality and standards of export from Moldova, implementing of the Deep and Comprehensive Free Trade Area with the EU, and maintaining open access to the CIS market.

Institutional and organizational arrangements

Moldova is critically dependent on the situation in agriculture and remittance flows. In addition, as a small open economy it is vulnerable to adverse external developments, shocks from the countries of key trading partners or host countries important for Moldovan migrants are likely to have a significant adverse effect on the economy. Therefore, while conducting macroeconomic management there is a need to rely on prudent assessment of the external environment and regularly monitor economic developments and economic environment to identify emerging risks to macro-fiscal sustainability, which may require policy response.

One mentions the continuous improvement of the macroeconomic framework underlying the Medium Term Budgetary Framework, by strengthening effective and timely consultation between key institutions involved in setting the fiscal, monetary and structural policies, and the reform generally and contributing to the macroeconomic design /projection (Ministry of Finance, the National Bank and the Ministry of Economy and Infrastructure). Efforts will be made to improve the assessment of common assumptions and risks underlying macroeconomic forecasts, to strengthen the methodology and internal consistency of macroeconomic forecasts and align the timing of forecast preparation, data availability (presentation by the National Bureau of Statistics of the preliminary estimates of national accounts).

In addition to improving the efficiency and consistency of macroeconomic forecasts, such consultations are likely to improve the monitoring of recent economic developments and early identification of internal and external risk factors which may require an adjustment of the economic policy mix.

Chapter III

Public financial management diagnosis – strengths and problems identification

This chapter briefly includes the conclusions of the evaluation of public expenditures and financial accountability for 2011 and 2015, as well as the conclusions of the assessment on public financial management 2015 (SIGMA). Public expenditures and financial accountability framework of public finance management performance assessment is an integrated monitoring framework for measuring the performance of public financial management in time (PEFA Guidelines, June 2011). The last assessment of public expenditures and financial accountability was conducted in the fall of 2015 and is the latest diagnostic study of public finance management in Moldova. The assessment covered the systems and practices of fiscal years 2008-2010 and 2012-2014.

Public Expenditures and Financial Accountability assessment for 2011 was important for the following reasons:

a) covers a wide range of topics in the basic components of public finance management and provides an opportunity to assess progress over time with the help of repeated assessments. Public Expenditures and Financial Accountability Assessment for 2011 was the third such exercise in Moldova, previous assessments occurred in 2006 and 2008;

b) it provides a benchmark for continuing work to support good performance in areas where there were good scores and to improve other areas which showed deficiencies;

c) allows for the Strategy to improve public finance management and be aligned with the methodological structure of the assessment of public expenditure and financial accountability, but it should be noted that the intention is to cover a broad subject area and discuss many subtler qualitative elements based on detailed activities underway in the basic components of public finance management, but without creating duplication.

The summary Table of the assessment of public expenditure and financial accountability for 2011 is presented in Annex 1 to this Strategy.

Compared with the assessment of public expenditure and financial accountability in 2008, the assessment for 2011 showed a general improvement as shown by twenty-eight performance indicators:

a total of twelve performance indicators showed improvement;

thirteen performance indicators remained stable, of which six have gotten the maximum score of "A";

two performance indicators have deteriorated: Two performance indicators have shown an increase in allocations during the year between ministerial budgets, compared to fiscal years 2005, 2006 and 2007 covered by the Public Expenditures and Financial Accountability Assessment, 2008, which led to the deterioration of performance from " A" to " B +". Similarly, failure to comply with certain aspects of the budget calendar and delays in approving the annual budget by Parliament led to a lower score regarding performance indicators -11 from " A" to " B ";

the method of assessing performance indicators - 19 with regard to public procurement was significantly revised during the public expenditure and financial accountability assessment in 2008 and 2011. A change in the method does not allow for comparison.

The Government recognizes that it is equally important to strive to support performance, as it is important to make improvements in areas that need attention. Three years (2008-2010) assessed within public expenditure and financial accountability assessments for 2011 were characterized by the impact of global economic crisis on the economy and public finances of Moldova. The crisis has revealed, among other things the importance of the improvement of planning both capital and current expenditures and the need to increase fiscal discipline both in the budgeting process, as well as the execution.

The recent external assessments, both Public Expenditures and Financial Accountability assessment 2012-2014 (PEFA-2015) and SIGMA PFM assessment 2015, have qualified the development of public financial management in Moldova as stable and advanced. Budget credibility indicators (PI-1 – PI-3) recorded increased values, indicators of budgetary cycle (PI-13 – PI-28) recorded stable values. Preparation of the medium-term budget framework (MTBF) and the annual budget are based on best budgetary practices, well formulated rules and procedures, the budget is realistic and predictable, public resources are allocated according to medium-term policy priorities, the active public debt management operates within a legal and periodical reporting framework, there is an efficient framework for financial management and control and internal audit, the legal framework of public procurement system was recently brought closer to EU.
At the same time, external assessments, and monitoring and evaluation of the Strategy implementation by the Ministry of Finance have identified some problems and challenges regarding the system on public financial management that slows down the implementation of activities and achievement of Strategy’s objectives:

a) Insufficient quality of macroeconomic forecasts developed by the responsible institutions and lack of modern instruments for estimating different revenue categories; 

b) Each budget entity respects MTBF in preparing its own annual budget, but deviation from the budget calendar and approval procedure of MTBF reduces the responsibility of budget users;

c) The link between the basic elements (objectives and performance indicators) of the policy documents and those in MTBF and annual budgets remains a challenge;
d) There is a need to realize in the timeframe set the Action Plan for implementing the Concept regarding the development of National Accounting Standards in public sector based on IPSAS; 

e) Implementation of the financial management and internal control at organization level is uneven and stays behind the general operational framework, which is in line with the international standards, but there is a lack of provisions regarding appropriate internal audit of small public authorities; the manual of public financial management and control proposes, but does not require the existence of coordinators, working groups and action plans separately for this domain;

f) Law on public procurement No.131 of 03.07.2015 includes provisions to harmonize the national legislation to community norms, but there are no tools to support the widespread application of modern techniques and methods of public procurement;
g) There is a need to ensure interoperability of the Public Finance Management Information System with other information systems, to assimilate the government’s electronic services and digital platforms (M-Connect, M-Pay, M-Cloud). 

The Law on public finance and budget-fiscal responsibility improves the current system of public financial management in line with international standards and best practices. The law determines the general legal framework of public finances, particularly:

· establishes budget-fiscal principles and rules;

· determines the components of the national public budget and regulates inter-budgetary relations;

· regulates the budget calendar and general procedures for the budgetary process;

· delimitates the competences and responsibilities in the field of public finance.

The objectives of this Strategy derive from the findings and recommendations of the Public Expenditures and Financial Accountability Assessment for 2011 and 2015, although it exceeds the strict assessment of public expenditure and financial accountability and is based on detailed aspects of planning /budgeting and fiscal management addressed in technical documents. The strategy provides an overview of existing strategies dedicated to action plans and the multitude of technical reports issued by the development partners and international financial institutions, which are under implementation in all the basic components of public finance management.

Chapter IV

Strategy objectives

4.1. The overall objective and vision

The overall objective of the Strategy is to ensure efficient and effective allocation of public funds towards activities that contribute to economic growth and development of Moldova and maintain effective management of the use of public funds in all areas and sectors of public administration.
4.2. Specific objectives

This strategy is divided into seven main components, representing the most important areas of public financial management. The objectives specified in each of the seven components are as follows:

Component 1 - macro-budgetary framework: A good macro-budgetary framework is essential for setting budget-fiscal targets over the medium term.

The specific objective of this component is to improve the quality of macroeconomic and fiscal forecasts to ensure a budget based on a realistic and predictable macro-budget framework.

Component 2 - Budget Development and Planning: The budget is the main tool for the allocation of public financial resources and communication of budget-fiscal policy objectives to Moldovan citizens.

The specific objective of this component is to formulate the national public budget in compliance with the national legal framework, to ensure the allocation of public funds in close correlation with policy priorities, expenditure ceilings that are included in the medium term budget framework and to increase the effectiveness and transparency of the budget preparation process by implementing performance-based budgeting.

Component 3 - Budget execution, accounting and reporting: It is necessary that public resources are used in accordance with the Law on budget and legal norms and procedures. A complete and coherent accounting system is required to support budgetary and financial reporting and to ensure transparency.

The specific objective of this component is to improve and modernize Treasury management, ensuring effective control and proper monitoring of expenditures at every stage and establish an adequate system of accounting and reporting.

Component 4 - Financial Management and Internal Control: It must operate efficiently and effectively and in full compliance with laws and standards in force. This requires an adequate system of internal audit to provide an objective and independent assurance, consulting activity designed to add value and improve public sector activities.

The specific objective of this component is to establish a system of financial management, internal control and internal audit in the public sector according to international practice, aimed at ensuring efficient and transparent use of public funds.

Component 5 – Administration of revenues: tax and customs revenues administration is critical to the efficiency and effectiveness of revenue policy and the implementation of fiscal and budgetary policy.

The specific objective of this component is to increase revenue mobilization by enhancing authorities’ capacities to administer revenues in order to collect planned tax and customs revenues.

Component 6 – Public procurement: The Government is obliged to ensure the procurement of goods, works or services with public funds at a competitive price and using transparent rules, processes and procedures.

The specific objective of this component is to establish a modern system of public procurement in accordance with EU standards, and its implementation by the public authorities.

Component 7 – Public Finance Management Information System: Public Finance Management Information System provides for the automation of process of developing and implementing the budget and increase the pace and efficiency of transactions.

The specific objective of this component is to establish a modern and effective management tool to support users in the budgetary process and provide a wide range of financial and non-financial information for decision making.

Chapter V

The basic components of the Strategy

5.1. Macro-budgetary framework

This section covers the thematic areas of macro-economic forecasting (including revenue forecasting) and monitoring of public sector debt and state guarantees. Better macro-economic forecasting and revenue forecasting will improve the overall process of setting fiscal objectives and spending levels consistent with these objectives and the process of allocation of resources in accordance with the fiscal policies and objectives. In addition, improvements in the management of public debt and state guarantees will allow the Government to avoid uncontrolled growth of debt and improve tools and techniques that the Government can use to finance the deficit.

5.1.1. The basic principles and expected results

a) macro-economic forecasting and revenue forecasting

The existence of a macro-economic and medium-term financial framework to support budget planning.

Internal revenue forecast is accurate and based on macroeconomic forecasts.

b) Monitoring of public sector debt and state guarantees
Internal and external state debt must be controlled by the central authority.

There is a proper debt management system for tracking and reporting. Linking debt management with cash forecasting.

Budget deficit financing at a minimum cost and risk in the medium and long term.

Government and Parliament reporting on public sector debt, state guarantees and state on-lending.

5.1.2 Reform measures and responsible institution
	Current situation
	Areas of concern
	Reform measures

	
	
	Medium -term targets
	Long-term goals

	1
	2
	3
	4

	Macroeconomic forecast and revenue planning

	The annual budget and MTBF (3 years) are set within a macroeconomic framework

There is medium-term budgetary framework (3 years), which serves as basis for annual budget planning

There is an IT module for macroeconomic forecasting (Ministry of Economy and Infrastructure)
In the PFM IS the Ministry of Finance has the possibility to develop several resource forecasting scenarios
External resources are part of the overall budgetary resources framework 

The Ministry of Finance develops and approves new revenues estimations tools and methodologies 
	Quality of macroeconomic forecasts continue to be an imminent risk to budget forecasts
There is a need to improve the quality of macroeconomic forecasts, including through wider consultation of institutions specialized in forecasting
There is a need to adjust analytical models and procedures, and assess the impact of fiscal policies on revenue planning 
As a result of unrealistic macroeconomic forecast, revenue estimates prove to be understated or overstated, which undermines the implementation of multiannual spending programs

Unpredictability of attracting external sources affects the quality of budget forecast
There is a need to consolidate the capacities of the staff of the Ministry of Economy and Infrastructure and Ministry of Finance, who develop the macroeconomic and macro-fiscal, and revenues forecasts, due to high turnover and an incapacity to recruit staff with core competence 
	Create a strengthened institutional and methodological framework for macro-economic forecasting
Develop mechanisms for consultation and comparison with macroeconomic forecasts prepared by non-government institutions
Continuous improvement of the methodology of revenue estimation by implementing modern IT practices and tools

Development of modern tools (micro-models) to assess the impact of tax policy measures on revenue planning
Improving communication mechanisms and procedures with donors for compliant planning of external input
Identification of personnel needed for macro-fiscal analysis and forecasting based on assessment of capacity constraints and skills gap 

	Introduction of a mechanism for independent expert analysis of forecasts

The use of modern tools of forecasting budget revenues

Enhancing capacities for macroeconomic analysis and forecasting (within the Ministry of Economy and Infrastructure) and for macro-fiscal and revenue forecasting (within the Ministry of Finance)


	Monitoring public sector debt and state guarantees 

	The Ministry of Finance is the only central authority that monitors public sector debt, state guarantees and state on-lending
Local public authorities and state economic entities and those holding a share more than 50% of the statutory capital report quarterly on outstanding loans

Application of the updated version of the Debt Management and Financial Analysis System (DMFAS) 6.0
The system of financial analysis of debt management allows monitoring, recording, settlement and clearing of public sector debt and external state debt at an appropriate level 

The revised Law on Public Sector Debt, State Guarantees and State On-lending introduced a strict control from 04.01.2015 over borrowing internal and external funds by Administrative Territorial Units
	Insufficient regulatory framework
Local public authorities do not have sufficient capacities for borrowing external funds and monitoring external debt
There are procedural problems of reporting the debt of economic entities with a majority state share

There is a need of continuous improvement of the system of financial analysis and debt management 
In addition to the higher stock of public sector debt, the banking crisis evidenced risks in the management of debt portfolio

There is a need to diversify the financing sources as access to concessional loans has been placed from low to less low costs
	Adjusting the legal and methodological framework on state debt and public sector debt
Strengthening the capacity of the Ministry of Finance and local authorities in terms of debt management
Development of the domestic market for Government Securities for implementing the actions identified in the Programme “Medium term State Debt Management”
Adoption of the Operational Risk Management Plan (related to the "Medium-Term State Debt Management")
	Ensuring a public sector debt management in accordance with good practices

Maintain fiscal and public sector debt sustainability

Development of the domestic market for Government Securities by further expending the maturities of the securities and diversifying the investors base

	Institutions responsible for Component 1:

Ministry of Finance

Ministry of Economy and Infrastructure


5.2. Budget development and planning

This section covers the thematic areas of budget credibility, transparency, comprehensiveness, and policy perspectives of the budget, inter-budgetary relations and public investment. It is understood that improvements in the areas covered under this core component will improve fiscal discipline and ensure more efficient resource allocation, increase transparency and public access to information in the area of public financial management.

5.2.1. Basic principles and expected results 
a) Budget credibility

Integrity of the Budget: Budget is executed as planned within the parameters of fiscal policy in a disciplined fashion, which ensures that deviations between actual and original budgets are kept to a minimum.

The Budget serves as an effective tool for coordinating activities of the Government and its entities.

Budget planning ensures the principles of resources allocation efficiency by seeking prioritization of expenditures and reallocation among the sectors from lower to higher expenditure priorities.

Budget planning ensures operational efficiency by ensuring that Government entities are encouraged to produce goods, works and services at the lowest possible cost and highest possible value.

There are no expenditure arrears or the stock of arrears is low; and there are systems to monitor these arrears.

Budgetary decisions include total fiscal risk analysis, including risks generated by state enterprises and commercial undertakings with a majority state share and risks generated by administrative territorial units.

Budgetary decisions include measurement, monitoring and evaluation of performance against the original plan.

b) Transparency and comprehensiveness

Existence of a robust budget classification system that allows for planning and reporting of spending by administrative, economic and functional areas, and is compliant with international standards (IMF-GFS, COFOG);

Annual budget documentation provides complete information on central government operations, including the outcome of previous years;

Budget coverage includes reporting of all government operations;
Off-budget operations are insignificant, or included in the fiscal reports if significant;

Government has an oversight role over all public sector entities, self-managed public authorities /institutions, state /municipal enterprises and companies with total or majority public capital and quasi-fiscal operations;

Public access to budget and fiscal information is ensured.

c) Orderliness (accuracy) and Policy Perspectives in the Budget

Existence of and adherence to the budget calendar;

Existence of a single and integrated budget process, involving central government and local public authorities;
Existence of, and adherence to guidelines for medium-term expenditure and annual budget formulation;

Linking policies to budget on an annual and multi-annual basis;

Sector strategies are based on multi-annual projections of current expenditures and investment plans.

d) inter-budgetary relations

Systems exist to ensure vertical and horizontal balance /equalisation;

Existence of clear criteria to determine the transfer of fiscal support to administrative territorial units in a transparent and predictable mode to enable the timely preparation of local budgets.

e) Capital public investment

The capital public investment programme and capital budget investments are planned within the overall medium-term fiscal and expenditure projections;

Selection and approval of investment projects is consistent with national and sector policies;

Investment projects are planned on the basis of secure sources and fiscal impact analysis, while relevant information on future costs is made available.

5.2.2 Reform measures and responsible institution

	Current situation
	Areas of concern
	Reform measures

	
	
	Medium-term targets
	Long-term objectives

	1
	2
	3
	4

	Budget Credibility

	Budget and fiscal discipline is satisfactory
Budget deficit and state debt are managed prudently, and there is no risk to budget stability in the short term

The annual budget has become more secure, stable and predictable
	Mechanisms for monitoring and control of general budget indicators should be developed and adjusted to international practices
Strategic planning and analysis capabilities, as well as budget and fiscal risks analysis must be improved
	Strengthening the capacities for budget and fiscal risk analysis and financial monitoring of self-managed public authorities /institutions and state /municipal enterprises and companies with total or majority public capital
Improve the financial monitoring mechanism of state/municipal enterprises and companies with total or majority public capital
Introducing mandatory audit of financial statements for state-owned enterprises 
	Full implementation of the Law on public finance and the budgetary and fiscal responsibility no.181 of 25 July 2014, including: limiting the in-year budgetary changes; application of budgetary and fiscal rules established by the legislation; eliminating the practice of adopting sectoral strategies and programs without financial coverage
Consolidation of the budget-fiscal rules by explicitly correlating the budget deficit indicator with debt sustainability 

	Transparency & Comprehensiveness

	Budget documentation is comprehensive and includes information on dynamic evolution of national public budget and reflects the financial and non-financial performance of programs
Sufficient public access to main budgetary and fiscal information
Citizens’ Budget is prepared and published annually

As an official member, the Republic of Moldova has participated in Open Budget Survey for the first time in 2017
	The quality of budget discussions could be improved, focusing on program performance

Classification is not in full compliance with international standards
There are some inconsistencies between the presentation of expenditures in the Medium-term Budget Framework (by sectors and local authorities) and the annual budget (by central authorities and programs)

The structure and amount of information available on the website requires diversification and review
Existing consultation mechanisms with the civil society should be improved
	Setting the minimum requirements for information included in the budget documentation

Continuous improvement of the budget classification in line with international standards

The continuous development of the Public Finance Management Information System in order to secure the functionality of the budget process

Ensuring consistency in the presentation of expenses in the Medium Term Budget Framework and annual budget

Developing and periodic updating of the website of the Ministry of Finance with quality and timely information on the formulation and execution of the budget
Central public authorities posting on websites the medium-term strategies/ sectoral programs, annual budgets and reports in the areas of competence
Develop mechanisms for consultation of budget forecasts and medium term policy priorities with civil society by posting the draft normative acts on the website www.particip.gov.md

	Ensuring transparency of information on progress in implementing public investment projects on the Ministry of Finance website 
Achieving a better budget presentation and reporting of budget information

Raising awareness of citizens with clear, uncomplicated and systematic information on the budget, using websites and e-Government portal and using citizens’ budget and publications
Participate in the Open Budget Survey and improve continuously the Budget Transparency Index

	Orderliness (accuracy) and Policy Perspective in the Budget

	There is a timetable for developing the Medium Term Budget Framework and the annual budget

The calendar, roles and responsibilities in the budget process are regulated by law

Development of the Medium Term Budget Framework is a phase of the annual cycle of budget planning and serves as a tool to ensure to correlation between policy priorities and the budget

Performance information is included in budget documentation for more than 70% of total state budget expenditures in 2013 and 100% in 2016, and creates the topic of budget discussions
	In recent years the budget calendar deadlines were not always complied with
Strategic Analysis of the Medium Term Budget Framework should be extended to all sectors
The consistency between the policy framework, the Medium Term Budget Framework, and annual budgets must be improved
There are systemic and capacity risks in implementing performance based budgeting and using performance information in budget discussions
There is a need to improve the process of Medium-term budget framework 

There is a necessity to develop the procedures of monitoring and evaluating the budget programs 
	Expanding the coverage of Medium Term Budget Framework for total coverage of spending strategies

Continuous development of capacities of staff working in the field of public finance management by participating in training and collaborating with experts providing technical assistance in the field
Continuous development of institutional capacity required to implement a program and performance based budgeting
Developing the tools and procedures regarding the process of medium-term budget framework

Developing the methodological framework of monitoring and evaluating the budget programs 
	Compliance with the budget calendar by all authorities involved in the budget process


	Budgetary Relations

	The current legislative framework governs sharing taxes and state fees between different levels of public administration
There is a system of shared transfers and taxes, based on objective and predictable bases, with the separation of local budgets into the first level and the second level
Budgetary dependence of each level of public administration on the immediate upper one is eliminated

	Lack of performance in the field of financial management of territorial administrative units caused by staff shortage, high fluctuation of staff, inability to recruit staff with core skills due to lack of financial motivation

	Strengthening the local revenue base of local governments and the autonomy to decide on them
	Strengthening financial management of local government to ensure financial discipline, increase transparency and public participation

	Public capital investment

	Expenditures for capital investments are integrated in the Medium Term Budget Framework and are correlated with sectoral expenditures strategies
There is a normative and methodological framework containing clear criteria for evaluation and selection of capital investment projects
The methodological framework for the planning and management of capital investments was created
	The existence of large number of uncompleted projects
The legal framework for the management of capital investment needs to be improved:

project cycle, the processes of evaluation and selection of investment projects

Establishment of project post-implementation reporting
The existing capacities are a constraint for strengthening the planning and management of capital investment 
	Extension for all capital investment projects of the provisions of the Regulation on public capital investment projects, approved by the Government Decision no.1029 of December 19, 2013, regarding the substantiation of the appropriateness and the cost-effectiveness of committed projects 
	Capacity building of the Ministry of Finance and public authorities in monitoring, evaluation and reporting the impact of the implementation of capital investment projects
Improving the tools of long-term costs analysis of investments 

	Institutions responsible for Component 2:

Ministry of Finance


5.3. Budget execution, accounting and reporting

This section covers the thematic areas of budget execution, cash management, reporting on budget execution, as well as accounting and financial reporting. Improvements to this component will increase efficiency and control over expenditures.

5.3.1. Basic principles and expected results
a) Budget execution process

Clearly defined budget execution procedures.

There is ex-ante control of public expenditures incurred from the state budget and local budgets.

Effective execution of current expenses (expenses for payment of salaries and non-salary costs) and capital expenditures
Improving the normative framework regarding the execution of the component budgets of the national public budget, as well as the resources of non-budget entities, through the Treasury Single Account. 
b) Cash flow management

Centralization of balances in the "Treasury Single Account”.

Efficient cash management system, which includes the development of annual forecasts of liquidity with a monthly distribution, which is updated monthly /weekly /daily and secures control of budget spending within the limits of approved allocations and the balance of available funds.

Improve the forecasts and liquidity management through the Public Finance Management Informational System.

The system for recording and monitoring of commitments (contracts, guarantees, commitments).

c) Reporting on budget execution
Chart of accounts for budget execution in accordance with the budget classification.

Periodicity of budget execution reports during the year and annual reports on budget execution.

Coverage of reports on budget execution.

d) Accounting and financial reporting

There are well-defined national accounting procedures.

Unified Chart of Accounts is to be used for the planning, execution and recording in the accounts of budget operations.

Develop the National Accounting Standards for Public Sector based on IPSAS. 

Comprehensiveness and frequency of submission of financial reports, including reporting of commitments.
Improving financial reporting by integrating the accounting information system of the budgetary entities with the Public Finance Management Information System.
e) Institutional area

Strengthen the treasury system of the Ministry of Finance by optimizing its structure.

Modernize the service delivery to public authorities /institutions through the treasury system of the Ministry of Finance.

5.3.2. Reform measures and responsible institution

	Current situation
	Areas of concern
	Reform measures

	
	
	Medium-term targets
	Long-term objectives

	1
	2
	3
	4

	Budget execution process

	Control over spending via the treasury system is transparent.
The existing PFMIS of the MoF covers all treasury operations, providing for proper authorization processes and expenditure control at the level of State Treasury and Regional Treasuries (RT)
This recording ensures the reduction of amount of free allocations to correspond to the amount of commitments made
Internal ex-ante controls within budget organizations ensure that every transaction with a financial implication is authorized by two signatures: by the head of the institution and by the chief accountant

The Methodological Norms regarding cash execution of the component budgets of national public budget through the treasury system ensure that the single rules are respected for all budgets
	There is no obligation for budget organisations to register the commitments which are not based on a contract

There is no centralised IT system for payroll processing. Personnel data and payroll data are not directly linked

There is a need to update and improve the Methodological Norms on cash execution of the component budgets of national public budget through the treasury system and train the users in order to avoid different treatments and to be understandable
There is a need for regulations regarding financial monitoring of self-managed public entities
	Changing the legal framework for budget execution to align it with the Law on public finance and fiscal-budget responsibility no.181 of 25.07.2014
Testing and introducing new methodology on budget execution for implementing the new Public Financial Management Information System (PFMIS)
Increasing capacity of the regional treasuries and State Treasury to allow full use of the new PFMIS in the budget execution process
Organize trainings for staff of budget authorities to use the new PFMIS
To manage through the Treasury Single Account the budgetary resources received by self-managed public authorities/institutions, state enterprises, joint stock companies and other public institutions whose founders are the central and local public authorities 


	Full implementation of the new legislation on budget execution

Continuous development of the Public Finance Management Information System and on-line reporting


	Cash flow management

	Cash flows are forecast and monitored.
Cash forecasts aggregated weekly are updated daily

The Treasury Single Account (TSA) maintained in the National Bank of Moldova is fully operational;

The existing Public Financial Management Information System (FMIS) to a great extent prevents from making commitments in an absence of an available budget allocations. Although this is not a full commitment management system, it is effective in preventing overspending
	Cash flow forecasts are not always accurate due to liquidity gap resulting from adverse fiscal circumstances;

Although the Treasury Single Account is fully operational the implementation of some projects financed from external sources is carried out through commercial banks

The registration of contracts with RT does not have the effect of putting aside funds for a specific date
	With the implementation of the Public Financial Management Information System one will improve the skills for forecasting and monitoring cash flow by recording and monitoring commitments
Ensuring the development of a module of commitment as part of the Public Financial Management Information System
The preparation and monthly presentation by the central public authorities and projects funded from the external resources of the forecasts of the major payments to be requested from the budget for the payment of commitments 
	Include all sources of donor funding in the treasury system
To develop the Public Finance Management Information System through payments schedule of commitments that will improve the forecasts and liquidity monitoring 


	Reporting on budget execution

	Since 2016 budgets are executed following the same classification under which they were planned, based on GFS 2001 
MoF prepares monthly, semi-annual and annual consolidated budget execution reports on the National Public Budget covering the State Budget, the local budgets, as well as the State Social Insurance Fund (SSIF) and the Compulsory Health Insurance Funds (CHIF) which are posted on the MoF website
Budget execution reports are produced regularly, timely and with an adequate quality

Monthly budget execution reports are cumulative and contain both the planned amount for the year and the management period, executed amounts, differences in absolute amount and percentage
Reports are provided in aggregated form, as well as on the detail level by organisational, economic and functional classification

Reports on the execution of State Budget and the local budgets are generated from the Public Financial Management Information System (PFMIS) 
The reports on the execution of the state social insurance budget and the compulsory health insurance funds are presented monthly by the National Social Insurance House and the National Health Insurance Company

Accounting records on budget execution are kept in the RTs, which prepare daily account statements and monthly budget execution reports for each budget organization

The stock of arrears is low and there is a suitable monitoring system (PEFA 2011, PI-4)
	Budget execution reports generated by the existing PFMIS do not include information on budget implementation level for the corresponding period of the previous year. Comparative information for previous year is entered manually

Budget execution reports do not include information on commitments

There is a need to improve the semiannual and annual reports on execution of the national public budget and its components 
There is a need to draw up the Report on citizens’ budget execution as a result of developing a citizens’ budget
There is a need to monitor and improve the reporting on overdue debts (arrears)


	Testing and application of the Unified Chart of Accounts in accordance with International Financial Statistics 2001 for budget execution
Restructuring budget execution reports to include information on budget execution extent for the corresponding period of the previous year

Including commitments reporting
To improve the reporting on overdue debts (arrears) by including in the report the date of occurrence of the debt and the causes of its occurrence
	Strengthening central government responsibility in terms of direct reporting to Parliament on the efficiency of spending money in the public sector and the performance indicators in their sector of accountability

	Accounting and financial reporting

	Accounting and financial reporting in budget authorities/institutions is done using the Chart of Accounts in the budget system and Methodological Norms on accounting and financial reporting in the budget system, created in compliance with GFS 2001 
The complete report on budget execution published by the MoF is broadly in line with international standards for cash based accounting

All budget authorities/institutions funded from the state budget, local budgets, as well as SSIB and CHIF, maintain modified accrual accounting systems. 
Budget institutions prepare quarterly, semi-annual and annual financial reports, which also include a balance sheet, and send them to central and local public authorities.
Local public authorities consolidate the financial reports and send them to the MoF
Concept on the Development of National Accounting Standards in the public sector was approved in 2016
	National accounting procedures in public sector are not aligned with international practice

Six different charts of accounts where used in 2013: 

One for cash accounting of transactions by the State Treasury and regional treasuries;

One for cash accounting for financial departments of second level ATUs;

Two for modified accrual accounting for public institutions and first level local budgets;
Two for accrual accounting for National Social Insurance House and National Health Insurance Company.
Three different charts of accounts are used in 2017:
One for accrual accounting in budget authorities /institutions, as well as for cash accounting of the component budget of national public budget via the treasury system; 
One for accrual accounting for the National House of Social Insurance;
One for accrual accounting for National Health Insurance Company
The complete report on budget execution published by the MoF does not include all specific information.

The annual financial statements, including a balance sheet, presented by budget authorities to the MoF are neither consolidated nor published by the MoF. 
	Testing and implementation of the Unified Chart of Accounts in compliance with the financial statistics 2001 for financial accounting, with the implementation of the Public Financial Management Information System
Testing Methodological Norms regarding the implementation of the chart of accounts, accounting, and financial reporting, once the Public Financial Management Information System is implemented
Develop the National Accounting Standards for public sector based on IPSAS

Implement the Action Plan of the Concept on the Development of National Accounting Standards in the public sector 

Continuous development of the professional and institutional capacity required to improve financial reporting and accounting, as well as the implementation of National Public Sector Accounting Standards based on International Public Sector Accounting Standards

Creating conditions for outsourcing or sharing of economy and financial services for public entities

Creating and implementing a robust system of continuous training and professional development of economy and finance specialists

Development and implementation of a professional certification program for finance and economy specialists


	Use of the accounting information system in budget authorities /institutions
Ensure the publication of consolidated financial statements for the central government

Develop and implement national accounting standards for the public sector in line with international practice
Integration of the accounting information system in the budget authorities /institutions with the Public Finance Management Information System

	Institutional area

	In accordance with the provisions of the Government Decision no.696 of August 30, 2017 "On the organization and functioning of the Ministry of Finance", the structure of the treasury system of the Ministry of Finance was optimized by the establishment of 5 regional treasuries
	Improve and modernize Treasury management.
 
Continuous development of remote service delivery to public authorities /institutions
	Implementation of the Order of the Minister of Finance "On Establishing the Servicing Areas for the Regional Treasuries of the Ministry of Finance" as of January 1, 2018 


	Extending the Remote Service Delivery to Public Authorities /Institutions

	Institutions responsible for Component 3:

Ministry of Finance


5.4. Financial management and internal control

This section covers the thematic areas of financial management and control, internal audit and financial inspection. Improvements to this component will increase efficiency and economy in the use of public funds and managerial accountability.

5.4.1. The basic principles and expected results

a) Public Internal Financial Control including:

Internal Audit

Reorientation of internal audit function from compliance audit to system audit /performance audit.
Strengthening the internal audit function in the ministries.

Ensuring the coverage and quality of internal audit activity.

Creating conditions for outsourcing or sharing of internal audit services for public entities.
Development of a modern training and continuous professional development mechanism for internal auditors.
Financial Management and Control

Promoting managerial accountability and issuing a qualitative statement on good governance.
Immediate actions taken by managers following internal audit recommendations.
Strengthening capacities and responsibilities of finance and economy departments within public entities.

Public entities implement customized financial management and control systems based on the following components:
control environment;

performance and risk management; 
control activities;

information and communication; 
monitoring and evaluation.

Developing a risk-based performance planning mechanism for public entities.
Central harmonization

Standards and procedures for internal audit, financial management and control in accordance with international standards.

Creating a mechanism for disseminating good practice in the field of internal audit and financial management and control.

Strengthening the activity of the Public Internal Financial Control Council.
b) Financial Inspection 
Government wide internal audit introduced

Compliance financial inspections of budget execution based on analysis of risk.

Procedures and methods of financial inspection are aligned with best practice.

Enhance financial investigation capacity when transferring responsibilities to the judiciary.
5.4.2. Reform measures and responsible institution

	Current situation
	Areas of concern
	Reform measures

	
	
	Medium-term targets
	Long-term objectives

	1
	2
	3
	4

	Public Internal Financial Control

	Law no. 229 of 23 September 2010 on Public Internal Financial Control is in force since November 2011

Existence of a PIFC development Program
A Central Harmonisation Unit (CHU) exists in the MoF
Its responsibilities include development of legal framework, methodology for PIFC, monitoring of decentralised internal audit units, training and certification

The framework- regulation for finance services was approved in 2015 

Internal Audit (IA) Units have been established in central public authorities. 103 internal auditors have been appointed in total in 2013; 136 internal auditors are working in 2017 in 96 Internal Audit Units 
The methodological framework for FMC includes:

National Standards for Internal Control in the Public Sector and Financial Management and Control Manual;

Regulation on assessment, reporting of FMC system and issuance of good governance declaration;

The methodological framework for internal audit includes:

National Internal Audit Standards; 

The Ethics Code for Internal Auditors;

A Charter of Internal Audit;

Methodological Norms for Internal Audit in the Public Sector;

Regulation on reporting the internal audit activity in the public sector;

Regulation on certifying the public sector internal auditors;

An annual internal audit report is presented to the management of the entity, MoF and to the Court of Accounts.
	MoF evaluation for 2011 activity revealed that of 38 IA units (52 is the number of existing ones, of which 14 IA units were not staffed,) 24 were operational, i.e. operating according to the standards; 

There were 7 IA units established till 2013 at local level; and 25 units in 2017;
Most IA units are understaffed and too small to ensure sufficient quality of work;

Although the PIFC Law foresees the conduct of system audit, compliance audit, financial audit, performance audit and IT audit, in practice the majority of the audits carried out to date are compliance audits

Limited conceptual understanding of the essence of internal audit and the role of the internal auditor by management and internal auditors alike

Limited capacity in carrying out risk assessments

Limited capacities and skills in implementing FMC according to the standards and national legislation.


	Review the role, duties and composition of PIFC Council

Strengthen the impact and visibility of PIFC Council;
Strengthen budgetary authorities’ capacities for the implementation of financial management and control system
Develop methodological guidelines and procedures to facilitate the implementation of the regulatory framework for financial management and control 
Develop a planning mechanism based on goals and associated risks and its application by managers

Review the current system of self-assessment, reporting on financial management and control and issuance of statement on good governance 

Strengthen the internal audit function within the ministries and clarify the scope of application

Create conditions for outsourcing or sharing of internal audit services for public entities

Identify and implement a modern system of continuous training and professional development of internal auditors

Improve the current professional certification system of Internal Auditors

	Financial management in line with principles of good governance

Control environment conductive to promoting an appropriate culture of control

The effective management of risks
Efficient control activities

Quality information produced and effective communication systems in place

Robust monitoring and evaluation mechanisms
Modern operational system for evaluation and reporting on financial management and control, as well as issuing the declaration on good governance 

 Implementation of system audit and performance audit

Develop mechanisms for continued professional development for internal auditors
Develop certification mechanisms for internal auditors in line with good practice
Strengthen the function of public sector internal audit

Establish quality assurance mechanisms and incorporate them into internal audit in line with international standards 



	Financial inspection 

	The Financial Control and Revision Service under the MoF subordination reorganized into the Financial Inspection 

Inspection activity, according to the structure of the central office, is organized by areas of activity

Financial inspection focuses on high-risk entities that manage public funds and public property. Thematic inspections are made taking also into account other external and internal control forms
One aspect of inspection activity is to timely identify any irregularities and frauds reported through petitions and other requests and ensuring the prompt and unannounced inspections in order to prevent embezzlement of property and funds
Financial Inspection if working under the Law on Public Finances and Fiscal-Budget Responsibility no.181 of 25.07.2014 and the Regulation on organization of financial inspection, approved by Government Decision No. 1026 of 02 November 2010 

Financial Inspection’s web page created
	Delayed examination of inspection materials and failure by law enforcement bodies to apply measures for compensation of the damages caused to state

The financial inspection carried out on request from the judiciary is not sufficient for the needs of the courts

The Financial inspection’s activity is too broad, and should just be focused towards compliance

Financial Inspection must be given an additional task, Government wide internal audit, giving the Minister of Finance assurance that the systems under his responsibility are working as intended and contributing to building more robust PFM systems

FI scope is too broad in relation to the private sector

The mere existence of the powers the organization currently has is not facilitating proper development of managerial accountability
Financial Inspection should just have the power to propose penalties and should make recommendations for system improvements (including to internal audit).
Ensuring transparency
	Clarify the roles and responsibilities of the Financial Inspection as recommended by development partners and best practices

Needed amendments of legal framework adopted

The Financial Inspection re-organised and manned accordingly 

Strengthen the financial investigation capacity after transferring responsibilities to the judiciary
Drafting a new strategic development plan for the Financial Inspection

Deepening the knowledge specific to inspection activity
Modernizing procedures, practices and methods of financial inspection
Improving external communication in order to ensure that those responsible will be held liable. 
Government wide internal audit introduced

Staff trained in Internal audit methodology


	The Financial Inspection carries out its new mandate in a proper way
Adjust the normative framework regarding financial control



	Institutions responsible for Component 4:

Ministry of Finance;

Financial Inspection


5.5. Administration of revenues

This section contains issues related to ensuring an adequate level of budget revenue collection, by implementing modern, fair and consistent tax and customs administration measures.

Improvements under this component are aimed at providing convenience to taxpayers, minimizing the costs of tax reporting for businesses, solving fiscal problems facing taxpayers, all having the general purpose fiscal education of the general public.

5.5.1. Basic principles and expected results 
1) Tax Administration

a) Legislation

Tax legislation has a comprehensive, clear and transparent nature.

Tax legislation consists of national tax legislation, international treaties and international tax agreements to which Moldova is party.

Tax legislation clearly defines the rights and obligations of taxpayers and their commitments.

Tax legislation provides adequate powers to enable the tax administration to fully implement and enforce its laws.

Tax legislation contains strictly limited discretionary powers.

Improving tax legislation and developing national tax system, based on EU and international standards, including organization of gradual harmonization with EU directives.
c) Collection of fees and taxes, compliance and enforcement

Tax legislation, sanctions, systems and procedures ensure that taxpayers pay the correct amount of tax in due course.

Robust and effective policies on collecting overdue payments to the budget, systems and procedures are in place and fully functional.

Tax fraud and evasion are identified systematically and rigorously investigated and prosecuted in order to increase the overall level of tax compliance.

c) Tax Control

Tax controls plan is drawn up based on risk factors such as general risks, specific risks regarding VAT compliance is in place and fully functional.

d) Management of the taxpayer

Effective systems for taxpayer registration and detailed recording of tax revenues and payments of taxpayers are in place and fully functional.

Effective systems for recording of taxable transactions, activities, or supplies are in place and fully functional.

Effective systems for monitoring taxpayer compliance are in place and fully functional.

e) Taxpayer rights, obligations and commitments

The rights, obligations and commitments of taxpayers are clearly defined.

Taxpayers have access to information about their rights, obligations and their commitments.

A fair, equitable and efficient tax complaint process is in place and fully functional.
f) Voluntary Compliance

Voluntary compliance is promoted actively, systematically and regularly.
Compliance of administrative burdens on taxpayers are kept to a minimum.

Recommendations/consultations provided for taxpayers can be easily understood and accessed.
Tax registration and accounting system is simple to use and efficient to administer.

2) Custom Administration
a) Legislation

Customs legislation has a comprehensive, clear and transparent nature.

Customs legislation is compatible with the international customs legislation and standards.

Customs legislation clearly defines the rights, duties and responsibilities of customs officials, businesses and citizens.

Customs legislation provides adequate powers to allow the customs administration to fully implement the provisions.

Customs legislation contains strictly limited powers of control.

b) Management of businesses

Effective systems to track data from customs declarations and the payments are implemented and fully functional.

Effective systems for recording obligations of businesses with regard to customs payments are fully implemented and functional.

Appropriate IT system for electronic data exchange with businesses based on a single point of access is in place and fully functional.

Effective systems for monitoring compliance are implemented and fully functional.

c) Revenue collection

There is a strategy developed for the collection and management of revenues, which is designed to ensure that all customs revenues are properly collected, recorded, reported and audited.

d) Transit, border control and post clearance audit

Efficient and effective customs controls carried out on the basis of risk analysis in airports, border crossings for cars and internal control points that facilitate the flow of goods and transport, ensure revenue collection and protection of citizens, are implemented and fully functional.

A customs transit system, provided by a reliable guarantee mechanism and implementation of identification measures, and the obligation to use authorised means of transport and customs seals is in place and fully functional.

Further control and post-clearance audit which is effective and efficient and which offers customs administration sufficient legal powers for planning the audit and use the risk management is in place and fully functional.

e) Trade Facilitation

Customs controls are organized in such a way as to minimize costs to the business community, documentation and information requirements and the time required for compliance with the procedures of customs and other border authorities and ensuring supply chain security.

Simplified customs procedures are applied for economic operators complying with the legislation.

Cooperation between customs and the business community is developed by applying effective tools and mechanisms.

f) Law enforcement and investigations

Efficient and effective systems for the detection, prevention and investigation of customs fraud, are implemented and fully functional.

Operations for law enforcement and investigation are correlated with an intelligence strategy based on modern risk analysis methods to safeguard revenues and society.

g) Trade Supply Chain Security

Efficient and effective measures to secure the international trade supply chain are aligned to the Framework of Standards to Secure and Facilitate Global Trade of the WCO and EU requirements are implemented and fully operational.

h) Rights, obligations and responsibilities of businesses

Rights, duties and responsibilities of businesses are clearly defined.

Businesses have access to information about their rights, obligations and responsibilities.

A fair, equitable and efficient process to challenge Customs decisions is in place and fully functional.

5.5.2. Reform measures and responsible institution

	Current situation
	Areas of concern
	Reform measures

	
	
	Medium-term targets
	Long-term objectives

	1
	2
	3
	4

	1) Tax administration

	Institutional area

	The tax authority has gone through a conceptual restructuring process, which has contributed to the efficiency of the activity; increasing flexibility in the human resource management process; standardizing the services offered to taxpayers, and concentrating institutional efforts on areas with high risk of tax compliance
	Correct and full execution of all functional duties by optimal division of tasks and responsibilities within the tax authority


Strengthening institutional performance by excluding from the tax authority the non-tax activities currently administered by the tax authority
	Describe and continuously review processes within the State Tax Service, including those related to taxpayers;

Amending the legislation by excluding from the duties of the State Tax Service the non-tax activities currently administered by the State Tax Service
	Simplify the procedures for calculating, reporting and paying tax liabilities
 
Creating appropriate conditions for the functioning of the unified structure of the State Tax Service

	Voluntary compliance and delivery of services to taxpayers

	Information for taxpayers is available in the media, on the official website of the State Tax Service;

The State Tax Service organizes information campaigns on legislative and normative changes in taxation area

The State Tax Service has made progress in implementing the tax compliance risk management system
	Improve and develop services provided to taxpayers to promote voluntary compliance with taxes and duties payment;

Improving and continually updating the information available on the official website;

Continued development of the overall taxpayers’ compliance strategy;

Strengthening the capacity to administer and provide services to large taxpayers (individuals and legal entities)
	Developing and implementing
annual tax compliance programs;
Improving the administration of large taxpayers by developing and implementing compliance programs

Implementation of the Communication Strategy of the State Tax Service
Improve and extend the scope of electronic services provided to taxpayers, including e-declaration, e-payments

	Increasing taxpayers' satisfaction with the services provided by the State Tax Service

Enhancing the voluntary compliance of taxpayers with tax legislation;

Increase to 70% of the share of electronic declarations in the total tax reports submitted

	Tax control

	The risk management system was implemented within the State Tax Service

Planning of controls is centralized
State Tax Service uses well-defined risk criteria to identify new risk criteria
The activities of the State Tax Service to counteract the enterprises with pseudo-activity 
	Implement new practices and methodologies for planning and performing tax controls

Increase the efficiency of tax controls by improving tax control processes

Continuously reviewing and updating risk criteria by facilitating more efficient selection of taxpayer groups with increased risk of tax evasion
	Automating the processes of tax control activity

Develop action plans to prevent and combat tax evasion and fraud by strengthening fraud investigation capabilities and developing the tax evasion risk identification system

Raising the professionalism of the employees of the State Tax Service through diversified and continuous training
Continuous updating of the Tax Control Manual
	Enhance the results of controls by standardizing the tax control process

Reducing the shadow economy by improving the compliance risk management module

	Arrears management

	As a result of the reorganization of the tax body, the management function was concentrated at the regional level
	Description and standardization of arrears management processes and procedures

Develop an efficient arrears management system
	Develop the operational manual in the part of the management of arrears

Standardize and improve the enforcement process
	Improve processes and procedures for managing arrears in order to reduce them

	2) Customs administration

	Customs legislation defines the rights, obligations and responsibilities of economic operators involved in customs activity

Customs legislation provides clear skills for customs surveillance and control as well as sanctions for non-compliance

The Customs Code has been amended and supplemented with the concept of risk management and with provisions for aligning the national framework with the requirements of the EU Integrated Customs Tariff (TARIC)

The economic operators are identified by the identification number of the economic operator for the purposes of customs procedures and customs payments. The exchange of information on customs payments takes place between the Customs Information System, the State Treasury, and with BC "Moldova-Agroindbank" SA through the M-Pay Government Payments Service. The economic operators are obliged to indicate the identification number on all commercial documents

Customs payments are made via the Treasury Single Account

Reconciliation of revenues between the Customs Service and the State Treasury is carried out daily, monthly and annually at central level

The Customs Service has developed selectivity parameters and risk profiles covering all customs regimes

The post-clearance audit is operational. The post-clearance audit plan is developed 3 months in advance and approved by the management of Customs Service

The plan specifies the total verification for a certain period of time or thematic control and identifies possible irregularities with the estimation of the economic effect

The Customs Service has the capabilities to implement the new computerized transit information system

The Customs Reform Agenda focuses on: improving transparency and communication, so as to improve institutional dialogue with the private sector. Establishing simplified customs procedures for trusted economic operators and increasing customs control for non-compliant businesses is a priority

Operations of mobile teams are organized throughout the country. Agreements on mutual administrative assistance in customs matters are implemented

Memoranda of Understanding with business community are signed

The authorities of the Republic of Moldova and the Romanian customs authorities have signed an agreement that regulates the cooperation at the border crossing points and the exchange of customs information

A preliminary customs data exchange system with the Ukrainian Customs Service is operational

Customs Service operations are set in a largely transparent legal framework and relevant information is available to economic operators and taxpayers in the media and other sources

The Customs Service organizes information campaigns with selected topics on new or amended legislation, on modified procedures and other topics of general interest and importance. The VAMA publication provides information on updating the formalities, procedures and legislation. The Customs Code incorporates the provisions and procedures for filing a complaint, which at the first level are examined by the customs authority, and in case of disagreement - in the courts

Decision No. 4 (December 2010) of the Supreme Court of Justice provides clarity in the application of customs legislation as regards administrative procedures
	Implement the revised legislation governing post-clearance control

The process of drafting and adopting new customs legislation needs to be improved and accelerated

Drafting and promotion of the new Customs Code, aligned to the provisions of the European Union legislation

Reconciliation of the duty estimate to improve revenue forecasting and cash flow management in the short term

It is necessary to develop the selectivity parameters and profiles for the purpose of selecting economic operators for post-clearance audit and the transit regime

It is necessary to develop a system based on risk analysis for selecting economic operators for post-clearance audit

Implementing a "trader-centric" program for post-clearance control

Implementation of the plan for the introduction of the new computerized transit information system should be accelerated

Enhancing the involvement of civil society and the business community in the decision-making process

Introduction of simplified procedures for a larger percentage of economic operators that comply with the requirements.

There is a need to prolong the pilot project for recognition of the status of authorized economic operator (AEO) Republic of Moldova - European Union

Adaptation of the general concept of law enforcement for the Customs Service


The legal framework should be reviewed in order to provide appropriate competence to Customs Service

Increasing the level of information of citizens and economic operators on customs regulations
	Harmonization of national customs legislation with that of the EU through adoption of the new Customs Code and reviewing the secondary legislation

Implementation of simplified electronic customs procedures in line with EU norms;

Simplification of customs procedures in order to minimise costs and reduce clearance times;
Development of the risk management system incorporating selectivity in customs controls in line with EU norms;
Improving access to information for economic operators.
Developing the mechanism for mutual recognition of status of authorized economic operator (AEO)

	To efficiently implement the Programme for the promotion of voluntary compliance with legislation
Development of quality standards for customs services

Further implementation of modern customs techniques and tools for determination of customs value

Facilitating legal trade and sustaining competitiveness 

Modernizing of infrastructure and logistics of the customs offices and 

posts

Organizational development and modernization of customs bodies 

Develop and modernize the customs information systems: integrated information system “ASYCUDA World” and information system “Frontiera”

Implement the new computerized transit system “NCTS” (New Computerized Tranzit System) 

	Institutions responsible for Component 5:

Ministry of Finance; State Tax Service; Customs Service


5.6. Public Procurement

This section covers the aspects in the area of public procurement. The management of activities in this area is carried out by the respective Department in the Ministry of Finance (policy level) and the Public Procurement Agency (policy implementation level). A primary objective of this section is to create the legal and institutional conditions for contracting authorities, for the efficient use of public resources and ensure the best conditions for the provision of high quality public services.

5.6.1. Basic principles and expected results

a) Transparency, completeness and competition in the legal and regulatory framework;

b) Use of competitive procurement methods:

Promoting participation in procurement of international suppliers and contractors (non-resident economic operators), thus promoting international trade.

Ensure fair and equitable treatment of all suppliers and contractors.

c) Public access to information on public procurement:

Providing public access to full, reliable and timely information related to procurement.

Creating an independent process to review complaints.

5.6.2 Measures of reform and responsible institution

	Current situation
	Areas of concern
	Reform measures

	
	
	Medium-term targets
	Long-term objectives

	1
	2
	3
	4

	Transparency, completeness and competition in legislative and regulatory framework

	The public procurement system is governed by a legislative and regulatory framework that only partially ensures compliance with the new EU directives

As a result of the controls carried out by the Public Procurement Agency, sanctions for violation of the legislation regulating public procurement are applied

On 14 July 2016 the Republic of Moldova became a member of the Government Procurement Agreement of World Trade Organization 

There is an institution (National Complaints Settlement Agency) and

a mechanism that secures independent and unbiased settlement of complaints filed in public procurement procedures functional since September 2017
	The legal framework should foresee all actions related to public procurement
It is necessary to supplement the framework of penalties for violation of the legal framework on public procurements
There is a need to create a legal framework for public procurement for defense and public utilities in line with EU directives


	Complete alignment of the public procurement legal framework to the EU Directive in the classical sector of public procurement
To supplement the Contravention Code to include new sanctions for non-compliance with legal framework on public procurement
	Create the legal framework compliant with EU Directives in public utilities sector
Drafting the legal framework for public procurement for defense sector in line with EU Directive 


	The use of competitive procurement methods

	There is a system of procurement methods that secures open competition, used to a satisfactory level
There is a shortage of qualified public procurement staff within public authorities and institutions
	Particular attention should be paid to limiting the practice of artificially splitting of contracts to avoid competitive procurement methods
The degree of transparency in the conduct of public procurement procedures has low confidence from business environment
It is necessary to provide technical professional assistance to people with responsibilities for public procurement within the public authorities / institutions and to economic operators 
	Testing the new e-procurement system 

Create and implement a robust training and continuous professional development system for public procurement specialists
	Implement the new e-procurement system
At least 80% of purchases conducted by contracting authorities through the new e-procurement system

Develop and implement a Professional Certification Program for Public Procurement Specialists



	Public access to information on public procurement

	There are adequate means by which information on procurement procedures is being made public
There is a data collection system for concluded public procurement contracts
	It is necessary to improve the mechanism for collecting and analyzing information on public procurement and to ensure public access to this information


	Development of an e-Statistics component of the e-procurement system 


	Increasing the transparency of information on public procurement procedures

	Institutions responsible for Core Component 6:

Ministry of Finance; Agency for Public Procurement; National Complaints Settlement Agency 


5.7.  Public Finance Management Information System

This section covers the main aspects of the existing Information System, as well as aspects related to the implementation and development of the Public Finance Management Information System (PFMIS).

5.7.1. Basic principles and expected results

In the context of this Strategy PFMIS refers to the modernization of all public financial management processes including budget formulation, budget execution, accounting and financial reporting. One also expects to improve the financial management processes, efficiency, transparency, and control over public expenditures.

a) Maintenance of the existing Information System
b) Implementation and development of PFMIS
 PFMIS is characterized by:

Integrated and capable of progressive upgrading to adapt to future needs;

Shared platform and user interface for the stakeholders in different agencies responsible for financial management;

Administers operations made within the Treasury Single Account
Ensuring the main functions of public finance management, namely: budget preparation and approval, management of budget allocations, management of commitments, management of payments and receipts, cash flow management, financial reporting, storage and analysis of information.

Supporting the development of multi-annual budgetary framework and the annual budget, developing macro-economic scenarios based on macroeconomic forecasts.

Support for policy impact analysis and development of spending limits.

Providing tools for performance planning, management and reporting of spending programs of the budget authorities.

Built-in analytical tools to offer trend analysis of various elements of fiscal operations to permit a forward look;

Ability to generate historical database of budget and expenditure limits; transaction data at the highest level of detail; cash flows and bank account operations;

Enables real-time transactions;

Flexibility to provide user-defined management information, aggregated at the desired level of detail, from the database.

Audit and control authorities have easy access to financial transaction data for auditing and control purposes.

Ensuring the interoperability of the Public Finance Management Information System with other information systems, assimilating the government’s electronic services and digital platforms (M-Connect, M-Pay, M-Cloud).

5.7.2. Reform measures and responsible institution

	Current situation
	Areas of concern
	Reform measures

	
	
	Medium-term targets
	Long-term objectives

	1
	2
	3
	4

	Maintenance of the existing IS

	Existing information system provides for the automation of the formulation and execution of the budget, collection of financial statements

State debt management is ensured by the Information System DMFAS 6.0
Existing information system is connected to the automated interbank payment system of the National Bank of Moldova, as well as to other information systems and ensures the interface with the revenues administrators
Existing information system users are the Ministry of Finance, budget authorities /institutions, which are served through the Treasury Single Account
Budget institutions communicate with the Public Finance Management Information System through web interface
Maintaining the accounting information system of public authorities
	There is a need to develop analytical and reporting tools in real time
There is a need for continuous adjustment of the accounting system in line with the chart of accounts and budget classification
	Maintenance of the existing information system to be functional, expanding the functionalities to users’ needs

Adjusting the accounting information system of public authorities in accordance with the amendments to the chart of accounts and budget classification
Maintaining the Information System for the analysis of debt management DMFAS 6.0.
Continuous modernization of the hardware and network equipment
	Participation in the Government’s initiative to strengthen the information systems (Digital Moldova 2020) 
Ensuring the interoperability of the Public Finance Management Information System with other governmental information systems 

Developing and implementing the analytical and reporting tools in real time



	Implementation and development of PFMIS

	The concept of the new Public Finance Management Information System was developed, including an institutional and organizational assessment
All modules of Public Finance Management Information System, that ensure planning, approval, execution and reporting process in line with the new budget classification and new chart of accounts, have been implemented in 2015-2016 
A modern server room was created that meets international standards

There was established own telecommunications infrastructure. 
Public Finance Management Information System includes modules for the formulation and approval of the budget, allocation management, management of commitments, payments and receipts management, cash flow management, accounting and financial reporting, data storage tools, including the construction of analytical reports, various series etc.

The users of the new PFMIS are the Ministry of Finance, Central Public Authorities and Financial Departments of the 2nd level ATUs; 1st level ATUs, public institutions 
Call center that provides user support of the Public Finance Management Information System was created in 2015-2016 
	Improvement is required in the level of supply with the computing technique and means of data transportation
of budget authorities /institutions to be able to use the Public Finance Management Information System 

Training needs for of the Ministry of Finance’s staff and staff involved in financial management from budget authorities /institutions
PFMIS needs to be developed to provide support for necessary analyzes for users authorized with monitoring, control and audit functions, and the software interface used by budget authorities /institutions
Different accounting information systems used by budget authorities /institutions
	Continuous development of the Public Finance Management Information System in the Ministry of Finance, and budget authorities /institutions
Strengthening the capacity of the Call center that provides support to users of the Public Finance Management Information System and of the accounting information systems for budget authorities /institutions
Determine training needs and conducting training of the staff of the Ministry of Finance, budget authorities /institutions and public institutions that are served through Treasury Single Account in using the Public Finance Management Information System
Increase the number of budget authorities /institutions keeping their accounting records in the Accounting system for budget authorities /institutions
	Improvement and continuous development of the Public Finance Management Information System 
Ongoing trainings of users of Public Finance Management Information System 
Integration of the Public Finance Management Information System with e- procurement system
Assimilating the government’s electronic services and digital platforms (M-Connect, M-Pay, M-Cloud)

Implementation of information services to keep accounting records of budget authorities /institutions on the shared platform of the Government


	Institutions responsible for Component 7:

Ministry of Finance, State enterprise “Fintehinform” 


Chapter VI. Reviewing, monitoring and evaluation of the Strategy

As highlighted in previous chapters, the current Strategy should be seen as a summary of on-going reforms in all core areas of public finance management - core components. Implementation of the Strategy depends on the effort devoted to the thematic area of each basic component. Review, monitoring and evaluation are therefore designed in such a way as to facilitate the above-mentioned process.
Monitoring and evaluation of the implementation of the Strategy will be done using the system based on annual output indicators. An action plan will be drawn up annually, including expected reform measures, implementation actions, responsible institutions, timelines, estimated costs and sources of funding for the actions envisaged and output indicators.
The overall responsibility for the implementation of public finance management reforms lies with the leadership of the Ministry of Finance. Ministry of Finance will coordinate implementation of actions dedicated by the services and competent authorities of each component of the Strategy, and will also lead the review and monitoring mechanisms and be responsible for regular evaluation of performance of reform objectives set out in the Strategy.

Implementation of this Strategy will be based on an iterative approach with two fundamental elements:

A top-down process, which will identify critical issues of high level policy to inform or adjust some strategy or action plan of a key component, and

A bottom-up process whereby the review and monitoring processes in each strategy or action plan in a certain basic component will inform and update the objectives set out in this Strategy.

In order to ensure the systematic approach mentioned previously, the Ministry of Finance will appoint a technical team that will be responsible for follow-up actions. The technical team will be composed of professionals from all thematic areas relevant to each basic component. The method to be used is a consultation, rather than a bureaucratic inflexible arrangement. Following the approval of the strategy and after a substantial period of implementation of the approach one will explore the possibility to create a permanent monitoring mechanism.

In addition to the iterative reviewing, monitoring and updating process, the Strategy will benefit from an independent evaluation at regular intervals. The objective of the evaluation is to improve the efficiency process of the strategy and provide some guarantees (or propose corrective measures) to ensure that there is no duplication of effort devoted to strategies of the basic components. It is essential that the management of public finances remains a summary of the issues of high-level political discussions, rather than doubling and using the limited resources of the Ministry of Finance and competent bodies.

The Government also recognizes the importance to keep citizens abreast of important developments in public financial management policies and practices through simple and easily accessible information. At the beginning of each year, the Ministry of Finance will ensure the publication on its official webpage of the annual report on the implementation of the Action Plan for the implementation of the Strategy.
In addition to public stakeholders, key stakeholders for the strategy to improve public financial management will be:

development partners - Strategy consultation process is aimed at enhancing a more meaningful dialogue;

Parliamentary Commission for Economy, Finance and Budget and the supreme audit institution (Court of Accounts) - These institutions have an institutional role in the chain of supervision and accountability in public finance management and their contribution should strengthen the strategy to improve public finance management both in the process, as well as quality.

This Strategy is expected to benefit from continued counselling and interaction with the institutions mentioned above, which would strengthen the consultative process and policy discussions on public finance management.

Annex no. 1 to the Strategy on public finance management development for 2013-2020

Summary table with the assessment of public expenditures and financial accountability

	Code
	Indicator
	Score in

2015
	Score in

2011

	1
	2
	3
	4

	
	A. PFM-OUT-TURNS: Credibility of the budget
	
	

	PI-1
	Aggregate expenditures out-turn compared to original approved
	A
	B

	
	budget
	
	

	PI-2
	Composition of expenditures out-turn compared to original approved budget
	A
	B+

	PI-3
	Aggregate revenue turn-out compared to approved original budget
	A
	B

	PI-4
	Stock and monitoring of arrears while making payments
	A
	A

	
	B. KEY ISSUES: Comprehensiveness and Transparency
	
	

	PI-5
	Classification of the Budget
	A
	B

	PI-6
	Comprehensiveness of information included in the budget
	A
	A

	
	documentation
	
	

	PI-7
	Extend of unreported government operations
	A
	A


	Code
	Indicator
	Score in

2015
	Score in

2011

	1
	2
	3
	4

	PI-8
	Transparency of fiscal relations between different levels of government
	A
	A

	PI-9
	Oversight of aggregate fiscal risk from other public sector entities
	A
	B+

	PI-10
	Public access to key fiscal information
	B
	A

	
	C. BUDGETARY CYCLE
	
	

	
	C(i) Policy-Based Budgeting
	
	

	PI-11
	Orderliness and participation in the annual budget process.
	B
	B

	PI-12
	Multi-year perspective in fiscal planning, expenditure policy and budgetary
	A
	B+

	
	C(ii) Predictability and control over budget execution
	
	

	PI-13
	Transparency of taxpayer obligations and liabilities
	A
	A

	PI-14
	Effectiveness of measures for taxpayer registration and tax assessment
	B
	A

	PI-15
	The effectiveness of tax collection
	D+
	D+

	PI-16
	Predictability in the availability of funds for commitment of expenditures
	C+
	C+

	PI-17
	Recording and management of cash balances, debt and guarantees
	A
	A

	PI-18
	Effectiveness of payroll controls
	B+
	B+

	PI-19
	Transparency, competition and complaints mechanism in procurement
	B
	B

	PI-20
	Effectiveness of internal controls for non-wage costs and assets management
	B+
	B+

	PI-21
	Effectiveness of internal audit
	B+
	B+

	
	C(iii) Accounting, Recording and Reporting
	
	

	PI-22
	Timeliness and regularity of accounts reconciliation
	A
	A

	PI-23
	Availability of information on resources received by service delivery units
	A
	A

	PI-24
	Quality and timeliness of in-year budget reports
	C+
	C+

	PI-25
	Quality and timeliness of annual financial statements
	C+
	C+

	
	C(iv) External Scrutiny and Audit
	
	

	PI-26
	Scope, nature and follow-up of external audit recommendations
	B+
	B+

	PI-27
	Legislative scrutiny of the annual budget law
	B+
	B+

	PI-28
	Legislative scrutiny of external audit reports
	C+
	C+

	
	D. DONOR PRACTICES
	
	

	D-1
	Predictability of Direct Budget Support
	D+
	D

	D-2
	Financial information provided by donors for budgeting and reporting on project and programme aid
	C
	C+

	D-3
	Proportion of aid that is managed by use of national procedures
	D
	C

	
	
	
	


