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1. Introduction — Background and Purpose

® Circular No.09 SR of the Royal Government of Cambodia dated 28 December 2015 on measures and

procedures for preparing, implementing, monitoring and evaluating PFMRP.

® Report on Monitoring and Evaluation of Implementing PFMRP and PFMRP for 4™ Quarter and 2021 is very

comprehensive through promoting the participations as inputs from all relevant parties, including entities under

the Ministry of Economy and Finance (MEF), capital/provincial departments of economy and finance, line

ministries (LMs), capital/provincial administrations, and development partners (DPSs).

#® This report will be used as the main inputs for preparing Consolidated Action Plan — Stage 4 (CAP4).

1. Introduction — Methodology of Report Preparation

National PEFA Assessment
Report, Sub-National PEFA

Assessment Report, FMIS
System Evaluation Report,
PER Report

GDAPs’ and C/PDAPS’

Performance Report

Meetings for collecting
additional inputs and
verifying daawith all

relevant parties.

MAPs’ Peformance
Report

The consultation
workshop on FMIS

system evaluation report

GSC Internal Meeting

The workshop on
Experiences of
implementing Program
Budgeting at national and
sub-national
administrations

Consolidated Action
Plan —stage 4 (CAP4)

Report on Monitoring and Evaluation of
Implementing PFMRP and PFMRP for 4th
Quarter and 2021




2. Annual Progress in 2021

2.1. Progress of Implementing Executive Orders

2.2. Progress of Implementing Consolidated Action Plan

2.1. Progress of Implementing Executive Orders — Measures achieved

1. Law on Public-Private Partnership

2. Sub-Decree on Increasing the Number of Budget Entities and Handing Over the Authority to Budget
Entities

3. Capacity Development Strategic Plan for PFMRP-Stage 4
There are 35 executive

orders, of which 8 measures 4. The interface of FMIS and Payroll System of the Ministry of Civil Service

were achieved.
5. 2021 National PEFA Assessment Report

6. Action plan to reinforce establishing budget entities

7. Study on the possibility of increasing budget entities in the capital/provincial administrations and
prepare a specific action plan

8. State land title preparation plan




2.1. Progress of Implementing Executive Orders — On-going Progress

1. Draft Law on Public Financial System (New) [GDB ; Q4, 2022 submit to the legislative body]
This draft law is to be completed at MEF, and submitted to the Council of Ministers in Q3, 2022 and the legislative body in Q4, 2022.

2. Draft Law on Non-Tax Revenue Management [GDSPNR; Q4,2022] O

b=
D4
=

Draft Law passed inter-ministerial consultation workshop, development partners, representatives of civil society organizations and MEF’s

,/{GIF\\*’_ management meeting. The Working Group completely discussed the Chapter 10 (Conviction) With the Ministry of Justice and the Anti-

el IEMOT |4

'ﬁ"\*g,‘ig . Corruption Unit on January 28, 2022. This draft law will be discussed in the Economic and Financial Policy Committee meeting on 28 March
v 2022.

3. Policy Framework for Developing Government Bond [GSC & GDICDM; Q4, 2021]A
The Technical Working Group continues to draft a Policy Framework on Developing Government Bond 2022-2028.

4. Draft Law on Public Enterprises Management [GDSPNR; Q4, 2022 submit to the legislative body] ©

The draft law has been completed (in legal format and content) at MEF Technical Working Group level. They plans to arrange consultation

workshop in Q1, 2022 and to send to the Council of Ministers in Q3, 2022. It is due to a need to develop Strategy on Reforming Public

Enterprise for input in the draft law. 7

2.1. Progress of Implementing Executive Orders — On-going Progress

5. Revision Sub-Decree No.81 ANKr.BK dated 16 November 1995 [GDB; Q1, 2022] O

The draft Sub-Decree was completely discussed at the GDB level and sent to a French expert for inputs. GDB plans for inter-general

department discussion and to incorporate with the draft Sub-Decree No. 82 in Q3, 2022.
By 6. Revision Sub-Decree No.82 ANKr.BK dated 16 November 1995 [GDNT; Q1, 2022] @)

Draft Sub-Decree was prepared and gradually updated based on principles decided by Working Group Preparing draft Law on Public Financial
System (New).

7. Government Public Financial Management Manual [GSC; Q1,2021] A

The Technical Working Group has been reviewing and revising the sixth draft prior to the consultation workshop.




2.1. Progress of Implementing Executive Orders — On-going Progress

8. Draft “Prakas on the Principles and Procedures for Non-Tax Revenue Management in Condition of Functions
Transferring for Revenue from Public Services, Revenue from Fines and Penalties, and in Condition of Sharing Revenue
from Public Services and Revenue from State Property from National Administrations to Sub-National Administrations”.
[GSC & GDSPNR; Q4, 2021] A

r‘@’) Draft Prakas was prepared and passed the consultation meetings with line ministries both at technical and management level in February
Qgﬁ%")@h 2022. The draft Prakas will be submitted to H.E. Dr. DPM for endorsement in the early Q2, 2022.
[C 3

9. Government circular to encourage LMs especially LMs within social and economic sectors to disseminate or organize
public forum on their own annual budget. [GDB; Q4, 2021] A

Guidelines for organizing public forums and citizen budget books to disseminate the annual budget of each LMs to the public and relevant
partners were decided to be implemented by selecting four LMs including: (1) Ministry of Education, Youth and Sports (2) Ministry of
Social Affairs, Veterans and Youth Rehabilitation (3) Ministry of Water Resources and Meteorology and (4) Ministry of Industry, Science,
Technology and Innovation through letter No. 1948 dated 14 March 2022, starting from 2022. o

2.1. Progress of Implementing Executive Orders — On-going Progress

10. Draft Strategy on Implementing Accrual Basis Cambodian Public Sector Accounting Standards 2021-2031 [ACAR ; Q2,
20211 A

The final draft strategy was approved in principle in PFMRC meeting on December 20, 2021. GSC and ACAR have been further reviewing prior to

seeking for endorsement by the Head of the Royal Government.

,;_@5, 11. Concept Note on the Vision and Strategy for 3+1 Reform Programs [GSC, NCDD, PAR SHCLIR ; Q4,2021] A
CF f‘\D,-\
@@g}‘f Draft concept note was prepared and discussed in 3+1 reform secretariats meeting 3 times and retreat plan was prepared.
M 12. Vision of the Ministry of Economy and Finance [GSMEF; Q4, 2021] A

The draft vision was prepared and passed the management level. To is to pass the meeting led by H.E DPM on 19 April 2022.
13. Master Plan for State Property Management in medium/long term [GDSPNR; Q4, 2022] ©

The working group to study and prepare this master plan was established on 21 September 2021, and the main content and some substances were prepared.
14. Blueprint on Non-tax Revenue Management System Reform [GDSPNR; Q4, 2021] A

Blueprint was reviewed and correctly translated into Khmer language in order to submit to inter-general departments working group for final review.

A MEF working group meeting to revise the 3" draft was organized on 21 March 2022. 10




2.1. Progress of Implementing Executive Orders — On-going Progress

15. Interface between FMIS and EFMS of the Ministry of Education, Youth and Sports [MoEYS & FMWG ; Q1, 2022] ©

r‘@,"} The MoEYS is updating and further developing the Purchase Order and Payable module on EFMS in new 31 version, which is scheduled to be
d 7
-éi &g ?;‘: completed and launched in April 2022. In addition, the FMWG is collaborating to provide inputs and requirements to the MoEYS Working
-/ L

o (L)) B

& \:J . Group to study in detail the information requirements at each stage of the EFMS development process for each module for interacting (the

Purchase Order in 2022 and the Account Payable in 2023).

11

2.1. Progress of Implementing Executive Orders — On-going Progress

16. Separation of functions between internal audikand inspection at LMs in accordance with Sub-Decree No. 168, dated

October 08, 2020 [GI&GDIA ; Q4, 2021]

Monitored the implementation of Sub-Decree No. 168 at 12 LMs. Next step, GI will develop the Framework and Rule of Internal Audit and

Inspection System under the technical assistance of AFD. 74
m@jm 17. 2020 Sub-National PEFA Assessment Report [GSC; Q2, 2021]
,"‘Eﬁg‘ fr) S GSC has finished revising the first draft following the comments of PEFA Working Group, PEFA Secretariat and development partners. GSC
© @ J will organize a consultation workshop in Q1, 2022. A

18. Overarching Framework, Roadmap and Action Plan for Addressing Expenditure Arrears [GSC; Q4, 2021]

The expert team is finalizing the sample tracing for initial finding discussion in the near future.

A
19. Certificate Program with Conditions [EFI; Q4,2021]

Draft Prakas on Qualification of PFM Officers has been consulted and prepared at EFI level. Certification Program is being prepared in

accordance to Capacity Development Strategic Plan for PFMRP-Stage 3+2 and stage 4. It will be implemented by 2023.
12




2.1. Progress of Implementing Executive Orders — On-going Progress

20. PFM Impact Assessment [GSC; Q4, 202114

The initial draft report is being prepared and revised to prepare for technical working group meeting.

21. Update on PFMRC and PFMSC members, and PFM reform working groups at entities under MEF and at LMs [GSC; Q4, 2021] A

GSC has prepared draft decisions on PFMRC and PFMSC members and is reviewing the update on PFM reform working groups at entities

A

1A (N b

\f@ oa A under the MEF and at LMs. The draft decisions are to submit to H.E. DPM by April 2022.

“"@J 22. Establishment of inter-general department of MEF’s working group to study and evaluate the functions of
capital/provincial departments of economy and finance and relevant legal regulations [GSMEF; Q1, 2022] O

Working group has divided the team to study the existing legal framework and prepare to supplement the ambiguities to draft a new principle.
Currently, the GSMEF has finished the preparation of a draft principle.

23. Comprehensive PFMRP Fund [GSC; Q3,2021] A

GSC has prepared a detailed study report on implementing the PFMRP fund phase 1 and the possibility to implement phase 2. This report was

approved by H.E. DPM on 17 March 2022.
13

2.1. Progress of Implementing Executive Orders — On-going Progress

24. Assessing the budget execution across the country (National and sub-national administrations [GSC; Q2, 2022] O

The preliminary assessment report is passed the PFMRC meeting on 01 March 2022. The findings of the report will be incorporated in draft
CAP4.

25. TADAT Assessment Report [GSC; Q4, 2021]A

TADAT assessment report was validated by TADAT secretariat and TADAT Assessment Committee. GSC has submitted the report to H.E DPM.
={/AY=
Ve

A

[T}

1

B\§Nags 26. Preparing citizen budget book and organizing the public forum on program budgeting of 4 priority LMs, in which 2 are
B in economic sector and other 2 in social sector. [GDB & GSC, Starting from 2022] ©

D

<l

Guidelines for organizing public forums and citizen budget books to disseminate the annual budget of each LMs to the public and relevant
partners were decided to be implemented by selecting four LMs including: (1) Ministry of Education, Youth and Sports (2) Ministry of
Social Affairs, Veterans and Youth Rehabilitation (3) Ministry of Water Resources and Meteorology and (4) Ministry of Industry, Science,
Technology and Innovation through letter No. 1948 dated 14 March 2022, starting from 2022.

27. Encourage 05-07 priority LMs to prepare Financial Management Manual (FMM) [GSC, 2022]0

In January 2022, GSC organized a meeting with relevant LMs to raise awareness and participation in preparing FMM. 12 LMs have incorporated action
plan regarding FMM preparation in MAP and GDAP for 2022. 14




2.1. Progress of Implementing Executive Orders — Further Measures

1. Incorporate the inputs of FMIS system evaluation report (Cooperated in evaluation by IMF) and public expenditure

review report (Cooperated in evaluation by World Bank) into CAP4

2. ldentifying PFM reform triggers for 2022-2023

3. Reviewing the transfer of 55 functions to subnational administrations and budget following those functions.

4. Draft Law on Specific Tax

5. Reviewing the disbursement of mission allowance through banking system at LMs

6. Reinforcing the use of the SARMIS system at both national and subnational levels.

7. Reinforcing the preparation of state land titles and master plan for state property management in medium/long-term.

15

2.2. Progress of CAP Implementation

* Progress of Each Part of CAP
» Performance (%) of Entities under the MEF
» Performance (%) of Capital/Provincial Departments of Economy and Finance

» Performance (%) of Line Ministries

16
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Partl: Further Strengthening Budget Credibility - 6 key Performance Indicators

No

I !xp«dit-n arrear

is limited not to
exceed 2% of total
expenditure (60days)

Domestic Revenue
Collection (+/-5%)

122 Accounts :
pryhedsig

of GDP (0.3%) hsl than Salary: 98%.

Goods-Service: 95%

'2.68 % points of GDP

GDP in 2021=116 711 billion riels (Source: Public Macroeconomic and Financial Framework )
% of current revenue of GDP: 2020=21.62%, 2021=18.57%.

Source: GDNT

must not less

104.49%

(22 155 billion riels)

95 . 36 (of the budget Law)
98 . 79% (Of the budget rationalization )

(Budget execution: 26 152 billion riels)

< Revenue Mobilization at National Level
# GDCE: 96.26%
# GDT: 115.14%
# Non-Tax Revenue: 78.77%

+%* Revenue Mobilization at Sub-national Level
(Capital/Provincial Administrations)
# Tax Revenue:168.3%
# Non-Tax Revenue: 101.3%

Revenue and expenditure data was as of 31 January 2022 (Temporary data)

satary: 96.06%

aoodsiservice: 95.18% rmeuagerian, 106.61%0 ortne uaget raiontizaion)
capital: 92.24%

otners: 99.56%

Financial charge 80.79%, social benefits 163.88%
Subsidies 47.58%, tax and duties 168.80%
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Partl: Further Strengthening Budget Credibility - Progress

g

90% of annual procurement plans
approved on 315t December before

budget year starts.

*LMs, public enterprises, public administration establishments and budget entities

more than 90% timely submitted their annual procurement plan to MEF. The plans
were approved on time.

At least 60% of Budget Entities
submitted their procurement reports on
time to MEF (In 2020)

« There are 391 budget entities, equal to 61.18 %, submitted their procurement report
to MEF.

Further implementing procurement
decentralization phase 1

« The phase 1 was implemented in 2019.

2
' 4

At least 60% of the total amount awarded
contracts used the competitive
procurement method.

* 60.62% used of the total amount awarded contracts used the competitive
procurement method.

18




Partl: Further Strengthening Budget Credibility - Conclusion

Budget Credibility remains strong, reflecting the resilience of PFM system. Nonetheless, the

institutionalization of tax and non-tax revenue management and mobilization mechanism has the room for

improvement. Regarding cost effectiveness, it needs to strengthen the expenditure on salary, goods/services,

and investment by formulating and implementing legal regulations stated in BSRS, SBSRS, PPSRS, and

PIMSRS. Basically, 2021 budget plays an important role for government to address the challenges and

identify risks both domestically and externally in order to protect citizens, maintain social and economic

stability and promote people’s livelihood toward rehabilitation and boost of economic growth after Covid-19

crisis relief. This is to ensure peace, social stability, sustainable economic growth and competitiveness.

Procedure for commitment and other
payment at 15t and 2" level was officially

implemented at MEF and 7 LMs

2 new modules ( Budget Preparation and
Full Procurement) were piloted at MEF

and Ministry of Information.

2 new authorized budget entities used
FMIS system. The FMIS system was
installed at 25 capital/provincial
administrations for official use in 2022.

S 9 9O 9

Closing of account within 6-9 months

L

Part 2: Further Strengthening Financial Accountability - Progress

*New business process for payment on salaries and direct payment with low risk (1%

level) was implemented at 27 LMs.

*Budget Preparation Module was piloted at MEF, and Ministry of Women’s Affairs.
+Full Procurement Module was piloted at MEF, Ministry of Women’s Affairs, and

Ministry of Information.

+2 new authorized budget entities officially implemented FMIS. FMIS system was

installed at 25 capital/provincial administrations and 10 new authorized budget
entities.

« Closing of account within 9 months.

20

10



Part 2: Further Strengthening Financial Accountability - Progress (Cont...)

Compliance rate of financial statements in | . some key elements of financial statement were improved in accordance with IPSAS

accordance with IPSAS cash basis cash basis.

@

2019 financial report was prepared in the
2n quarter of 2021.

« 2019 financial report was prepared in the 2nd quarter of 2021.

®

State property consolidating report of « As of 20 January 2021, 2020 annual updated list of inventories were submitted by
LMs, and subnational administrations 89% of 3036 entities.

©

5 debt indicators are retained below the + 5 debt indicators continued to be retained below the ceilings/thresholds in DMS.
ceilings/thresholds in DMS

21

Part 2: Further Strengthening Financial Accountability - Progress (Cont...)

The analysis of public debt risk and the
contingent liabilities risk was
incorporated in the report for Public Debt

« The report was prepared and submitted to Public Debt Management Committee,
stressing the public dept risk, for 15t, 2nd  and 3" quarter of 2021 published on the

website.

management for public administration « The study report on defining minimum criteria of public financial management for

establishments and study report on method to public administration establishments was prepared.

assess the public administration establishments |

Management Committee.
@ Minimum criteria of public financial

Draft law on Public Enterprise « The draft law has been prepared in legal form and content at MEF Technical
Management was prepared and submitted Working Group level. Working Group plans to arrange consultation workshop in
to MEF’s management. . Q1, 2022 and to send to the Council of Ministers in Q3, 2022.

All unregistered state lands were + 10,786 locations have no land title which equal to 38% of total locations. The land

consolidated by Inter-ministerial titles for those locations will be prepared by 2023.

Working Group. | -

11



Part 2: Further Strengthening Financial Accountability - Conclusion

The FMIS is a core system of financial accountability. It has been implemented
by all LMs. However, there should be a consideration on the scope of using 2 new
modules and in-depth study the risk of business process streamlining. FMWG should

further review and push these priority tasks in order to align with the BSRS’s direction.

23

Part 3: Strengthening Efficiency of Budget-Policy Linkage - Progress

@

Macroeconomic and fiscal policy
framework for formulating 2022 Draft *The draft MTFF has been delayed for implementation. The 2023 Macroeconomic

budget Law. and fiscal policy frameworks will be implemented instead.

®

Draft MTBF setting budget ceiling for *The MTBF setting budget celling by sectors was endorsed by the head of the royal
Multi-year government.
i Draft MTBF for Sub-national «Draft MTBF for Sub-national administration was prepared and is being prepared to

administrations submit to H.E. Dr. DPM for endorsement.

| * 3 guideline were approved including (1) Detail Guideline on Public Investment
Developing management mechanism for Project Cycle, (2) Principle and Procedure for Managing Financial Support
public investment project cycle Mechanism for Feasibility Study and Project Preparation, and (3) Guideline on
Formulating Three-year Rolling Public Investment Program.

@

@

Allocating wage expenses by each

BrogEmAnyEAR N » Concept Note on Allocating Wage Expenses was prepared.

24

12



Part 3: Strengthening Efficiency of Budget-Policy Linkage - Progress (Cont...)

Ei[i;)etween BSP and annul budget * The gap between BSP and 2021 annual budget proposal was 9.8%.

+In 2021, There were 926 budget entities, of which 323 (+12) at central
Increasing 3 authorized budget entities administrations and 603 (line departments) at local. Among 323 budget entities at
and 10 budget entities at LMs central administrations, there were 83 authorized (+22) and 240 non-authorized
budget entities (-10). At local, all 602 are authorized budget entitles..

Aligning of sub-national administrations’ . ] L . o
gning *Aligned sub-national administrations’ BSPs: Between capital/provincial

BSPs: Between capital/provincial administrations and line departments. However, there is a room for improvement.

administrations and line departments’

 ©. 9O 9

« Capital/provincial administrations obtained discretion for budget virement through
Prakas on Procedure to Implement Program Budgeting at Subnational

to sub-national administrations Administration.

Delegating authority of virement process

25

Part 3: Strengthening Efficiency of Budget-Policy Linkage - Conclusion

The MTBF was prepared and piloted. The 2023 Macroeconomic and fiscal policy
frameworks will be prepared for formulating BSP 2023-2025 and budget proposal 2023. This tasks
provide flexibility to LMs for budget preparation as it set the budget ceiling both in sector and LMs,
especially integration of capital and current expenditure, and alignment with the calendar of budget
preparation. Nevertheless, some LMs still retained the centralized budget management, allowing to
have few budget entities. In this regard, the increase of budget entities and authorized budget entities

is very important for objective of financial decentralization.

26
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Part 4: The Completion of Readiness Towards Performance Accountability - Progress

Pilot 2021 key performance planning

*No progress, but has prepared a format on perfomance agreement between MEF
and LMs for implementing in 2022.

Draft sub-decree No.81 and draft sub-
degree No.82 were submitted to MEF
management for review

*The draft Sub-Decree no. 81 was completely discussed at the general department
level and sent to French expert for inputs. It is to prepare for inter-general department

discussion and to incorporate with the draft Sub-Decree No. 82 in the third quarter of 2022.

Prakas on M&E Mechanism for budget
execution.

*Prakas no.113 MEF.PrK. On Implementing Guidelines on M&E for performance
budgeting.

® O o ¢

All LMs have mechanism to manage
budget execution in accordance with
performance budgeting framework.

+ No progress.

27

Part 4: The Completion of Readiness Towards Performance Accountability - Progress (Cont...)

o

with performance budgeting system

*MEF has Prepared documents on the internal control system, revised the draft new
sub-decree on the organization and functioning of the internal audit and issued a
Prakas on guideline for IT Internal Control System.

Preparing internal control in accordance
Performance audit and ICT audit
implemented at all LMs

*Pilot performance audit as a case study for 6 LMs and ICT audit as case study for 4
LMs

9.

prepared by NAA and submitted to the

performance audit reports were

«5 performance audit reports were prepared by NAA and submitted to the Legislative
body.

i Legislative body

Budget transparency

*MEF organized public forum on macroeconomic and annual budget framework

‘ and published other budget documents.

28
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Part 4: The Completion of Readiness Towards Performance Accountability - Conclusion

In Overall, stepping toward PFMRP stage 4 will be ready in 2023 through the

formulation of draft Law on Public Financial System (new), Sub-decree no. 81 & 82 (new) and

performance-informed budgeting framework. Those are expected to be finished by 2022.

Meanwhile, internal audit functions (especially performance audit) and inspection at all LMs

needs to be gradually strengthened in order to ensure that all LMs contain sound internal control

system in place while the royal government has been decentralizing finance to LMs.

29

Part 5: Support the PFMRP and Cross Cutting Issues of Other Reforms - Progress

! Annual performance report (GDAP/
PDAP/ MAP) timely submitted to GSC

a Capacity Development Strategic Plan in
PFMRP stage 4 was approved and
Certificate Program was prepared.

o

Terms of references of members of the
PFM reform working groups at entities
under the MEF and all LMs aligned
with objectives / key activities in 2021
GDAP / MAP

oPerforman(:e Management and
Accountability System under PFMRP
was developed and implemented (first
step in GSC)

*39/41 LMs, 17/17 entities under the MEF, and 25/25 capital/provincial departments
of economy and finance submitted their report to GSC on time.

«Strategic Plan was approved by H.E. Dr. DPM on October 4, 2021. Concept Note on
the qualifications of PFM Officers was prepared and further guided by H.E. Dr.
DPM on January 5, 2022.

Entities under the MEF and LMs have annually updated and revised term of
references, aligning with objectives / key activities in GDAP / MAP matrix through

incentive mechanism under PFMRP.

« Performance Management and Accountability System under PFMRP was piloted in
GSC for 1%t step.
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Part 5: Support the PFMRP and Cross Cutting Issues of Other Reforms - Progress (cont....)

Motivational framework linking to

«Currently, motivation was applied through incentive disbursement under the
performance was prepared and

implemented in 2021. PFMRP, but still gap in linking to performance.
L
3 + 1 reform program meeting was *No progress on meeting arrangement (rotation)..
organized quarterly. At least 90% of +The action plan was pended due to the need to focus on developing Concept Note on

action plan was implemented the Vision and Strategy for 3+1 Reform Programs.

*Draft concept note was prepared and discussed in 3+1 reform secretariats meeting 3

Concept Note on the Vision and Strategy times and retreat plan was prepared.

for 3+1 Reform Programs

@ O o ¢

+ Completed the 2nd draft Guidelines on Preparing Job Descriptions.
Guidelines on job descriptions are « Completed draft Sub-Decree for Launching Guidelines on Preparing Job
implemented Descriptions, at the General Department level.

31

Part 5: Support the PFMRP and Cross Cutting Issues of Other Reforms - Conclusion

Part 5 implementation was little affected regarding the organization of short-term
trainings/workshops due to in the context of Covid-19 pandemic in 2021 by changing the method of
physical organizing trainings/workshops to virtual mode. PFM reform working groups at entities
under the MEF including capital/provincial departments of economy and finance and LMs made the
efforts for implementation and timely submitted the report of performance to GSC although late
submission of some LMs. To boost the momentum of PFMRP, all PFM reform working groups should
take further action to be proactive in performing with high responsibility especially to further

strengthen mechanism of coordinating, monitoring and reporting the GDAP/PDAP/MAP

implementation.
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> Performance (%) of Entities under the MEF for the 4™ Quarter 2021
Performance (%) of entities under the MEF in the 4t Quarter 2021.
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» Summary Performance of Capital/Provincial Departments of Economy and Finance

Progress of Implementing Action Plan of Capital/Provincial Departments of Economy and Finance in 2021
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Million Riels/ US Dollar

3. Expense on Implementing PFM Reform Program (2004-2021)

Expense on PFMRP Implementation 2004-2021

PEM Incentive _ £58,560 (¢ 14.46), (16.58%)

DEF | §200 ($ 0.05), (0.34%)

LMs . $15,330 (§ 3.79), (4.34%)

MEF's Entites _ $112,258 ($ 27.72), (31.78%)

(0.00%) (20.00%) (40.00%) (60.00%) (80.00%) (100.00%)

Note: Expense of FMWG, DEF, LMs, MEF s Entities includes Goods, Consultants, Trainings/Workshops, and Operations.
Sources of Fund: Government, CF, PHRD Grant, IDA&MDTF (World Bank), UNICEF, EU, ADB.

(120.00%)
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3. Expense on Implementing PFM Reform Program (2004-2021) (Con...)
Expense by Categories on PFMRP Implementation (2004-2021)
5,460 ($ 1.35),
0,
(1.55%) = Goods and System Development
= Consultants
= Trainings/Workshops
Operations
= PEM Incentive
?ﬁ
% Million Riels / Million US Dollars Sources of Fund: Government, CF, PHRD Grant, IDA&MDTF (World Bank), UNICEF, EU, ADB. 41 4
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4. Development Partner’s Comments - Preliminary Results of Evaluating FMIS
< Expanding FMIS
Phase 1 (2013-2016) Phase 3 (2021-2025)
- 8 key General Departments of MEF. 8 - 25 Capital/Provincial Administrations (2022)
- 15 Public Administration Establishments (2023
- 25 Capital-Provincial Treasury Phase 2 (2017-2020) o . o _( )
- Remaining Public Administration Establishments (2024)
*33 sites with 500 users - 37 Line Ministries - New functions at all FMIS sites
‘ - 25 Capital/Provincial Departments of Economy - Municipal, Khan, and District Administrations, totally 43 (2024)
L § and Finance . -
) - - Line departments of 2 ministries (2025)
- 25 Authorized Budget Entities
87 sites with 1,162 users * 148 sites with 1,900 users
(excluded workstations of FMIS Portal V1)
b V4 g
|;§ Note: The status was updated following the comment of FMWG 42
‘;r':}' Do i ﬁ
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4. Development Partner’s Comments - Preliminary Results of Evaluating FMIS (Con...)

# Electronic signature Initiative

# Strengthening audit role in FMIS

Improving System
Performance

@ In phase 3, FMIS will be expanded to 148

sites with 1,900 users. Therefore, A ® DMFAS - No Functional Connection yet with FMIS

® EFMS of MoEYS not connected

# Interoperability of PIP-BDMS system of GDP and
PMS of GDICDM

® Further work on banking interface (EFT and

scalability test is suggested with a phase
111 ecosystem on FMIS; Server
procurement and module architecture may
need to be adjusted as expansion

roceeds. . -
P automatic reconciliation)

43

4. Development Partner’s Comments - Preliminary Results of Evaluating FMIS (Con...)

# The budget execution functionality of the FMIS has been largely delivered but still reflect existing manual processes

# Limitation to CoA and budget sub-allocation require LMs to develop supplementary system.

Budget

Execution

>

\ \ # LMs indicate that the system cannot be used for

budget management and monitoring of their

lower-level budget entities due to limited COA.

# Procurement Module is planned % ;
P Procurement % VIIS Accounting # Development partner funded expenditure is a
presently only for current <,J' (% ) Aw:> and Reporting major component of spending not recorded in the
J‘<f@<El§;F_‘T:@D7’
. b4 )

expenditure. it does not yet plan to EMIS.
provide coverage of capital

expenditure.

Planning ® Budget module is only for budget collation. Budget development,

submission, and negotiation are to remain using manual processes.
a4
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@ Strengthening FMIS project planning and

monitoring.

® Monitoring of audit and advisory report

recommendations in relation to the FMIS

project is suggested.

4. Development Partner’s Comments - Preliminary Results of Evaluating FMIS (Con...)

+« Governance and change management
# FMIS project has been progressing according to agreed roadmaps

consistent with objectives of the CAP, but no formal and regular

consultations.

Alignment of
FMIS project
with the wider
PFM Reform
Agenda

® The operational leadership and involvement of functional departments

in the FMWG could be strengthened.

Planning and
monitoring

# Understanding of business process reform needs is weak;
process are generally redesigned after modules have been

activated.

Change

management # A user forum to discuss operational and development

issues on a regular basis.

4. Development Partner’s Comments - Preliminary Results of Evaluating FMIS - Conclusion

Overall, the development of system over phase | and Il has been quite
successful, especially the technical roll-out of the system. FMIS functionalities were
introduced but still major gap. The FMIS benefits maximizing is limited. In this
regard, the focus should be on strengthening the full operationalization of FMIS
functionalities, streamlining business process, producing report, interoperability, and

strengthening governance and change management prior to further FMIS expanding.

46 &
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«» Ministry of Agriculture, Forestry and Fisheries

# Update the internal audit team (HQ)’s roles

Strengthen BSP
and linkages to

and responsibilities
the annual

budget

® Develop, roadmap and implement of Internal
control framework A

® Publish audited report

Strengthen

oversight
frameworks al

@ Discretion over virements between some

expenditure items during implementation

Balance
@ Streamlining of budget commitment, plan for

flexibility and

the timely Procurement Process

metrics

performance

4, Development Partner’s Comments - Preliminary Results of Public Expenditure Review

# Align program structures
# Include all capital investments (domestic or external) in BSP

# Align BSPto MTFF

Strengthen
involvement in
capital budget
prioritization

Simplify and
standardize
performance # Design of performance metrics to be accompanied by

# Strengthen role of LM in feasibility studies -
through earmarked funds and capacity building
# Strengthen sector wide coordination around

externally funded capital projects

® Exclude inputs as metrics

® Focus on outputs

# Reduce the number of indicators to 5-15 key indicators

® Integrate performance metrics in proposals

# Performance (through BSP), a stronger role in budget
negotiations

capacity building 47

K3

«» Preah Sihanouk Provincial Administration

Commune
/Sangkat
level

@ Transfer of 55 functions o
District

® DM receive the least budget and and
: municipali
no budget transfer following the ty level

55 functions
The Provincial

administration

4, Development Partner’s Comments - Preliminary Results of Public Expenditure Review (con...)

# Delay in project document preparation

# Transparency and challenges in procurement process

# BSP/PB formulation challenges and capacity issues

# Too high variation between planned and actual budget

# Late request for additional budget credit

# Lengthy process of commitment and procurementLengthy

process of ‘receiving good’ and ‘payment order’ preparation

48
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5. Impact on PFM System — National PEFA Assessment Report

# The PFM system assessment in Cambodia uses the PEFA framework, which was three times already for assessment: in

2010, 2015 and 2021.

# The impacts on the PFM system is to compare between those 3 assessment results by drawing conclusions on 3

outcome including: (1) fiscal discipline, (2) efficiency of budget allocation, and (3) efficient public service delivery

% The findings of the 2021 PEFA assessment, which uses the 2011 PEFA framework, show that there have been
improvements in Cambodian PFM system, reflected by the increase in the score of 10 performance indicators (PIs),
including: PI- 2, PI-6, PI-7, PI-10, PI-13, PI-14, PI19, P1-21, P1-23 and PI-25, while PI-3 received low scores due to
high gap between plans and revenue collection results between 2017, 2018 and 2019. GSC has been preparing a

framework for evaluating the PFM system of line ministries (currently in draft) and piloting this 2022 assessment.

49

5. Impact on PFM System — National PEFA Assessment Report (Con...)

Change in PEFA PIs' Scoring (2010,2015, 2021)
PI-1 Aggregate expenditure out-turn compared to original approved budget
PI-28 Legislative scrutiny of external audit reports PI-2 Composition of expenditure out-turn compared to original approved budget
PI-27 Legislative scrutiny of the annual budget law PI-3 Aggregate revenue out-turn compared to original approved budget

PI-26 Scope, nature and follow-up of external audit PI-4 Stock and monitoring of expenditure payment arrears

PI-25 Quality and timeliness of annual financial statements PI-5 Classification of the budget

PI-24 Quality and timeliness of in-year budget reports PI-6 Comprehensiveness of information included in budget documentation

PI-23 Availability of information on resources received by service delivery units PI-7 Extent of unreported government operations

PI-22 Timeliness and regularity of accounts reconciliation PI-8 Transparency of inter-governmental fiscal relations

PI-21 Effectiveness of internal audit PI-9 Oversight of aggregate fiscal risk from other public sector entities

PI-20 Effectiveness of internal controls for non-salary expenditure PI-10 Public access to key fiscal information

PI-19 Competition, value for money and controls in procurement PI-11 Orderliness and participation in the annual budget process

PI-18 Effectiveness of payroll controls PI-12 Multi-year perspective in fiscal planning, expenditure policy and budgeting
PI-17 Recording and management of cash balances, debt and guarantees PI-13 Transparency of taxpayer obligations and liabilities
PI-16 Predictability in the availability of funds for commitment of expenditures PI-14 Effectiveness of measures for taxpayer registration and tax assessment

PI-15 Effectiveness in collection of tax payments

50

Scoring in 2010

Scoring in 2015

Scoring in 2021
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5. Impact on PFM System — National PEFA Assessment Report (Con...)

Indicator Variation

1 PFM-OUT-TURNS: Credibility of the budget

PI-1 | Aggregate expenditure out-turn compared to original approved budget B A A No
PI-2 | Composition of expenditure out-turn compared to original approved budget D D+ B+ f
P1-3 | Aggregate revenue out-turn compared to original approved budget A A D ’
Pl1-4 | Stock and monitoring of expenditure payment arrears C+ D+ D+ No

2 KEY CROSS-CUTTING ISSUES: Comprehensiveness and Transparency

PI1-5 | Classification of the budget © C C No
PI1-6 | Comprehensiveness of information included in budget documentation B C B t
PI-7 | Extent of unreported government operations C C B t

Transparency of inter-governmental fiscal relations (National and
P1-8 X C+ B B No
Subnational Level)

. PI1-9 | Oversight of aggregate fiscal risk from other public sector entities C+ C+ C+ No

51 [
“PI=10_ | Public access to key fiscal information C D C t P

5. Impact on PFM System — National PEFA Assessment Report (Con...)

Indicator Variation

3 BUDGET CYCLE
3.1 Policy-Based Budgeting

PI-11 | Orderliness and participation in the annual budget process A A A No

PI-12 | Multi-year perspective in fiscal planning, expenditure policy and budgeting B C+ C+ No

3.2 | Predictability and Control in Budget Execution

PI-13 | Transparency of taxpayer obligations and liabilities B C+ B t

P1-14 | Effectiveness of measures for taxpayer registration and tax assessment C D+ C+ i

PI-15 | Effectiveness in collection of tax payments D+ D+ NA Cannot Compare

P1-16 | Predictability in the availability of funds for commitment of expenditures C+ C+ C+ No

P1-17 | Recording and management of cash balances, debt and guarantees C+ C+ C+ No

PI-18 | Effectiveness of payroll controls D+ D+ D+ No

P1-19 | Competition, value for money and controls in procurement NA D C+ f
P1-20 | Effectiveness of internal controls for non-salary expenditure C C C No
':PI,2-1 _| Effectiveness of internal audit D+ C C+ “i "




5. Impact on PFM System — National PEFA Assessment Report (Con...)

Indicator Variation

3 BUDGET CYCLE (Continued....)

3.3 | Accounting, Recording and Reporting

P1-22 | Timeliness and regularity of accounts reconciliation C C C No
P1-23 | Availability of information on resources received by service delivery units © D B t
P1-24 | Quality and timeliness of in-year budget reports C+ C+ C+ No
PI-25 | Quality and timeliness of annual financial statements D+ D+ C+ t

3.4 | External Scrutiny and Audit

P1-26 | Scope, nature and follow-up of external audit D+ NR NA Cannot Compare
P1-27 | Legislative scrutiny of the annual budget law NU C+ C+ No
P1-28 | Legislative scrutiny of external audit reports NU B B No
4 | DONOR PRACTICES Not Assess >

5. Impact on PFM System — National PEFA Assessment Report (Con...)

# Fiscal Discipline: Budget expenditure was improved, but there is a need to address the expenditure arrears (both in definition
and existing arrears) while revenue needs further improvement on forecasting, strengthening revenue mobilization administration
especially in compliance and risk management, monitoring public financial management at public administration establishments,

and public enterprises.

% Efficiency of Budget allocation: The annual budget is prepared in accordance with the budget calendar, but the quality of budget

documents needs to be further improved. Medium-term budgeting is still in the early stage, as the medium-term financial

framework has not yet been implemented and the medium-term budget has been piloted since 2019.

% Efficient public services delivery: Lack of effective implementation, especially lack of performance M&E system, limited

competition in public procurement and limited budget transparency.
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5. Impact on PFM System — National PEFA Assessment Report (Con...)

—-—

@ Technical support .
PP Oversight

# Follow up mechanism of recommendations

® Performance assessment in LMs

# Linkage of sectoral policies with NSDP

# Linkage of sectoral policies with resources

Planning

# Integrate recurrent and capital expenditure
Medium budget expenditure

# Quality of BSP and PB (program structure
and indicators)

® Functional classification

M&E Budgeting ¢ Linkage of macroeconomic and fiscal
® ) .
Performance assessment system policy framework with BSP-
® Performance audit
@ Payroll audit
® Expenditure arrears and tax arrears

® Overlap function of audit and inspection Execution

) o ) ® Transparency and using competitiveness public procurement
@ Public administration of Establishment and
method
ublic enterprises .
P P ® Analyze and assess tax risk
® Overlap function of financial controllers and accountants
® Timeliness of financial report .
® Integration of payroll and HRMIS ”
5. Impact on PFM System — Subnational PEFA Assessment Report
«+ Subnational PEFA for Phnom Penh Capital Administration.
HLG-1. Transfers from higher level of government
PI-29. Annual financial reports HLG-2. Transfers from a higher level of government
PI-28. In-year budget reports PI-1. Aggregate expenditure outturn
PI-27. Financial data integrity B+ PI-2. Expenditure composition outturn
PI-26. Internal audit B PI-3. Revenue outturn
PI-25. Internal controls on non-salary expenditure PI-4. Budget classification
PI-24. Procurement PI-5. Budget documentation
PI-23. Payroll controls @ PI-6. Subnational government operations outside financial reports
PI-22. Expenditure arrears PI-7. Transfers to subnational governments
PI-21. Predictability of in-year resource allocation PI-8. Performance information for service delivery
PI-20. Accounting for revenues & PI-9. Public access to fiscal information
PI-18. Legislative scrutiny of budgets PI-9bis. Public consultation
PI-17. Budget preparation process PI-10. Fiscal risk reporting
PI-14. Macroeconomic and fiscal forecasting PI-11. Public investment management
PI-12. Public asset management
56
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5. Impact on PFM System — Subnational PEFA Assessment Report

% Improve the quality and timeliness of BSP preparation.

® MTBF implementation
4 Check and balance ~

4 Strengthening the control in

Oversight Planning
budget cycle
’ iT :xcr_l(»[r:‘r‘ ‘ # Quality of program budgeting
S| u&: BREHNIO m@ # Functional classification
M&E U -: »fr Budgeting # Public Investment Management
# Budget transparency and public participation

@ Performance M&E System
@ Payroll audit & Q) /
# Audit function Execution

Expenditure arrears

Use of procurement methods including transparency
Function of financial controllers and Accountants

® & & @&

Timeliness of producing financial statement

6. Conclusion

Based on the results of the 2021 progress M&E report, many activities have been achieved
against targets and some activities are in progress. Key activities related to the preparation for the
next step are being gradually developed. The quality of GDAP / PDAP / MAP preparation and
reports has been improved. 100% of entities under the MEF achieved 85% of action plan, More
than 90% of capital/provincial departments of economy and finance achieved more than 85% of
action plan, and more than 70% of LMs achieved more than 85% of action plan. Despite the context
of the Covid-19 pandemic, the reform movement remains remarkably dynamic, demonstrating the
willingness and participations of all parties involved in building the PFM system in Cambodia to be

stronger and resilient to crisis.
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6. Conclusion (Con...)

The budget remains credible, which has become a driving force to sustain and boost economic growth, despite the impacts of
the Covid-19 pandemic. However there is needs to strengthen revenue diversification and improve spending efficiency.

Key prerequisites for financial accountability have been established and strengthened to ensure accountability and internal
control systems in order to use financial resources efficiently, effectively and transparently.

The program budget framework is designed to strengthen and expand implementation at both the national and sub-national
administrations, which is an important tool for linking budgets to government policies.

The key prerequisites for performance accountability are being gradually prepared, which is in the final stages to prepare
for the fourth phase.

The capacity of officials of line ministries to manage public finances is gradually strengthened, and the level of awareness
and participation in the implementation of PFM reform programs is increasing, but further implementation is needed for Phase
4, which is the more important phase.

59

6. Conclusion (Con...)

The PEFA assessments at both national and sub-national levels provide a baseline for the
status of Cambodian PFM system. It plays crucial role in providing inputs for CAP preparation
through identifying the priorities to address the challenges step by step. PFM reforms need to be
strengthened on a regular basis, and it’s key components need to be further built to respond to the
context of Covid-19 and other potential crises in order to have a clear direction toward
performance accountability.

The effective and efficient PFM is an indispensable foundation for national development
and poverty reduction, especially for ensuring inclusive economic growth and increasing efficiency

in public services delivery, and contribution to attaining Cambodia’s long-term vision.

60

30



4 Working Approaches of the Ministry of Economy and Finance

Perform professional work and respect professional ethics
Teamwork

Perform in accordance to spirit of pro-activeness and budget efficiency principles

S RRCORRTO Ry

Do not overlook own mistakes

Thank you!
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I. General Remarks

01 Comment by DPs:

Development partners (DPs) congratulate the Royal Government of Cambodia (RGC) and the Ministry
of Economy and Finance (MEF) for the sustained good progress in all aspects of PFM reform and
reiterate commitment to support further PEM reforms in the country.

Respond by GSC on the sustained good progress in all aspects of PFM reform and reiterate
commitment to support further PFM reforms in the country.

The RGC in the 6™ legislature, under the wise leadership of Samdech Akka Moha Sena Padey Techo
Hun Sen, Prime Minister of the Kingdom of Cambodia, prioritized and considered a sound PFM
system as a backbone for successful and sustainable implementation of the RGC’s policy agenda. A
sound PFM system will lead to achieve three outcomes of PFMRP including (1) integrity of budget
discipline, (2) efficiency of budget in both allocation and operation and (3) effectiveness of public
service delivery. The achievements of PFMRP, including improving system, legal framework,
institutional mechanism, and capacity development have reflected the participation and support of all
relevant parties as well as DPs’ cooperation.

The PFM Reform Steering Committee reviews the updated action plans of FMIS Business
Streamlining Process, Budget System Reform Strategy 2018-2025, the Public Investment
Management System Reform Strategy 2019-2025, the Budget System Reform Strategy for Sub-
National Administration 2019-2025, and the Public Procurement System Reform Strategy 2019-2025
to orient PFMRP-Stage 4.

On behalf of the PFM Reform Steering Committee, GSC would like to thank DPs for generous support
both financial and technical assistance since PFMRP-Stage 1.

02 Comment by DPs:

DPs note that the PFMRP implementation in 2021 has led to achieving key results including managing
the shock of the COVID-19 pandemic, supporting poor and vulnerable groups through social
protection programmes as well as businesses and Small and Medium-sized Enterprises (SMEs). The
efforts on (i) consolidation of public expenditures to boost resources for the COVID-19 response, (ii)
boosting of revenue mobilization for 2021, and (iii) the adoption of a Strategic Framework and
Programs for Economic Recovery in the New Normal 2021-2023 clearly underpinned Cambodia’s
efforts to manage and swiftly recover from the pandemic.

2.1) Respond by GDB on (i) consolidation of public expenditures to boost resources for the
COVID-19 response.

In 2021, the RGC has decided to postpone increasing salary of civil servants and permitted new civil
servants recruitment exclusively for health sector. Through this measure, approximately 200 million
US dollars were saved which helped financing intervention policies to support health, social and
economic sectors during the covid-19 pandemic.

Following a similar approach, allocation has been treated more efficiently for non-wage expenses by
implementing such measures as (1) — no allocation for unnecessary expenses, (2) —stringent allocation
for less necessary expenses, (3) — continue allocating for necessary expenses, (4) — devote more
allocation to the most necessary expenses. In addition, focus has been on priority sectors that entails
activities, programs of ministries and agencies within the framework of maintaining balance of people
living standards, social and economic factors in the context of the covid-19 pandemic.
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In addition, based on the RGC’s decision, the MEF issued a circular introducing budget rationalization
measures, during the implementation of the budget law in 2021 on both current and capital expenditure
at the national level. This measure helped save approximately 98 million US dollars to address the
negative socio-economic impact resulted from the lockdown combating the community outbreak on
February 20, 2021.

2.2) Respond by GDP on (ii) boosting of revenue mobilization for 2021 and (iii) the adoption of
a Strategic Framework and Programs for Economic Recovery in the New Normal 2021-2023.
As a result of the “20 February Community Outbreak” in addition to the implementation of tax
relief measures for the impacted businesses, current revenue in 2021 has undergone further pressure,
declining by -5.3% (Data from FMIS as of 16 Feb 2022). At the same time, expenditure needs to
continue to increase as many measures have been put in place to manage the pandemic and to boost
the recovery of domestic economic activities.

The RGC sees the importance to boost the medium-term revenue mobilization. Thus, the RGC will
continue to implement the “Revenue Mobilization Strategy 2019-2023 — RMS 2019-2023” aimed
at modernizing the tax administration, rationalizing tax policies and laying a foundation for the whole
tax system reform. Also, RGC is now conducting a study on a number of tax issues including excise
tax, personal income tax and tax system reform — in response to the changing of national socio-
economic structure and development needs.

Meanwhile, the adoption of the “Strategic Framework and Programs for Economic Recovery in
the New Normal 2021-2023” will serve as a road map to support Cambodia’s economic recovery
with specific and targeted measures, by focusing on Recovery, Reform and Resilience. Nevertheless,
financing mechanism is one of the most indispensable elements of this program to support its
implementation while also ensuring fiscal sustainability. The RGC will continue to utilize our
resources to the fullest by prioritizing spending to support high-priority objectives while also
developing other financing mechanisms such as the development of the government’s bond market
and the public-private partnership mechanism.

Comment by DPs:

DPs partners note that while the quantity of spending has been substantially boosted together with the
rising fiscal space (pre-pandemic), the quality of spending remains a challenge. Future reforming
efforts should focus on improving this aspect to accompany the transition towards the implementation
of performance accountability.

Respond by GDB on the quality of spending.

To manage the expenditures and during the preparation of the annual budget, the RGC has focused on
improving the efficiency of budget allocation to line ministries and institutions by striving to improve
budget allocation in a more targeted and necessary manner as well as increasing the response of the
budget to the priority policies by sectors.

The quality of spending has improved significantly in the last few years thanks to the serious scrutiny
during the budget negotiation and spending stage. Expenditure items were identified in the budget
negotiation whether they are ongoing expenditure, one-off expenditure, or unnecessary items that
would be screened out. Expenditure proposals for implementation have been checked against plans
and other decision made during the budget negotiation; any variation will be verified and explained.
Overall, improving efficiency of budget execution is a continuous focus. The budget is now handled
directly by budget entities, and budget rationalization measures were also introduced from time to time
to increase the "value of money" for current and capital expenditures. In addition, infrastructure
projects financed by the domestic capital expenditure have been managed through the inter-ministerial
committee proved to be highly effective in both the preparation and execution.

Additional comment of GSC on the quality of spending.
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The MEF is issuing key measures to improve quality of spending as follows:

1.Direction: FMIS is used as a tool for PFM reform

2.PFM system law (New): the draft is finalized by March and summited to legislative body in Q4 of
2022. This law is a key for reform of all PFM elements, in particular, enhancement of financial
accountability and performance accountability.

Comment by DPs:

In the medium term, fiscal pressure for the government is likely to remain high and the need to
prioritize, strengthen and deliver on key PFM reforms will become even more urgent. The annual
report already highlights the areas where further deepening of reforms is suitable to respond to these
challenges.

4.1) Respond by GSC on areas where further deepening of PFM reforms is suitable.

In the face of fiscal pressure, the deepening of PFM reform will focus on both expanding fiscal space
and further strengthening the efficiency of public expenditure management.

On the revenue side, as set in the Revenue Mobilization Strategy 2019-2023, the RGC will have
implemented new tax policies (e.g., capital gain and personal income taxes). In addition, the RGC is
conducting a tax system review, and with the support from the World Bank team, the review finding
at the end of 2022 will be instrumental to shape tax policies and administration in the coming years.
Currently, GDP and GDT are collaborating to put forward policy and operational frameworks to
materialize these attempts.

Non-tax revenue, on the other hand, was hard hit by the pandemic; it is unlikely that the pre-pandemic
revenue growth could be achieved any time soon. However, in this reform area, the focus has been
dedicated to improving efficiency and effectiveness of management by introducing the SARMIS and
NRMIS. Additionally, a blueprint for reforming non-tax revenue management has been drafted, and
the draft law on non-tax revenue management is already consulted and is being processed for
submission to Council of Ministers.

On the expenditure side, the effort of reform is dedicated to consolidating progress in the FMIS
operationalization by streamlining all the processes and removing all the expenditure financial
transaction processes outside the system, and strengthening the implementation of core PFM system
reform strategies, namely the Budget System Reform Strategy 2018-2025, the Public Investment
Management System Reform Strategy 2019-2025, the Budget System Reform Strategy for Sub-
National Administration 2019-2025, and the Public Procurement System Reform Strategy 2019-2025.

4.2) Respond by GDB on measures for medium-term fiscal pressure.

The medium-term fiscal deficit is forecasted to widen from historical figures due to a slower growth
of revenue compared to pre-pandemic years, and more spending needs for post recovery plan to
achieve the key policy priorities of RGC. This indicates that RGC’s fiscal policy agenda will need
to further focus on revenue mobilization strategy and a comprehensive expenditure framework to
ensure fiscal sustainability. Indeed, there are challenges as follows:

(a). The transition of the country into the middle-income tier brings the expected decrease in grants
and possible highly concessional loans. DPs require the RGC to increase the share of the
contribution in kind and in cash and continue to support certain projects and programs. The RGC
will also be responsible in covering some of the major programs which completed by the DP’s
financing; hence, increasing the debt service obligation from the projects.

(b). The obligation to pay for the large projects of multi-year in nature, both current and investment
expenditures.

(c). Increasing of wage expenditure which pressure on necessary non-wage and investment

expenditures.

Comment by DPs:
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DPs welcome the ongoing preparation of a Consolidated Action Plan for implementation of Stage 4
of the PFM Reform Program (CAP 4). DPs appreciate their involvement in the consultation processes
for its development.

Respond by GSC on the DPs’ involvement in the consultation processes of CAP4 preparation.

GSC started CAP4 preparation in February 2022 in an attempt to finalize it by June so that it could be
based for formulating GDAP, MAP and PDAP by the end of 2022. The CAP4 preparation involves
three main steps including (i) re-examination of outstanding reform agendas, (ii) discussion on the
CAP4 framework and composition, and (iii) seeking endorsement on the draft CAP4 by the PFM
Reform Steering Committee.

So far, the CAP4 preparation team has examined key reform areas, and drafted out a CAP4 framework.
The draft framework was discussed with DPs in a Zoom Meeting on 17" March 2022, and DPs’ inputs
in a Policy Note are reflected in the revised CAP4 framework.

We are welcome DPs for the CAP4 preparation process.

Il.  Specific Remarks

06 Comment by DPs:

DPs commend MEF’s Public Finance System Law (PFS Law) Steering Committee’s efforts to endorse
all articles of the draft PFS law at the technical level by the end of March 2022 and appreciate the
strong commitment to ensure the approval of law by the National Assembly by the end of 2022.

Respond by GDB on the strong commitment to ensure the approval of PFS law by the National
Assembly by the end of 2022.

The Steering Committee (SC) will complete the draft law on the Public Financial System (PFS) by the
end of March. Consultation with DPs, LMs and other stakeholders will be conducted prior to
submission to the top management of MEF. The top management of MEF will provide a final
review in the 2nd quarter. Submission to the Office of the Council of Ministers will take place in
the 3rd quarter and to the National Assembly in the 4th quarter of 2022.

07 Comment by DPs:

DPs recall the importance of greening PFM reforming efforts whenever possible to support climate-
sensitive policies, possibly already within the CAPA4.

Respond by GSC on the greening PFM reforming efforts.

PFM system could exemplify a tool for implementing government policies. Since climate change and
environmental protection are policy priorities in the NSDP and CSDG, reforming the PFM to be
compatible for implementing these policies (or greening the PFM) is of course significant.

So far, GSC has noted through collaboration between GDB/MEF and NCSD/MOE?!, climate change
and environmental protection have been highlighted as a policy priority in BSP and PB circulars. LMs
are encouraged to mainstream this priority into their development intervention (program and project).

In the way forward, GSC will work with relevant GDs/MEF to further reflect greening PFM in SOPs and
guidelines for public investment management, public procurement, and in more PFM areas if necessary.

I11. Clarifications

08 Comment by DPs:

31 NCSD/MOE = National Council for Sustainable Development in the Ministry of Environment
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DPs request more information about efforts to further strengthen Domestic Revenue Mobilisation
(DRM) in the future, especially regarding tax policy and tax administration. The expected rebasing of
GDP will reduce Cambodia's revenue share unless the Government takes substantial measures to
increase the tax base, improve tax policy and modernize tax administration.

Respond by GDP on the efforts to further strengthen Domestic Revenue Mobilisation (DRM) in
the future especially regarding tax policy and tax administration.

The Revenue Mobilization Strategy 2019-2023 (RMS-I11) remains a key strategy for strengthening the
domestic revenue collection, and the government will continue to strengthen its implementation,
especially the modernization of the revenue administration and formulation of key tax policies. The
RMS-I1 will continue its focus on strengthening institutional capacity and human resources, revising
management structure in line with new development context, strengthening efficiency in coordination
with relevant line ministries and institutions, reviewing and introducing new policy measures to solve
the problems, continuing to rationalize tax and non-tax policies to ensure consistency with the reform
targets and other policies of the RGC, especially setting and linking strategic measures with key
performance indicators for monitoring and evaluation purposes. For instance, according to the RMS-
I1, currently, the MEF is in the process of formulating the excise policy, a framework to prepare for
the implementation of personal income tax, etc. At the same time, the MEF is in the process of
conducting a mid-term assessment on the implementation of the strategy to monitor and evaluate the
progress, find the implementation of challenges and, possibly, propose revisions or additional
measures to ensure the success of achieving the set goal.

In addition, the adoption and implementation of the new investment law, measures to improve business
environment, SME promotion, measures to promote recovery and other incentives, particularly those
which are in line with “the Strategic Framework and Programs for Economic Recovery in the
Context of Living with COVID-19 in a New Normal 2021-2023”, will help boost the investment
and attract business, which will in turn expand the bases for revenue collection.

Comment by DPs:

DPs ask for more information on the state of play of the approval of the Standard Operating Procedures
to implement the Law on Public Private Partnership (approved in 2021).

Respond by Central PPP unit on information on the state of play of the approval of the Standard
Operating Procedures.

The Standard Operating Procedures for preparing and managing the PPP projects (SOP for PPP) has
been prepared in parallel with the preparation of the Law on PPP. However, the law on PPP has been
adopted and issued to implement in the 4™ quarter of 2021 while the SOP is still behind schedule due
to some key issues including the Covid-19 impact, on the one hand, and more specifically the technical
complexity of the SOP, on the other hand. Even though, we have faced these challenges, the SOP is
going on the way of progression. The SOP contains three volumes, and each volume contains some
guidelines (Vol. 1: Policies and Procedures, VVol. 2: Guidelines, and Vol. 3: Procurement Manual). Up
to now, some of these guidelines have been consulted with relevant stakeholders, and the CPU planned
to adopt the SOP and issue to implement in 2" quarter of 2022.

Comment by DPs:

DPs note that while some reforms launched in 2021 represent remarkable progress, they are still in
need of further consolidation. In this light, DPs ask for further information on:

1) Plans for implementation of a medium-term planning framework and use of the Medium-Term
Fiscal Framework (MTFF) and the Medium-Term Budgetary Framework (MTBF) as key
planning tools.
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2) Efforts to increase the use of competitive procedures in public procurement.
10.1) Respond by GDP on medium-term planning framework and MTFF

Technical team has drafted the MTFF 2023-2025 already. However, due to the uncertainties arising
from the Russian-Ukraine War and its global impact as well as the government’s need to implement
rebased GDP by 2023 that will cause some technical changes and trigger some policy debates, the
MEF’s management decide to postpone the implementation of MTFF 2023-2025. Thus, the first
official implementation of MTFF will be in 2023 which is for the FY 2024-2026.

10.2) Respond by GDB on MTBF:

Currently, the macroeconomic policy framework and public financial policy 2022 have been prepared
and approved. Based on the Budget System Reform Strategy (BSRS) 2018-2025, the Medium-Term
Fiscal Framework (MTFF) is the basis for the medium-term budget framework (MTBF). In order to
gradually complete this work and strengthen the capacity to organize the MTBF, the General
Department of Budget has integrated this work into the Strategic Budget Plan (BSP) by setting
expenditure ceiling and continuing to integrate current expenditures and capital expenditures
according to the target of each year which was approved.

The positive progress of designing MTBF document will integrate the baseline ceiling expenditure
and in line with some key policy directions of LMs, which incorporates from MTFF document—Ilink
to the recent launch strategy and key priorities for the medium term to ensure those are not separated
from the mutual objective of the national policy. In addition to this, putting baseline ceiling
expenditure for LMs will guide them to have a well-planned multi-year programs/projects within
national and foreign finance budget.

10.3) Respond by GDPP and GDB (Department of Investment) on the competitive procedures
in public procurement.

GDPP:
The efforts to further strengthen the effectiveness of competitive procurement method are as follows:
— Ongoing supervision on the implementation of the approved annual procurement plan.
— Meticulously review the principal requests for the usage of alternative procurement method
(Direct Contracting).
— Promote competitive bidding for capital expenditure projects.

GDB:

With regard to this issue, GDB will continue working on many crucial actions as the following:

1- The establishment of budget/Fund for project study will improve the effectiveness and efficiency
of public investment planning, the project study, appraisal and selection, the preparation of technical
specifications and drawings as well as avoiding frequent project adjustment that would affect the
effectiveness of the project implementation. This will effectively accelerate the implementation of
competitive bidding projects which by and large is the fundament basis forwards increasing
competitive bidding projects financed by national budget.

2- The establishment of Common Framework for the clear determination of roles and functions of
subordinated entities of ministries and institutions in particular construction or engineering
units/departments to be sought and approved by the Royal Government. This Framework will be a
crucial and legal basis to prevent and reduce the establishment of construction or engineering
units/departments that have been implementing projects by separate procurement method.

3- The General Department of Budget will closely cooperate and continuously urge the ministries and
institutions via inter-ministerial committee mechanism to implement the competitive bidding
projects financed by national budget as well as to effectively strengthen project study, preparation
and monitoring.
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4- The General Department of Budget and the General Department of Public Procurement will work
together to prepare action plan in conducting a feasibility study of increasing the competitive
bidding projects financed by national budget.

IV. Suggestions

11 Comment by DPs:

DPs are pleased to see increased emphasis on improving efficiency in the PFM through systems such
as the Financial Management Information Systems (FMIS), State Asset Register Management
Information System (SARMIS) and Non-Tax Revenue Management Information System (NRMIS).
DPs encourage the government to continue with efforts to develop and institutionalize these systems.
In particular, on FMIS, DPs recommend further streamlining of business processes to enhance
financial accountability, the removal of all outdated processes that are no longer needed, the
continuation of the interfacing between FMIS and other systems and the inclusion of capital
expenditures to ensure comprehensiveness of data recording.

11.1) Respond by FMWG on FMIS.

MEF’s top management particularly Dr. DPM approved to streamline all the processes and removed
all the expenditure financial transaction processes outside the system. Starting from Q3, 2022, MEF
and Ministry of Environment and its Authorized Budget Entities (ABESs) will be the first piloted line
ministries and agencies that purely implement full automation of all the current expenditure processes
in FMIS along with other 8-line ministries which will implement fully the non-commitment
expenditure processes. With the strong commitment and ambitious plan, the full automation of all
current expenditure processes will be implemented to all line ministries and their Budget Entities by
2023. The capital expenditure processes will be streamlined and processed fully in FMIS in 2024.

11.2) Respond by GDSPNR and GDNT on SARMIS and NRMIS.
GDSPNR:

After launching of SARMIS on January 1, 2021, GDSPNR conducted a series of SARMIS refresher
trainings to officials from line ministries, institutions, capital/provincial and municipal/district/khan
administrations, SOEs from 8 November 2021 to 21 February 2022. Training of trainers for supporting
the rollout of SARMIS to Sangkat/Commune administrations program is being discussed with GSC.
Going forward, SARMIS is an online system which is integrated into FMIS in 2025.

The NRMIS has been rolled out to 23-line ministries, their provincial departments, and
capital/provincial administrations. The NRMIS was integrated into FMIS in January 2020. In 2022,
GDSPNR will provide NRMIS training to officials from municipal/district/khan administrations to be
prepared for the future rollout of this system.

GDNT:

Refer to the Prakas No.875-dated 21/07/2016 about Creating Technical Working Group To
facilitate non-tax revenue recording procedure.

Based on the Prakas No. 875 above the action plan of the NRMIS has been prepared and
implemented as follows:

1. 2016-2018

— Announcement of NRMIS Working Group (NRMIS-WG)
— Prepare the action plan

— Study Tour at some LMs that has used their own system
— Business Process
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— Others.
2. 2018-2020 Stage 1, 3 steps

— The NRMIS was introduced to 14 LMs (22/02/2018)
— The NRMIS was introduced to additional 9 LMs (19/09/2018)
— The NRMIS was introduced to 18 LDs (31/12/2019)

3. 2020-2022, 3 steps
3.1. Year 2020-2021: NRMIS- Sub National Level 3 steps

— The NRMIS is introduced to Capital and Provincial Administrations (27/08/2021)
— The NRMIS at Municipality, District, Khan (Move to 2022)
— Commune/Sangkat Administrations. (Move to 2023)

3.2. Year 2020-2021: NRMIS-e-Payment 23LMs, 3 steps with LDs
— The NRMIS-e-Payment was introduced to 3 LMs (10/11/2020)
— The NRMIS-e-Payment was introduced to additional 10 LMs (27/08/2021)
— NRMIS-e-Payment was introduced to additional 10 LDs (07/03/2022)
Continuing action plan 2023-2027 (CAP4)

— Commune/Sangkat Administrations (Move to 2023)

— The NRMIS should be introduced to other 15 LMs and 7 LDs, which has not used the

NRMIS because it has no public revenue services (2024)

— The NMRIS-e-Payment should implement at LMs15&7LDs, Capital/ Provincial
Administrations, Municipality/District/ Khan Administrations, and Commune/Sangkat

Administrations (2024-2027).
12 Comment by DPs:

DPs note that Cambodia is committed to implement performance informed budgeting in the next phase
of PFM Reform Program. In this phase Line Ministries (LMs) will need to be more accountable
directly to their performances. To support this step, DPs suggest the introduction of performance

agreements with LMs as part of which greater flexibility on budget execution should be allowed.

Respond by GDB on the introduction of performance agreements with LMs and greater

flexibility on budget execution direction.

In line with the Action Plan of the Budget System Reform Strategy 2018-2025, the Performance
Budgeting will be piloted for the upcoming budget law in 2023. Meanwhile, three forms of

Performance budgeting agreements have been developed, including:

1- Agreement between the Ministry of Economy and Finance and the line-ministry/ institution on

the implementation of the Program budgeting / Performance budgeting
2- Agreement between line-ministry/ institution with the program manager and

3- Agreement between the program manager and the head of the budget unit

This form of agreement was issued by Prakas No. 149 MEF-PrK dated 17 February 2022 on the

introduction of the performance informed budget implementation.

13 Comment by DPs:

To support the transition towards performance informed budgeting, DPs recommend further

strengthening of policy budget linkage by:

(i) fully implementing budget classification as a tool and for policy decision;
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(ii) further developing techniques and capacities for analyzing the budgetary impact of policies
and for connecting priorities to budget deployment;

(iii)rationalizing of program budget structure to capture all program related expenses including
capital investment and personnel cost;

(iv) further deepening and expansion of budget integration implementation.

13.1) Respond by FMWG on 7 budget classifications.

The 7 segments of the budget classification are now implemented in the FMIS. The reports using all
segments are also available in the system. Therefore, the budget planning and execution information
are being recorded and transacted in more detail and all decision-makers can extract this information
at their willingness to make use of this information. To facilitate the decision-makers, FMWG has
developed the Budget Mirror version 2 which will be deployed firstly for MEF’s top management and
then will be rolled out to the 9-line ministries as an incentive for their participation in the full
automation of the expenditure processes in FMIS. This will also be available to all line ministries in
2023. The abandonment of the manual financial processes outside the system will provide the
opportunity for the Government to enhance the quality and timeliness of the information and will spare
the top management of the line ministries (from general director level up) from their previous roles
and responsibility on taking care of the non-value-added processes by changing it to real management
and leadership roles such as to monitor, analyse, support and provide high-quality advice to
subordinators for providing better service delivery to the public and how to see through and reinforce
the formulation of the budget planning and its execution link to the Government’s policies, expected
outcome and impact.

13.2) Respond by GDSNAF on Geographic and Project Classification.

The Geographic and Project Classifications have been finalized. These two classifications will be
submitted to H.E DPM for approval as early as the 2" quarter of 2022 and will be introduced in 2023
to Subnational Administrations.

13.3) Respond by GDB on the Programme and Functional Classifications, and point number (ii)
further developing techniques and capacities for analysing the budgetary impact of policies and
for connecting priorities to budget deployment; (iii) rationalizing of program budget structure
to capture all program related expenses including capital investment and personnel cost; (iv)
further deepening and expansion of budget integration implementation.

(i) MEF issued a Prakas in 2017 that requires implementation of functional classification in budget
reporting where all budget institutions shall present the sub allocation of budget at program, sub-
program and activity levels with appropriate mapping to COFOG. MEF has been piloting
functional classification based on program since 2019 and is continuing to strengthen the
implementation of this function. Participation from ministries and institutions is also critical to
achieve the best results in the adoption of COFOG. This mapping already covers personnel cost.
Domestic investment is already mapped in functional Classifications while international financing
(in charged by the General Department of International Cooperation and Debt management) has
not yet been mapped in functional Classifications.

(ii) GDB organized 3 online (Zoom) training sessions on Performance Budget including:

» December 6-7, 2021 for a total of 75 trainers and budget officers of the Budget Formulation
Department,

» December 15-16, 2021 for a total of 366 trainers of ministries and institutions,

» March 9-11, 2022 for more than 1,000 trainers and budget officers of ministries and
institutions (including Public Institution Administrations and provincial departments).

GDB continues working on improving all 7 budget classifications in FMIS as an effort to further
developing techniques for analyzing the budgetary impact to policy. GDB is also working to
enhance BSP quality which includes indicators improvement. At the budget preparation stage,
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GDB introduces new budget preparation forms and new reporting forms (report on salary
expenditure by program). The Budget officials have also received series of trainings provided by
IMF on budget analysis, expenditure efficiency management, and other topics.

In collaboration with UNICEF, the General Department of Budget plans to assess the Training Needs
Assessment (TNA) to support the implementation of the Performance Budget to be piloted for the
upcoming 2023 budget. In addition, MEF has developed and implemented guidelines on
monitoring and evaluating performance budgets.

(iii) and (iv): With the issuance of MTFF and MTBF in the BSP circular, capital budget ceilings
indicate the allocation for 9 prioritized LMs which have laid the basis for three years-rolling public
investment plan for national budget financing as well as an integrating and rationalizing the
domestically financed projects into the program and sub-program structure level of the LMs’ BSP.
This also intends to strengthen budget policy linkages. So far, the budget integration between
current and capital budget have been improved at BSP level and will be further deepening in
program budget structure and annual budget law preparation. In conclusion, BSRS action plan
2022-2025 and PFM-CAP will further strengthen this budget integration implementation.

Comment by DPs:

DPs appreciate the progress made in fiscal decentralization following the transfer of 55 functions to
the municipal and district administrations. DPs suggest additional funds to be provided to cover the
newly assigned functions.

Respond by GDSNAF on additional funds to be provided to cover the newly assigned functions
(55 functions).

As advised by H.E. Dr. DPM in the meeting on 7" March 2022, an Ad-hoc Working Group was
established. Currently, the Working Group is conducting a field trip to select districts/municipalities
to collect additional information on the 55 transferred functions; and will subsequently be submitted a
report to H.E. Dr. DPM for seeking guidance on the additional funding for the 55 functions.
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Executive Summary

Based on the international experience and the positive experience of Cambodia itself over the last 16 years,
it is clear that “effective and efficient public financial management (PFM) is an indispensable foundation
for promoting the country’s development, ensuring sustainable economic growth and poverty reduction
especially improving public service delivery to citizens. In this spirit, the Royal Government of the 6th
legislature of the National Assembly, under the wise leadership of Samdech Akka Moha Sena Padei
Techo Hun Sen, Prime Minister of the Kingdom of Cambodia, has prioritized and considered a sound
PFM system as the backbone to successfully and sustainably implement the policy agenda of the Royal
Government of Cambodia (RGC) in order to respond to the socio-economic development dynamically,
inclusively, efficiently, effectively and accountably.

The PFM reform program has been building and strengthening the foundations of Cambodian PFM system
through formulation and enhancing the “legal framework, mechanisms, institutions and human
resources”. Currently, the PFM reform program is in the third phase “Budget-policy Linkage” with the
aim of gradual transforming an input and centralized PFM system into an output/result and decentralized
system through strengthening and expanding the implementation of BSP, program budgeting and budget
entities, while strengthening the achievements accomplished in the first and the second phase. The third
phase is extended for two more years to complete the remaining works and build the necessary conditions
toward implementing the performance-informed budgeting, which is a key to build “performance
culture”. In this regard, PFM Reform Steering Committee launched a two-year Consolidated Action Plan
(CAP3 + 2) for 2021-2022 by revising the CAP’s structure from activities-based to performance-based
which is the foundation to formulate the CAP4 for 2023-2027.

The main purpose of preparing Report on Monitoring and Evaluation of Implementing PFM Reform
Program for 2021 PFM Reform Progress is to provide the essential inputs for CAP4.

The Objective’s KPIs of CAP3+2 for 2021achived 27 KPIs, 13 KPIs were not achieved while 2 KPIs had
no information.

Structure KPIs (Plan) Ay
Green (Achieved) Red (Not Achieved)

Part 1 7 6 1
Part 2 9 7 2
Part 3! 10 8 1
Part 42 8 1 6
Part 5 8 5 3

Total 42 27 13

5. The Cluster Activities’ KPIs of CAP3+2 2021 achieved 66, 30 KPIs were not achieved, while
other 17 KPIs had no full information for evaluation.

Status
SLICRIE KPIs (Plan) Green (Achieved) Green (Achieved)
Part 13 23 11 9
Part 2 26 20 6
Part 3* 29 20 2
Part 4° 17 8 5
Part 5° 18 7 8
Total 113 66 30

6. Entities under the MEF planned a total of 267 activities, of which 210 activities were achieved against
targets, equivalent to 78.65% while 57 activities were not achieved, equivalent to 21.35%. LMs Planed a

Part 3: KPI number 7 had no information.

2Part 4: KPI number 8 is non-applicable

3 There are 3 indicators did not receive full information
4 There are 7 indicators did not receive full information.
5 There are 4 indicators did not receive full information.
¢ There are 3 indicators did not receive full information.




total of 779 activities, of which 602 activities were achieved, equivalent to 77.27% while 177 activities
were not achieved, equivalent to 22.73%.

Part 1 “Further Strengthened Budget Credibility”

7.

Fiscal policy: budget credibility remains strong due to the continue of strengthening revenue collection

management (through modernization of revenue administration and tax policy) and efficiency of

expenditure.

Revenue collection (current and domestic capital revenue) reached 22,155,208 million riels or 105.32%

of budget law, of which current revenue reached 22,098,326 million riels or equal to 102.01% of budget

law and the domestic capital revenue reached 56,882 million riels or equal to 25.71% of budget law.

® Tax revenue collection at national level reached 18,380,074 million riels or equal to 104.91% of
budget law, of which GDT achieved 9,239,053 million riels or equal to 115.14 % of budget law and
GDCE achieved 9,141,021 million riels or equal to 96.26% of budget law.

® Non-tax revenue collection at national level reached 1,721,872 million riels, or equal to 78.77% of
budget law.

® Revenue collection at subnational level (capital/provincial administrations) 7 reached 1,996,380

million riels or 156.38% of budget law, of which tax revenue reached 1,767,187 million riels or equal

to 168.25% of budget law and non-tax revenue reached 229,193 million riels or equal to 101.27% of

budget law.
2021 budget execution (temporary) reached 27,425,057 million riels or equal to 95.36% of budget law or
95.36 % of budget rationalization. Quarterly budget execution was slower than targets (Q1=20%,
Q2=45%, Q3=79%, and Q4=96%) set in CAP3+2. Expenditure by categories (target should not be less
than 98% for salary, 95% for goods / services and 85% for capital) achieved (1) Salary reached 96.06%
of the budget law, goods and services reached 95.18% of budget law (106.61% of budget rationalization)
and capital expenditure reached 92.24% of budget law.

Part 2 “Further Strengthened Financial Accountability”

10. The FMIS project was designed and implemented in the first phase in 2014 and the second phase in 2017.

11.

Core modules and budget classifications have been integrated into FMIS in line with the strategic steps of
the FMIS. All LMs, capital/provincial departments of economy and finance, and capital/provincial
treasuries operationalized FMIS. By 2021, there were a total of 1,942 users and 131 workstations. FMIS
blueprint phase 3 for 2021-2025 covered the expansion of core modules to 25 capital/provincial
administrations, priority line departments across the country, full authorized budget entities at central
administration and new local administration and public administration establishments, expansion of
budget preparation and full procurement modules to all LMs and further development of asset
management module and inventory management modules.

Two new modules, including budget preparation module and full procurement module was piloted. In
2021, the budget planning module was implemented at MEF, and the Ministry of Women’s Affairs and
the full procurement module at MEF, the Ministry of Women’s Affairs and the Ministry of Information.

12. New business process for payment on salaries and direct payment with low risk (1% level) was officially

13.

implemented in 27 LMs, and other 10 LMs having deferent procedures were already studied. The study
report was submitted to the FMWG’s management for decision. On the other hand, business process for
other commitment and payment was studied and draft new business process was prepared in MEF
framework.

SARMIS was initiated sin 2016 with the purpose of efficient monitoring, recording and managing state
property at LMs, using units and holding units. In 2021, LMs operationalized the SARMIS, but still gap
due to the lack of human and material resources.

Part 3 “Strengthening efficiency of Budget-Policy Linkages”

14. The program budget was implemented at all LMs in 2015-2018 and 25 capital/provincial Administrations

15.

in 2017-2021.
n 2021, a total of 926 budget entities exists, an increase of 12 from 2020 (914), of which 323 are central
budget entities (an increase of 12) and 603 are local budget entities (provincial departments). For central

"Revenue data at subnational level is only capital/provincial and Khan administration.
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level, 83 are authorised budget entities (61 in 2020), 240 are not (250 in 2020); at local level, all 603 are
authorised budget entities (603 in 2020). Meanwhile, 3 LMs are preparing to create budget entities namely,
Ministry of Interior, Ministry of Civil Service and Council for the Development of Cambodia. For the
subnational level, the capital/provincial administrations had only one budget entity for each, and the Khans
under Phnom Penh Capital Administration will be equipped with budget entity because those Khans
contained both financial resources and sufficient human resources.

16. Based on the MTBF document, current and capital expenditures were integrated into the program which
set the budget ceiling for 4 LMs including the Ministry of Rural Development, the Ministry of Public
Works and Transport, the Ministry of Water Resources and Meteorology, and the Ministry of Education,
Youth and Sports. Other five LMs including the Ministry of Health, the Ministry of Agriculture, Forestry
and Fisheries, the Ministry of Information, the Ministry of Post and Communication, and the Ministry of
Labor and Vocational Training are in the process of pilot.

17. The gap between BSP and annual budgeting has been improved, with a gap of only 9.8% in 2021. The
alignment of subnational BSP between capital/provincial administrations with budget of line departments
is in progress. However, the quality and timeliness need to be further strengthened.

18. In addition, the Law on Public-Private Partnership was approved and implemented, and will then proceed
to finalize the draft sub-decree on implementing the Standard Operational Procedures (SOP) for preparing
and managing public investment projects in accordance with A PPP mechanism which is being developed.
The SOP consists of three volumes (Volume 1: Policies and procedures, Volume 2: Seven guidelines and
Volume 3: Procurement procedures).

Part 4 “Completion for Readiness towards Performance Accountability”

19. In the part on preparation for the next step, MEF completed the preparation of key legal documents

as the following:

¢ Preparation of the draft Law on Public Financial System (New): The Preliminary Draft Review
Committee of the Amendment to the Law on the Public Financial System (New) achieved 2 chapters,
a total of 46 articles and the first technical working group meeting reviewed the initial draft and
achieved 4 chapters, a total of 88 articles. The deadline for the preparation of the law on the (New)
public financial system is to be revised, which will be sent to the Council of Minister for review and
approval in the third quarter of 2022 and sent to the legislative body in the 4™ quarter of 2022.

® Amendment to Sub-Decree no. 81: The draft was sent to French experts for inputs and prepared for
inter-departmental discussions and incorporating with the draft amendment to Sub-Decree no. 82.
Revision of Sub-Decree no. 82 ANK.BK: The draft was gradually reviewed and revised based on
the spirit of the management meeting on the new draft law on public financial system. These 2 sub-
decrees will be merged in the third quarter of 2022, submitted to the MEF management by 4™ quarter
of 2022, and to the Council of Minister by 1* quarter 2023.

Part S “Support the Successful PFM Reform Program and Cross Cutting Issues of Other Reforms”

20. Promoting involvement in PFM reform program, which is reflected through the preparation of reform
action plans (GDAP3+2/ MAP3+2) and progress reports, on a regular basis, demonstrating participation,
willingness and responsibility in the reform process. However, the strengthening of internal mechanisms
in coordination and M&E for the PFM reform in LMs and entities under the MEF is needed.

21. The incentive scheme for the PFM reform working groups: the PFMRP fund in 2021 has been provided
to the PFM reform working groups at LMs of 350 People with approximately 2,626 million riels. For the
provision of PFM incentives to the PFM reform working groups of entities under the MEF, there are 489
people with approximately 4,910 million Riels and to capital/provincial departments of economy and
finance of 50 people with approximately 315 million riels.

22. Capacity Development Strategic Plan in PFM Reform Program Stage 4 was approved by Deputy Prime
Minister, Minister of Economy and Finance on October 4, 2021. Concept Note on the qualifications of
PFM Officers was prepared. This note will play an important basis for preparing legal documents which
will define qualifications of offers who will be in the position regarding PFM at LMs, line departments,
and subnational administrations.
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Development Partners’ Comments

- Preliminary Results of Public Expenditure Assessment.

23.

24.

25.

26.

The GSC Collaborated with the World Bank to evaluate public expenditures in both national and
subnational administrations, in which the World Bank completed the preparation of the Preliminary Public
Expenditure Report of the Ministry of Agriculture, Forestry and Fisheries and the Sihanoukville Provincial
Administration.

The results of the Public Expenditure Assessment of the Ministry of Agriculture, Forestry and
Fisheries: Preliminary results show that there are five points that the Ministry of Agriculture, Forestry
and Fisheries needs to strengthen, including strengthening the linkage between BSP and annual budget,
strengthening involvement in investment budget prioritization by wider coordination around externally
funded capital projects, simplification and modernization of performance matrixes, strengthening
commitment and plan for procurement on time, and strengthening the control framework.

The results of the Public Expenditure Assessment of Preah Sihanouk Province: show that at the
provincial administration: The capacity for strategic planning, budgeting and annual budgeting is still
limited, too high variation between planned and actual budget (Under-forecast revenue and high level of
in-year additional budget request), late request for additional appropriation, lengthy process of
commitment and procurement, and lengthy process of ‘receiving good’ and ‘payment order’ preparation.
For the municipal and district administrations, the transfer of 55 functions to the municipal and district
administrations. However, the municipal and district administrations received the least budget and no
budget transfer following the 55 functions. For the sangkat and commune administrations: the capacity of
technical officers is still limited, which leads to delays in the preparation of project documents and another
issue related to transparency and challenges in the procurement process.

However, the above is only a preliminary result, the World Bank will further cooperate with GSC. In
particular, the Ministry of Agriculture, Forestry and Fisheries and the Sihanouk provincial administration
to discuss and validate the above findings.

- Preliminary results of the evaluation of the effectiveness of FMIS implementation

27.

The GSC has partnered with the International Monetary Fund (IMF) to review the implementation of
FMIS, Phase I, Phase 11, to reflect in Phase III. Preliminary results indicate that the first and second phase
of FMIS expansion plan has been successful. The functions of FMIS have been introduced but have not
yet been fully implemented, especially to maximize the benefits of FMIS. In this regard, the IMF report
proposed to consider delaying the expansion of the site for two years in order to strengthen the full
implementation of the functions of FMIS, report production, interface with systems, and strengthen
governance and change management. This report will also be reported in detail at the 2021 annual review
meeting on March 23, 2022.

Impact on Public Financial Management System

- Results of National PEFA Assessment

28.

29.

30.

The PFM system assessment in Cambodia uses the PEFA framework, which was three times already for
assessment: in 2010, 2015 and 2021.

The impacts on the PFM system is to compare between those 3 assessment results by drawing conclusions
on 3 outcomes including: (1) fiscal discipline, (2) efficiency of budget allocation, and (3) efficient public
service delivery

The findings of the 2021 PEFA assessment, which uses the 2011 PEFA framework, show that there have
been improvements in Cambodian PFM system, reflected by the increase in the score of 10 performance
indicators (PIs), including: PI- 2, PI-6, PI-7, PI-10, PI-13, PI-14, PI19, PI-21, PI-23 and PI-25, while PI-
3 received low scores due to high gap between plans and revenue collection results between 2017, 2018
and 2019. GSC has been preparing a framework for evaluating the PFM system of line ministries
(currently in draft) and piloting this 2022 assessment.

- Preliminary Results of Sub-national PEFA for PPCA performance assessment

31.

The GSC prepared preliminary draft and consultation meeting on December 15, 2019 using data from
2016, 2017, and 2018. GSC has updated the report using data from 2018, 2019 and 2021 in accordance
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with the framework of the PEFA for Sub-National Assessment in 2020. This report was drafted and sent
to the PEFA working group, development partners and PEFA Secretariat for review and comment.
Currently, GSC has been revising based on additional inputs received from all entities, and is scheduled
to be completed in the first quarter of 2022.

Conclusion

32. Based on the results of the 2021 progress M&E report, PFM Reform Steering Committee conclude

33.

as the following:

® The budget remains credible, which has become a driving force to sustain and boost economic growth,
despite the impacts of the Covid-19 pandemic, but needs to strengthen revenue diversification and
improve spending efficiency.

® Key prerequisites for financial accountability have been established and strengthened to ensure
accountability and internal control systems in order to use financial resources efficiently, effectively
and transparently.

® The program budget framework is designed to strengthen and expand implementation at both the
national and sub-national administrations, which is an important tool for linking budgets to
government policies.
The key prerequisites for performance accountability are being gradually prepared, which is in the
final stages to prepare for the fourth phase.
The capacity of officials of line ministries to manage public finances is gradually strengthened, and
the level of awareness and participation in the implementation of PFM reform programs is increasing,
but further implementation is needed for Phase 4, which is the more important phase.

PEFA assessments at both national and sub-national levels provide a baseline for the status of Cambodian

PFM system. It plays crucial role in providing inputs for CAP preparation through identifying the priorities

to address the challenges step by step. PFM reforms need to be strengthened on a regular basis, and its

key components need to be further built to respond to the context of Covid-19 and other potential crises

in order to have a clear direction toward performance accountability. Effective and efficient PFM is an

indispensable foundation for national development and poverty reduction, especially for ensuring

inclusive economic growth and increasing efficiency in public services delivery, and contribution to

attaining Cambodia’s long-term vision.
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1.

1.1.

L.

Introduction

Overall Aspects of PFM Reform Program
The PFM reform program was officially launched under the leadership of Samdach Akka Moha Sena
Padey Techo Hun Sen, Prime Minister of Kingdom of Cambodia, on 05" December 2004 in an attempt
to transform Cambodian PFM system toward international best practices. The reform was well-designed and
embraces the Platform Approach for carrying out in four stages.
Implementing during 2004-2008, Stage 1 “Budget Credibility” addressed the chronic cash shortages
through complete eliminating expenditure arrears that adversely affected the timeliness and regularity of
payroll to civil servants and arm forces. Creating Treasury Single Account (TSA) to consoidate all
accounts of the RGC was an important basis for stepping toward Stage 2.
Stage 2 “Financial Accountability” has been implemented during 2009-2015, and in the period, the RGC
improved budget execution procedures, implemented new budget classifications and new Chart of
Accounts (COA), and subsequently launched the FMIS.
Implementing in 2016-2020, Stage 3 “Budget-Policy Linkage” has gradually changed the budget
system from “an input and centralized basis” toward “a performance and decentralized basis” through
expanding and strengthening the implementation of BSP, Program Budgeting, budget entities, and the
continued implementation of Stage 1 and Stage 2 reform agenda. The Stage 3 of PFM reform program is
delayed for two years to finalize all unfinished works and to build the concrete foundation in the Stage 1,
Stage 2, and Stage 3. The delay in transition to Stage 4 aims to build all pre-requisites for implementing
performance-informed budgeting which is the key to incubate “performance culture” in the whole
government. The two years consolidated action plan 2021-2022 (CAP3+2 2021-2022) is formulated based
on a review of CAP3 structure including the revision of its objectives and cluster activities, and change in
focus from reform activities to reform performances. This change is the foundation for preparing the CAP4
in 2023-2027.
Stage 4 “Performance Accountability” is expected to get implemented in 2023-2027. The Budget
System Reform Strategy (BSRS) 2018-2025 sets “Performance-Informed Budgeting” as the model to
direct budget system reform. The strategy has retained original objective of implementing full-fledged
program budget for linking budget with policy in 2020, and then, will start to implement performance
budgeting from 2022 onwards by gradually strengthening performance/outcome information and
accountability to have sufficient time to be ready for implementing full performance budgeting in 2025.

Table 1: The modification of CAP in PEMRP Stage 2, Stage 3 and Stage 3+2

CAP3

CAP3 CAP3

Structure of CAP CAP2 CAP2 New 2016-2020  2017-2020  2018-2020 CAP3+2
Parts 3 4 5 5 5 5
Objectives 14 16 21 21 21 19
Cluster Activities 62 71 68 69 68 59

. Economic Status

Following more than two decades of strong economic growth, Cambodia graduated from low-income
country to the lower-middle-income status in 2015 and was called as “Asia’s New Tiger Economy” in
2016. The achievement of this economic growth in average of 7% per annum has distributed the benefits
to government officials and arm forces resulted in the increase of annual salary and to people through job
creation and infrastructure development.

The Cambodian economy in 2020 had negative growth at -3.1% due to the impact of covid-19 pandemic
which has affected on growth-driven sectors namely hotel and restaurant, garment, whole sale and retail,
construction and real estate, and transportation. As a result, the GDP per capita decreased from 1,700 USD
in 2019 to 1,604 USD in 2020. In addition, the inflation rate increased from 1.8% in 2019 to 2.9% in 2020
and the exchange rate around 4,065 riels/USD.

In 2021, the expected economic growth is 3.0% while inflation rate is in average at 2.9% and exchange
rate is maintained at 4,068 riel/USD in 2020.



Table 2- Economic Indicators 2016-2021

Economic Indicators 2016 ‘ 2017 2018 2019 2020 2021
GDP at current price (Million USD) 20,030 22,208 24,610 27,130 25,645 27,279
Real GDP (% increase) 6.9 7.0 7.5 7.1 -3.1 3.0
Agriculture Sector 1.3 1.7 1.1 -0.5 0.6 1.1
Industry Sector 10.6 9.7 11.6 11.3 -1.4 74
Service Sector 6.8 7.0 6.8 6.2 -6.5 -0.4
GDP Per Capita (USD) 1,308 1,430 1,563 1,700 1,604 1,665
Inflation in Riels (%o increase, year average) 3.0 2.9 2.5 1.8 2.9 2.9
Exchange rate (riels/USD) 4,056 4,045 4,045 4,055 4,080 4,068
o
g:zl‘:;ilch:a‘;‘;tfg;‘la“ce (% of GDP) 87 81 -1 15| 85 38.6
Foreign reserve (months of importing G&S) 6.6 8.0 8.0 8.8 13.4 8.0

Source: General Department of Policy, Ministry of Economy and Finance

9.

In the context of covid-19 pandemic, the PFM Reform also contributes to the economic recovery and

resilience as well as maintaining livelihood of the people. As an economic prospect and covid-19 recovery

plan, the RGC will implement “The Strategic Framework and Programs for Economic Recovery in

the Context of Living with Covid-19 in a New Normal 2021-2023” by upholding three approaches so

called “3Rs” as follows:

® Pillar 1-Recovery: By reviving foundation of economy back to path to recovery, focusing on ensuring
the security, managing the impact, maintaining stability and revitalization of potential businesses
especially the covid-19 affected sectors, and rapidly generating more jobs, aimed at promoting the
recovery of people’s livelihoods.

® Reform: By continuing to introduce key structural reform measures, including improving investment
climate and trade facilitation for investments and businesses, and promoting digitalization of economic
system both in public and private sectors.

@ Resilience: By strengthening preparedness for responsiveness with similar diseases or crises that may
erupt in the future, focusing on development of effective and strong health and social protection
systems through ensuring the sustainability and inclusiveness of socio-economic development.

1.3. PFM Status

10

11

12.

13.

. In an economic status as lower-middle-income country, Cambodia faces major challenges such as (1)
decrease of grant and concessional loan for financing public investment, (2) rising burden in expenditure
for government official, (3) rising needs in public investment for supporting economy while the regulatory
frameworks for managing the investment are being developed.

. In term of management and implementation of state revenue collection plan®, based on temporary data

dated January 31, 2022, RGC achieved 22,155,208 million riels or equivalent to 104.91% of budget law

in which current revenue was collected in an amount of 22,098,326 million riels or equivalant to 105.32%

of budget law and domestic capital revenue achieved 56,882 million riels or equivalent to 25.71% of budget

law.

Tax revenue collection at national level achieved 18,380,074 million riels or equivalent to 104.91% of

budget law in which the tax revenue collection by GDT achieved 9,239,053 million riels or equivalent to

115.14% of budget law and by GDCE achieved 9,141,021 million riels or equivalent to 96.26% of budget

law.

The non-tax revenue collection achieved 1,721,872 million riels or equivalent to 78.77% of the budget

law.

8B

oth current and capital revenue
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14. Capital and provincial administrations achieved 1,996,380 million riels or quivanlent to 156.38% of the
budget law®, of which tax revenue was collected with amount of 1,767,187 million riels or quivalent to
168.25% of budget law, and non-tax revenue was collected with amount of 229,193 million riels or
equivalent to 101.27% of budget law

Diagram 1: Revenue Collection 2013-2021

State Revenue (Current and Domestic Capital Revenue) (2013-2021)

Total Current Revenue and Growth 2013-2021
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15. Diagram #2 below shows a contemporary data that the 2021 budget execution was in the amount of
27,425,057 million riels or equivalent to 95.36% of budget law (98.79 of budget rationalization). Quarterly
budget execution was slower than targets (Q1=20%, Q2=45%, Q3=70%, and Q4=96%) set in CAP3. For
budget execution by type of expenditures (target is set that salary must be at least 98%, goods/services
must be at least 95%, and capital expense must be at least 85%), salary achieved 96.06%, goods/services
achieved 95.18% (106.61 of budget rationalization) and capital achieved 92.24% of the budget law.

Diagram 2- Budget Execution in 2013-2021
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1.4. Rationales and Objectives

16. Report on Monitoring and Evaluation of Implementing PFMRP and Q4 and 2021 PFMRP progress serve
as an important input for preparing CAP4.
17. The 2021 report is prepared through a comprehensive methodology as follows:
® Progress of implementing PFM reform program
— Monitoring on the implementation of the executive orders of PFM Reform Steering committee in
2021
— The implementation of CAP3+2
— Workshops on “Experiences of Implementing Program Budgeting for National and Subnational
Administrations.

® Above figure on revenue collection at sub-national is based on budget figures of capital/provincial/Khan administration
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® Public Expenditure and Financial Accountability-PEFA at National and Subnational level
® Comments and recommendations of DPs including the preliminary result of FMIS Review conducted
by IMF, and the preliminary result of Public Expenditure Review conducted by World Bank.

Annual Progress of Implementing PFM Reform Program in 2021

18. From 2004-2021, the total budget expenditure of PFMRP is 352,329 million riels equal to 87,21 million
USD of which amount, 47.24% was allocated to FMWG, 31.78% for General Departments of MEF, 4.34%
for LMs and Agencies, 0.34% for Capital/Provincial Departments of MEF, and 16.58% for incentive. For
the types of expenditure, 38.33% of total budget was used for FMIS goods and system development,
21.79% for TA services, 21.85% for Training/Workshop, 1.55% for operation, and 16.58% for incentive.

Diagram 3: Expense on PFMRP Implementation 2004-2021

Expense on PFMRP Implementation 2004-2021

PFM Incentive - 58,560 ($ 14.46), (16.58%)

DEF 1 $200 ($ 0.05), (0.34%)
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Note: Expense of FMWG, DEF, LMs, MEF’s Entities includes Goods, Consultants, Trainings/Workshops, and
Operations. Sources of Fund: Government, CF, PHRD Grant, IDA&MDTF (World Bank), UNICEF, EU,

ADB.

Diagram 4: Expense by Categories on PFMRP Implementation 2004-2021

Expense by Categories on PFMRP Implementation 2004-2021
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Sources of Fund: Government, CF, PHRD Grant, IDA&MDTF (World Bank), UNICEF, EU, ADB.
2.1. CAP3+2 Implementaion

Part 1: Further Strengthened Budget Credibility

19. This Part focuses on three objectives, including (1) continue to strengthen revenue management and
collection implementation, (2) strengthen the budget implementation and the implementation of budget
execution plan, and (3) improve the implementation of budget process.

Objective 11: continue to strengthen revenue management and collection implementation

20. In the PFM reform framework, the revenue collection is still robust. Through the implementation of
Revenue Mobilization Strategy (RMS) 2014-2018, the current revenue collection has achieved growth
rate approximately 1.4% points of GDP annually higher than target set in RMS at 0.5% point of GDP. The
objective of RMS 2019-2023 is to modernize tax and non-tax policy and administration in order to ensure
effective and efficient revenue collection, to improve investment climate and guidance, to strengthen
competitiveness, and to promote economic diversification.

21. There are two indicators to measure this objective, and its progress is highlighted as below:

Key Performance Target and Achievement

Indicator Easeline ;
2021 Target Achievement
OI 1. Percentage of In 2019, current Actual current revenue is | 104.49% compared to
revenue collection revenue reached achieved within +/- 5% budget law
compared to budget law | 130.5% of budget law | compared to annual
budget law

OI 2. Current revenue In 2019, current At least 0.3 % points of -2.28% points of GDP
growth compared to revenue grew by 3.01 | GDP
GDP percentage points of

GDP in average from

2014-2018

22. Cluster Activities’ KPIs of each objective is as follows:
1-Tax Revenue

23. Percentage of taxpayers have paid taxes timely achieved 78% while 1,852 out of 2.321 tax complaints
on tax reassessment have been solved equal to 79.79% of total complaints.

24. The achievement of collectable tax arrears reinforcement is as follows:
® The total collectable tax arrears in 2020 is 6,310,039,065,148 riels
@ The total tax arrears collected in 2021 achieved 1,087,057,693,736 riels equal to 17.23% of total
collectable tax arrears in 2020.
25. The tax arrears classification as “Collectable tax arrears” and “Uncollectable tax arrears” has been
determined as follows:
® Collectable tax arrears (age less than 3 years): 3,570 enterprises with the amount of tax arrears in
total 6,215,561 million riels.
® Uncollectable tax arrears (age more than 3 years): 4,934 enterprises with the amount of tax arrears
in total 9,151,192 million riels
In this regard, tax arrears information of 5,927 enterprises have been entered and updated in the tax
arrears system equal to 77.17% of 7,680 enterprises which will be entered into the system.

26. In2021, 3 best traders have been identified. In total, there are 43 best traders as of 2021. This achievement
is lower than target which is at least 5 best traders to be increased annually. In addition, National Single
Window (NSW) has been operationalized in the Ministry of Agriculture, Fisheries and Forestry. In total,
6 LMs operationalized NSW in the 2™ phase.

2-Non-Tax Revenue
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27.

28.

29.

30.

31.

32.

Non-tax arrears has increased 5.91% in the total amount of 55 million USD due to: (1) non-tax arrears of
Civil Aviation amounted 4,015,137 USD which is a chronic arrear of President Airline with amount of
2,020,472 USD, Royal Phnom Penh Airway with amount of 1,360,858 USD, and chronic arrears of other
small airline companies; (2)non-tax arrears in mining sector has been increased because Ministry of
Mines and Energy requested to reinforce non-tax arrears collection from one company with the total
amount of 4,511,020.83 USD and the new identified non-tax arrears of other 4 companies in Phnom
Thom area, Bateay district, Kampong Cham province; (3) non-tax arrears in fisheries concession; and (4)
non-tax arrears from rental fee have increased dramatically because of increase in previous year unpaid
arears and current arrears in 2021 due to the covid-19 pandemic. However, non-tax arrears in telecom
sector have decreased by 13.08% because of strict measures and reinforcements conducted by Ministry
of Post and Telecommunication on the operating companies which have non-tax arrears such as public
announcement and festinating license.
The number of LMs using NRMIS and e-payment'’:
€ NRMIS has been operationalized by all revenue-collecting entities at national level (23 LMs), 18
capital/provincial line departments, and also extended to capital/provincial administration. In
addition, the integration between FMIS and NRMIS at subnational administration has been
accelerated in order to reduce workload.
® E-payment was implemented at Ministry of Industry, Science, Technology and Innovation, Ministry
of Public Work and Transports, Ministry of Education, Youth and Sports, Ministry of Culture and
Fine Arts, Ministry of Environment, Ministry of Tourism, Ministry of Labor and Vocational
Training, Ministry of Mines and Energy, Ministry of Commerce, and Ministry of Post and
Telecommunication through the MEF Circular 008 dated on 27 August 2021 on operationalization
of e-payment for non-tax revenue collection-phase 2. The dissemination workshop on this electronic
payment was also organized in December 30, 2021.
The draft Law on Non-Tax Revenue Management has been consulted with relevant LMs, DPs, CSO, and
also discussed among management members of MEF. The drafting team has discussed with Ministry of
Justice and Anti-Corruption Unit. The Economic and Financial Policy Committee was conducted to
discuss this draft on 28" March 2022. The preparation of blueprint for Non-Tax Revenue System Reform
in English version was finalized with the technical support from World Bank and being translated in
Khmer version.

Objective 12: strengthen the budget implementation and the implementation of budget execution
plan

In this objective, there is one KPI “OI 3. % of actual budget execution compared with annual budget
law”. Its progress has been descripted in paragraph 12 of this report.

Objective 13: improve the implementation of budget process

Public Procurement System Reform Strategy 2019-2025 has set out strategic direction for the key reforms
namely, (1) the preparation and endorsement of procurement plan; (2) the implementation of public
procurement; (3) the monitoring and evaluation on procurement implementation (procurement audit); (4)
Strengthening independent mechanism for addressing complaints and imposing penalties; and (5)
supporting infrastructure including the improvement of procurement related regulations, the preparation
of procurement guideline, the study on e-procurement, and the capacity building.

In this objective, there are three KPIs. The progress is as following:

OI 4: percentage of procurement plans was approved on 31I°' December before starting budget year

Target: 90% of annual procurement plan is approved by 31% December before the year of budget
execution starts

Progress: LMs and Authorized budget entities that submitted draft procurement plan 2021 to MEF and
approved by MEF by 31% December 2020 are as below:

® There are 53 entities equal to 98.15% submitted their procurement plans, of which 49 entities fully
implemented the plan equal to 92.45%.

19 Circular No. 008 MEF dated 27 August 2021 on operationalization of e-payment for non-tax revenue collection-phase 2.
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33.

34.

35.

@ There are 38 public enterprises and public administration establishments equal to 94.87% submitted
their procurement plan, of which 25 public enterprises and public administration establishments
fully implemented the plan.

® All 25 capital/provincial administrations submitted their procurement plan all of which got approval
from MEF.

® There are 618 budget entities submitted the procurement plans equal to 96.11%, of which 593
entities got approval equal to 95.95%.

However, in 2021 only 68% of procurement plan 2022 was discussed, reviewed and approved in the

budget negotiation meeting between management members of MEF and LMs.

Ol 5: percentage of LMs’ budget entities which provide procurement implementation report

Target: at least 60% of budget entities submitted procurement implementation report on time to MEF.
Progress: in 2020, there are 361 budget entities equal to 61.18% submitted procurement
implementation report to MEF on time.

Ol 6: movement in improving procurement threshold for procurement implementing agencies

Target: continue implementation of first step in improving procurement threshold

Progress: procurement decentralization-phase 1 has been implemented by increasing procurement
threshold for procurement implementing entities to decide on their procurement based on
MEF Prokas 010 dated 14™ January 2019 on Increase Threshold on Public Procurement.

Ol 7: percentage of increase in use of competitive procurement method

Target: at least 60% of total amount contract award (except contract of MPWT, MWRAM and MRD
which got RGC’s approval to have direct contract with state specialized entities).
Progress: in 2020, the total amount of contract with competitive procurement method is round 60.62%.

In addition, indicators of cluster activities under each Ols of objectives achieved progress as follows:

® Public Financial Management Manual (PFMM) is the key document for guiding LMs in preparing
their guideline. The drafting team is reviewing the 6™ draft of PFMM for consultation in the
upcoming workshop. In addition, in 2021, there are 10 LMs has prepared the draft guideline, and in
2022, 13 LMs have been identified to prepare their guideline including: (1) Ministry of Rural
Development, (2) Ministry of Water Resource and Meteorology, (3) Ministry of Education, Youth
and Sports, (4) Ministry of Public Works and Transport, (5) Ministry of Agriculture, Fisheries and
Forestry, (6) Ministry of Health, (7) Ministry of Labor and Vocational Training, (8) Ministry of
Economy and Finance, (9) Ministry of Land Management, Urban Planning and Construction, (10)
Ministry of Environment, (11) Ministry of Civil Servant, (12) Ministry of Foreign Affairs and
International Cooperation, and (13) Ministry of Justice.
® In 2021, the payment through EFT is around 58% of total payment. MEF has cooperation with
National Bank of Cambodia and Canadia Bank, and plans to extend cooperation with ACLEDA.
In conclusion, the momentum of Part 1 “Further Strengthened Budget Credibility” is still robust which
indicates the resilience of Cambodia’s PFM system that has been developed so far. However, there are
still areas to be further improved in term of institutionalization of tax and non-tax revenue collection
and management mechanism. In term of effective budget execution, more actions needed to be done by
focusing on salary expense, goods/services and investment through the implementation of regulations

as indicated in PFMRP’s 4 core reform strategies (BSRS, SBSRS, PPSRS and PIMSRS).

Based on progresses of the above 6 indicators and budget system reform, the budget 2021 served as an
effective tool for the RGC to respond to both in-country and out-country challenges and risks in order
to ensure socio-economic stability and people’s livelihood. This progress also made effective use of
budget to accelerate economic recovery and rapid growth after covid-19 to ensure peace, social stability
and sustainable economic growth as well as improve.
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Part 2: Further Strengthened Financial Accountability

36.

37.

38.

39.

40.

This part focuses on 5 objectives: (1) Strengthening and expansion of FMIS, (2) Strengthening of new
accounting, recording and reporting systems, (3) Strengthening of state assets management (long-term
assets), (4) Strengthening of sustainable public debt management including risks of contingent liabilities
and other related risks and (5) Strengthening of financial accountability at public administration
establishments and public enterprises.

The FMIS project began in 2014 (Phase 1: 2014-2016 and Phase 2: 2017-2020). FMIS Blueprint Phase
3 for 2021-2025 aims at implementing FMIS in central and local agencies, continuing to-be business
process for salary payment and other planned expenditures, implementing FMIS at
Municipal/District/Khan administrations, developing 2 additional modules (Inventory Management and
State Asset Management modules), gradually implementing Budget Planning module, gradually
implementing Procurement module (user management, interfacing with external systems, electronic
payment, implementing all 7 budget classifications and using system-generated reports).

Concurrently, automation of budget execution via FMIS new business processes per the “FMIS
Business Process Streamlining Strategic Plan 2020-2025” should significantly reduce processes outside
the System in line with financial decentralisation objective of the PFMRP.

Objective 21: Strengthening and expansion of FMIS

There are 3 indicators in this objective with progress as follows:

Ol 1: Expense types automated for execution in FMIS at central agencies

Target: Budget commitment and expenditure payment processes risk level 1 and 2 are implemented
at MEF and 7 LMs

Progress:

® New business process is developed for implementation at MEF for commitment and payment
processes for expenditures with low and medium risk levels (level 1 and 2).

® New business process for salary and low-risk direct payments are implemented at 27 LMs; New
business process for 10 LMs with distinctive processes developed for review by FMWG.

® Business process for budget commitment and payment for other expenditures with risk level 3 is
developed to be implemented at MEF.
Ol 2: Two new FMIS modules are expanded

Within FMIS Phase 3, the 2 new modules: Budget Planning and Full Procurement modules will be
implemented gradually to LMs, full authorised budget entities and sub-national administrations.

Target: 2 new modules (Budget Preparation and Full Procurement modules) are piloted at MEF and
Ministry of Information.

Progress:

® Budget Planning module is piloted at MEF and Ministry of Women’s Affairs; Full Procurement
module is piloted at MEF, Ministry of Women’s Affairs and Ministry of Information. The expansion
of Budget Preparation module is to 11 LMs and Full Procurement module to all LMs.

® Training on FMIS: 37 LMs ~ 100 officers are trained on the 2 new modules; 250 new users are
updated on new knowledge.

16



41.

42.

43.

¢ Implementation of new modules should be readied for implementation and dissemination at the
beginning of the year via regulations.

Ol 3: New sites for FMIS implementation (expanding implementation of core modules of FMIS to
central, local agencies and public administrative establishment)

Per FMIS Phase 3'', four existing core modules (Budget Allocation, Account Payable, Purchase Order
and Account Receivable modules) will be implemented to sub-national administrations, public
administration establishment, capital/provincial line department and new authorized budget entities.

Target: FMIS is implemented at two new full authorised budget entities; FMIS and supporting
infrastructure is installed at 25 capital/provincial administrations for implementation in the beginning
0f 2022.

Progress: Two new authorised budget entities (GSNSPC and SNEC) started using FMIS officially in
2021. 25 capital/provincial administrations have been officially included in FMIS Phase 3 with current
and to-be business processes already developed. Moreover, FMIS system was installed at 10 full
authorised budget entities form operation in 2022.

Objective 22: Strengthening of new accounting, recording and reporting systems

There are 2 KPIs in this objective with progress as follows:

Ol 4: Timely account closure

Target: Accounts closed within 6 to 9 months

Progress: Account closure is complete within 9 months due to 2-3 months’ delay of payment after
end of fiscal year.

Ol 5: Compliance of financial reports with IPSAS Cash Basis

Target: Financial reports in compliance with IPSAS Cash Basis

Progress:

® Per evaluation done by IMF expert and Accounting and Audit Regulator (ACAR), financial reports
in compliance with IPSAS Cash Basis is improved further. Important components have been
improved with details included in disclosure of the financial reports such as unused liabilities and
information on reporting budget entities.

® Draft strategic plan on implementation of public accounting standards accrual basis 2021-2031 is
approved by H.E. DPM on 20™ December 2021 and is processed for approval from PM in Q1-2022.

Ol 6: Timeliness of financial reports (IPSAS Cash Basis)

Target: 2019 FY Financial reports is ready in Q2-2021

Progress: Preliminary draft of budget settlement law is prepared and sent to NAA for review within 6

months after account closure.

Objective 23: Strengthening of state asset management (long-term assets)

There is 1 KPI in this objective with progress as follows:

! For subnational administration is not different form LMs, meaning that it didn’t require General Ledger and Cash Management
modules.
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OI 7: Consolidation reports of state assets for LMs, line departments and sub-national

administrations

Target: Consolidation reports of state assets for LMs, line departments and sub-national administrations

Progress:

¢ Annual comparative tables of state assets for FY2020: GDSNR reports having received from 1,470
entities ~ 89% (as of 15™ September 2021)

® Update of state land statistics for 2021: state lands without title stands at 10,796 plots ~ 38%.

Table 3: Statistics on ownership titles of state-owned real estates in 2020

# Titl # Titl t
# Entities # Titles . tries ,l es no % Completed
issued issued
LMs (central) 244 1,428 358 1,070 25%
Line departments (local) 769 11,657 3,851 7,806 33%
Capital/, incial
apitaprovincta 25 259 158 101 61%
administrations
Municipal, District and Kh
Hielpd, strict and Rhan 203 553 213 340 39%
administrations
kat
Commune and Sangka 1646 2,642 1,703 939 64%
administrations
Total 2887 16,539 6,283 10,256 38%

Source: GDSNR

¢ For the process of applying for ownership titles for state lands, Asset Controlling Authorities have
applied and received titles for 17,764 plots of land ~ 62% of the total 28,560 plots of land, hence
38% remains without titles ~ 10,796 plots being pushed for titles. For master plan for state asset
management, a concept note is yet prepared; only an inter-departmental working group within MEF
is formed for this purpose.

® SARMIS is implemented at all LMs but usage of the system has not been smooth due to issues of
capacity and equipment. GDSNR, facilitated by GSC, is organising more trainings tailored to LMs
and sub-national administrations for full implementation. A dissemination workshop on SARMIS
for LMs and sub-national administrations was organised between 8" November 2021 — 21%
February 2022. Moreover, GSC is looking at budget availability for supplying computers to LMs,
capital/provincial administrations, and Municipal, District and Khan administrations to support
implementation and expansion of SARMIS.

Objective 24: Strengthening of sustainable public debt management including risks of contingent
liabilities and other related risks

Public Debt Management Strategy 2019-2023 was approved and put into force on 22™ October 2019.
This strategy includes 10 strategic measures and 5 key principles.

There are 4 KPIs in this objective with progress as follows:
OI 8: 5 key debt indicators against ceilings
Target: All 5 key indicators are kept below ceilings in the Public Debt Management Strategy.

Progress: In managing debts, the RGC is cautious and strictly adheres to the 5 key principles stipulated
in the Public Debt Management Strategy 2019-2023. Debt status of Cambodia has been improving. Per
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debt sustainability analysis, all 5 debt ratios of Cambodia are under the recommended thresholds as
shown in Table 4. Within the international standards, this shows that public debt status of Cambodia in
“sustainable” and “low-risk”.

Table 4: Public debt indicators 2018-2021

Indicators ] Thresholds \ 2018 \ 2019 ] 2020 ] 2021 (est.)
Total public debts (current price)
% of GDP | 55 | 2148 | 208 | 24 [ 251
External debts (current price)
% of GDP 40 21.46 20.8 24.3 25.1
% of revenue 180 28.4 26.7 32.8 37.1
External debts service
# times of exports 15 1.4 1.5 1.8 2.0
# times of revenue 18 4.9 4.5 6.3 6.2

Source: Bulletin on Cambodia Public Debts no. 12 (page 12)

Diagram 5: External Debts Outstanding (as of Semester 1 — 2022)

® Multilateral " China
= Japan Korean
= Bilateral = Debt in Negotiation

Source: Executive summary of Budget Law 2022

Sub-decree on public debt management is being reviewed with studies of international guidelines,
experiences of other countries in the region namely, Thailand, Vietnam, the Philippines and Indonesia.
The preliminary policy framework on developing government bonds is approved by the RGC on 1%
October 2021 as response to current situation facing the Royal Government in economic recovery after
Covid-19, together with a preliminary action plan to implement this policy framework. A
comprehensive policy framework for 2022-2028 is to be approved in 2022. Data management system
for contingent debt obligation is approved and launched on 4™ August 2021. Meanwhile, modernisation
of grant component analysis and comprehensive debt management systems (in-house database for
PDM) was approved and launched on the same day (4™ August 2021).

Ol 9: Identification of debt risks
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47.

48.

Target: Analysis of debt risks and contingent debt obligations is performed and submitted to Public
Debt Management Committee

Progress: GDICDM has prepared a progress report of execution of strategic measures and submitted to
Public Debt Management Committee, containing public debt risks including contingent liabilities, fiscal
risks, market risks, operational risks, liquidity risks, project funding risks and credit risks for Q1, Q2,
and Q3-2021 and published on official website of GDICDM.

Objective 25: Strengthening of financial accountability at public administrative entities and public
enterprises

There are 2 KPlIs in this objective with progress as follows:

OI 10: Clear mechanism within MEF to monitor public administrative entities

Target: (1) Minimum criteria for public financial management in public administration establishment
and (2) A proposal report within MEF on evaluation methodology of public administrative entities.

Progress: GDB has prepared a proposal report on the minimum criteria of public financial management
for public administrative entities. For these entities, out of a total of 29 entities, 27 have submitted
FY2020 financial reports to GDNT. GDNT was able to consolidate the reports of only 23 entities for
the rest are not in a consistent and comprehensive format. The remaining 2 entities have not submitted
financial reports even after repeated reminders.

Ol 11: Clear mechanism within MEF to monitor public enterprises
Target: Draft law on public enterprise is submitted to OCM and the legislatives for approval
Progress:

® Law on public enterprise is drafted in an MEF technical working and is awaiting inputs from AFD’s
consultants in QI, 2022. GDSPNR plans to conduct a consultation workshop with public
enterprises, LMs and other stakeholders in Q2, 2022, and submit the draft law to Council of Minister
in Q3, 2022. Meanwhile, MEF working group is working on public enterprise reforms strategy
which will serve as a guide for reforms and a crucial input for this draft law.

® For M&E of public enterprises, the technical working group has prepared an evaluation report of
financial situation of public enterprises for MEF management, outlining 4 key areas: (1) financial
situation and business returns in FY2020, (2) expenditure items to be settled with state budget for
FY2020, (3) dividend payments to state budget in FY2020 and (4) status of capital/equity in FY2020
of state-private joint enterprises where the State holds minority stakes.

As a conclusion for Part 2 “Strengthened financial accountability”, FMIS remains the core system of
financial accountability which has been rolled out to all LMs. Implementation of FMIS Phase 2 with
new business processes should bring into consideration the scope of 2 new modules to be implemented
and the risks involved in new business processes via FMIS. In this regard, FMWG should review and
push FMIS roll-out as a priority to align with the direction stipulated in BSRS 2018-2025.

Part 3: Strengthening efficiency of Budget-Policy Linkages

49.

Part 3 “Budget-policy linkages” comprises of 6 objectives: (1) Strengthening and expanding
implementation of program budgeting and budget monitoring, (2) Comprehensive budget preparation
and budget integration, (3) Implementation of accountability system, (4) Strengthening policy
formulation and fiscal planning, and (5) Strengthening of financial decentralisation policy.
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50.

51.

BSRS 2018-2025 defines the direction of budget reforms towards performance budgeting per the model
of “performance-informed budgeting”. The action plan constitutes 5 parts with 15 objectives, divided
into 2 stages: Stage 1, from 2017-2021, focuses on building foundation for implementation of
performance budgeting and Stage 2, from 2022-2025 focuses on piloting performance budgeting.
Certain objectives of this strategy are executed in this Part 3 of CAP3+2, which aims to build a medium-
term budget system linking the Rectangular Strategies, NSDP and sectoral strategies.

Objective 31: Formulate and implement medium-term fiscal and budget frameworks

There are 3 indicators in this objective with progress as follows:

Ol 1: Submission of medium-term fiscal framework (MTFF) for discussion in plenary session of the
Council of Ministers and implementation

Target: Medium-term macroeconomic and fiscal framework for drafting the FY2022 budget law is
formulated and submitted for approval from the head of the RGC.

Progress: Macroeconomic and fiscal framework was formulated and implemented. This is in line with
decision of MEF’s management on delaying the implementation of MTFF due to the uncertainty of
Covid-19 pandemic and impact on Cambodia economy. Meanwhile, General Department of Policy
continued to prepare MTFF and submitted to MEF’s management.

since 2019 with current and capital expenditure integration and sectoral budget ceilings, and served as

a pilot framework for formulation of MTFF. Moreover, GDP prepared and submitted dratt MTFF 2021-
2023 to MEF management. Due to uncertainty arising from Covid-19 and its impacts on Cambodia’s
economy, MEF management has decided to delay implementation of MTFF to 2022 for the preparation
of BSP 2023-2025 and FY2023 budget.

Ol 2: Approval of medium-term budget framework (MTBF) with budget ceilings for sectors and LMs
by the head of the RGC

Target: MTBF with sectoral budget ceilings
Progress: MTBF with budget ceilings by sector and LM was approved by the PM

Ol 3: BSPs include performance indicators
Target: BSPs are prepared with performance indicators
Progress:

@ BSPs of 15 program budget-implementing LMs were reviewed with results as follow:
— policy objectives: acceptable in general
— programs: the majority is acceptable except some LMs where program titles, sub-program
structures and program functions need revision
— indicators: still an issue as the majority of LMs were unable to distinguish input, output and
process indicators, while some are unmeasurable; MEF is working on strengthening this
further
— revenue-expenditure planning: the majority reflected revenue collection capacity but for
expenditure, planning did not follow guidelines.
® Based on MTBF, current and capital expenditures of 9 LMs were integrated in programs under
budget ceilings in BSP and 4 LMs in program budgets.

Objective 32: Strengthening public investment management
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52.

53.

54.

55.

Public Investment Management System Reforms strategy 2019-2025 was approved by the RGC on 22™
October 2019 and put into force on 25" October 2019 in the plenary session of the Council of Ministers,
aiming to create a national public investment management system that ensures responsiveness,
efficiency, effectiveness, transparency, accountability, and in line with best practices and Cambodian
context. It also aims to strengthen capacity in allocating and use of public resources per international
best practices within the context of Cambodia, to accelerate economic diversification and
competitiveness for strong, sustainable, and inclusive economic growth, towards Cambodia’s 2030
milestones and Vision 2050.

This strategy covers public investment projects of all sources of funding (state, DP or PPP financed)
and of all levels of administrations (national and sub-national administrations, public administrative
entities, public enterprises and other equivalent institutions).

There are 3 KPIs in this objective with progress as follows:

Ol 4: Formulation of public investment cycle management mechanism
Target: 1 sub-decree, 1 mechanism, 3 prakas, and 4 guidelines approved and disseminated.

Progress: Execution of the action plan of public investment management reforms strategy 2019-2025
yields results per the 2021 KPIs as follow:

¢ Draft sub-decree on standard operating procedure (SOP) for preparation and management of public
investment projects via PPP is being prepared. This SOP comprises 3 parts: Part 1 on policy and
procedure, Part 2 on guidelines, and Part 3 on procurement procedure.

€ Mechanism: Public Investment Committee (PIC) and its secretariat was created with the issuance
of an MEF prakas dated 3™ August 2021. Financial support mechanism for feasibility study and
budget planning is being worked on by the technical working group on system for data of public
investment project management via Prakas 750 MEF.Prk dated 23" September 2020. However,
creation of a unit for management of support fund on feasibility study and public investment project
formulation does not have any progress.

@ Prakas: (1) Draft prakas on operating procedure of management, planning and execution of
nationally funded public investment projects (direct investment project) was discussed in order to
gain inputs for improvement at inter-ministerial level and management level at line ministries; (2)
Draft prakas on public investment management for sub-national administrations was completed,
discussed with relevant stakeholders including GDs of MEF, PDEF, MOI, capital/provincial
administrations, and sent to MOI for comments in March 2021; (3) Draft prakas on guidelines for
public road infrastructure maintenance was endosed.

¢ Guidelines: preparation of guidelines has little progress with request for changes to action plan,
namely (1) Guideline for preparation of 3-year rolling public investment program is to be completed
in 2022, (2) Guideline for preparation of project request (cycle of public investment project) is to
be completed in 2023, (3) Guideline and procedure for management of financial support mechanism
for feasibility study and project formulation is to be completed in 2023, and (4) Draft concept note
on guideline and procedure for management of financial support mechanism for feasibility study
and project formulation is prepared with ADB consultant.

Objective 33: Strengthening preparation and execution of program budgeting with linkage to BSP

There are 4 KPlIs in this objective with progress as follows:

Ol 5: Allocation of salary expenditure by programs in FY N+1
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56.

57.

S8.

Target: Pilot study of salary expenditure allocation.

Progress: GDB has prepared a concept note for allocating salary expenditure by program. LMs face
difficulties in allocation salary expenditure by program as LM’s salary expenditure is allocated in whole
to the support programs, requiring further study into each LM case.

OI 6: Reduction of gap between BSP and annual budget (N+1)

Target: Gap between BSP and annual budget (N+1) does not exceed 20%.

Progress: Gap between BSP and FY2021 annual budget was 9.8%. 10 LMs were reviewed for linkage
between BSP and Rectangular Strategy, NSDP; 15 LMs '? were evaluated on quality of BSP.
Expenditure gap between BSP 2021-2023 and FY2021 annual budget of MEF was 3.1% and 5.36% for
MOoEYS.

Ol 7: (1) Number of LMs reviewing criteria of budget entities, and (2) Budget entity review framework

Some LMs still manage budgets centrally, allowing for only few budget entities, meaning budget
allocated to spending units is minimal. In this regard, increasing the number of budget entities and
delegating more authority to budget entities are crucial and necessary. Per fiscal decentralisation
directive at LMs, the Government has issued sub-decree 242 ANKr.BK dated 14" December 2021 on
the increase of budget entities and delegation of authority to budget entities for efficiency, effectiveness
and transparency in planning, execution and performance review of core function and budget.
Moreover, MEF has issued Prakas 544 MEF.Prk dated 9" September 2021 on the power, responsibility
and budget execution procedure of budget entities to ensure efficiency, effectiveness, transparency and
accountability in budget execution via clear delegation for performance.

As for the progress report on the creation of budget entities (Review of criteria, organisational structure
change, and capacity building) by LMs, has no progress.

OI 8: Number of authorised budget entities created per MEF’s instruction
Target: (1) 3 additional authorised budget entities, (2) 10 additional budget entities

Progress: In 2021, a total of 926 budget entities exists, an increase of 12 from 2020 (914), of which 323
are central budget entities (an increase of 12) and 603 are local budget entities (provincial departments).
For central level, 83 are authorised budget entities (61 in 2020), 240 are not (250 in 2020); at local level,
all 603 are authorised budget entities (603 in 2020). 3 LMs are preparing to create budget entities
namely, MOI, MCS and CDC.

Objective 34: Push for fiscal decentralisation for sub-national decentralisation
There are 2 KPIs in this objective with progress as follows:
OI 9: Integration of sub-national BSPs: between capital/provincial administrations and

krong/srok/khan administrations

Target: To align BSP of the sub-national administrations between the capital/ provincial
administrations with the budget of the capital/provincial line departments, to authorize the
capital/provincial administrations for budget virement at the sub-account level and the account level of
the same chapter (within the same cluster of activities) and at the sub-account level of the same account

12 MND, MOJ, MOFAIC, MI, MOH, MME, MOT, MoEYS, MOE, MWA, MT, MWVT, MRD, MAAF and MPTC.
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60.

(from one cluster of activities to another cluster of activities in the same sub-program) by the Decision
of the Governor of the relevant capital and province.

Progress: Gradual alignment and integration of sub-national administrative plans to complete by 2023,
with step-by-step implementation of alignment with capital/provincial line departments (in 2021),
integrating plan with municipal and district administrations (in 2022) and integrating plan with
commune / Sangkat administration (in 2023).

OI 10: Delegation of authority for budget virement to sub-national administrations

Target: To provide the authority to the capital/provincial administration for budget virement at the sub-
account level and the account level of the same chapter (within a single cluster of activities) and at the
sub-account level of a single account (from one cluster of activities to another cluster of activities in the
same sub-program) by the Decision of the Governor of the relevant capital and province.

Progress: MEF has implemented the Prakas on the Procedure for Implementing the Program
Budgeting of the Capital and Provincial Administration.

In particular, the implementation of the project through the implementation of separate procurement
with state entities does not require a deposit to ensure validity. At the end of the project, only 90% is
paid and the remaining 10% is kept to guarantee the project for 12 months. If the project is of good
quality, another 10% will be offered. In the case of the same budget year, there is no problem for
payment. In the case of the next budget year, the 10% remaining payment cannot be paid because the
remaining budget is diverted to the national budget in accordance with the legal documents in force, so
the Phnom Penh capital administration does not have the credit for this 10% payment. Based on this,
GDSNAF and the GDPP of the MEF examine this problem.

In conclusion, for part 3, the MTBF has been prepared and piloted and macroeconomic and fiscal
framework 2023 was implemented. The MTFF to be implemented will facilitate LMs in preparing
budget, by determining budgets for both sectors and LMs, especially the integration of current and
capital budgets, including time in accordance with the budget calendar. At the same time, the fiscal
decentralization reform of the sub-national administration must be addressed in a package and
systematically.

Part 4: Completion of Readiness towards Performance Accountability

61.

62.

Preparation for the next step focuses on four objectives, including (1) developing a budget framework
based on performance information, (2) developing and implementing performance accountability
frameworks, (3) strengthening the control system, and (4) Develop and implement capacity building
plans (including the legislature and the National Audit Authority).

Objective 41: Implement the performance-based budgeting

This objective has KPIs and have achieved the following results:

Ol 1: Piloting preparation of key performance plan
Target: Piloting preparation of key performance plan for 2021

Progress: No progress, as an action plan stated in BSRS 2018-2025, performance informed budgeting
or performance budgeting will be piloted in preparation of budget proposal 2023. Therefore, this key
performance plan will be prepared once performance agreement was implemented. In this regard,
General Department of Budget has prepared and promulgated the performance agreement through
Prakas No. 149 MEF. Br.K dated 17 February 2022.
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64.

OI 2: Amendment Sub-Decree no. 81 on the Establishment of Financial Control on Expenditure of
the State Budget and Sub-Decree no. 82 on the General Regulations of Public Accounting and the
Implementation of the Performance-based budgeting

Target: Draft Sub-Decree no. 81, submitted to the management for review, and draft Sub-Decree no.
82 on General Rules of Public Accounting, submitted to the management for review.

Progress:

4 Amendment Sub-Decree no. 81: GDB have finalized reviewing in the level of the General
Department by receiving inputs from the experts of the Ministry of Finance of the French
Republic.

® Amendment Sub-Decree no. 82: Internal discussions have been completed, pending amendments
and updates in accordance with the Public Financial System Law.

® Both sub-decrees will be merged in the second quarter and submitted to the management in the third
quarter and submitted to the Royal Government in the fourth quarter.

At the same time, the drafting of a new financial system law has faced the following challenges:

® Timing: Some members of the technical working group have to attend the budget negotiation
meeting for the preparation of the budget law for the year 2021, and the spread of Covid-19 disease,
which interrupted the meeting with French experts to get inputs for the preparation of the Law on
the Public Financial System (New).

@ Scope: This law covers the entire financial system, so all stakeholders must examine and understand
the principles, and this law must be consistent with other laws and regulations.

Objective 42: Implement a system to monitor and review performance by line ministries

This objective has six performance indicators and has achieved the following results:

Ol 3: six LMs have mechanisms to monitor and review performance in all line ministries

Target: Prakas on budgeting mechanisms and Prakas on mechanisms for monitoring and evaluation
budget implementation.

Progress: MEF has issued Prakas no. 113 on the Implementation of Guidelines on Monitoring and
Evaluation Performance Budgets to assist the Royal Government in developing, analyzing and
implementing policies, identifying key priorities in support of a more effective planning and budgeting,
responsiveness to resources, and increased accountability and transparency in achieving established
policy objectives and assisting in the management of work activities.

Ol 4: Preparation of annual budget operational plan in all line ministries

Target: All LMs have mechanism to manage budget operation in accordance with performance
budgeting framework.

Progress: Concept note on formulating annual budget operational plan was prepared. Nex step, General
Department of Budget has been preparing format of LM’s operational plan which will be promulgated
by MEF’s prakas in 2024.

Ol 5: Mechanisms by line ministries to monitor and evaluate program budgets

Target: MEF has issued Prakas no. 113 dated 2 February 2022 on the Implementation of the Guidelines
for Monitoring and Evaluation Performance Budgets. As a follow-up work, GDB will prepare a Prakas
on the implementation of the mechanism for monitoring and evaluation performance budget for 2024
and the pilot implementation in 2025.
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66.

67.

68.

69.

Objective 43: Strengthen the efficiency of the performance reviewing system (internal audit, financial
inspection and independent audit)

Ol 6: Establishment of internal control system in accordance with the performance budget system
Target: Concept Note on the functioning of the internal control system is prepared

Progress: GDIA has prepared the documents for the internal control system and revised the new draft
sub-decree on the operating and functioning of the internal audit and issued a Prakas on the Principles
of the ICT internal control system.

Ol 7: Implementation of performance audit and information technology audit
Target: Performance audit and IT audit are implemented in all line ministries.

Progress: have implemented pilot performance audits as case studies for 6 LMs and implemented IT
audits as case studies for 4 LMs.

Separately, GDIA received one training session on the use of the audit log in the FMIS, and piloted the
use of the audit log on four functions, including budget allocation (BA) and cash management (CM),
account receivable (AR) and account payable (AP) functions.

Ol 8: performance audit reports produced by Independent Audit

Target: Five performance audit reports were prepared by the National Audit Authority and submitted
to the legislature.

Progress: The National Audit Authority continues to conduct five performance audits for the period
2021 and for the period 2020.

Preparation of Inspection Framework: Strategic Plan for Financial Inspection 2021-2025 and
disseminated, researched and prepared a report on the implementation of the duties and responsibilities
of the Internal Audit and Inspection of 12 Ministries.

Objective 44: Promote budget transparency

MEF has continued focusing on openness, input from the private sectors, development partners,
researchers, students, the public, NGOs and national and international media in various consultative
forums in the process of budgeting and expanding the openness of budget information to the public in
order to strengthen the efficiency of budget allocation and efficient use of resources, efficiency,
transparency and accountability.

Increasing Public Participation in the Budget Process: Instruction on public forum and citizen budget
book to publish on annual budget package of each IMs to relevant DPs and the public was promulgated
through letter No. 1948 MEF-GDB dated 14 March 2022 with selection of 4 LMs including: The
Ministry of Education, Youth and Sports, the Ministry of Social Affairs, Veterans and Youth
Rehabilitation, the Ministry of Water Resource and Meteorology, and the Ministry of Industry, Science,
Technology and Innovation.

Rural Development and the Ministry of Agriculture, Forestry and Fisheries.

Increasing the dissemination of budget documents: MEF has published budget documents on the
website regularly, including (1) the macroeconomic and public financial policy framework, (2) the
circular on budget strategic planning and annual budget, and (3) executive summary of the draft annual
financial law, (4) the summary budget book of the annual financial law, (5) circular on the
implementation of the 2021 budget law, (6) state financial transaction report (TOFE & GFS standard),
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(7) the law on budget payments, (8) the monthly socio-economic trends report, (9) the quarterly
economic and financial statistics bulletin, and (10) the public debt statistics bulletin. At the same time,
the National Audit Authority has published the audit report on public financial management.

70. Increasing Public Procurement Transparency: GDPP has published public procurement statistics
bulletins and procurement plans, announcements and contract submissions on its website as well.

71.  Opverall, the implementation of the stage 4 will be ready for implementation from 2023 onwards through
the preparation of the law on the public financial system (new), the preparation of sub-decrees 81 and
82 (new) and Preparation of the performance-based budgeting framework expected to be completed by
2022. At the same time, the functions of internal audit (especially performance auditing) and inspection
in all line ministries must be gradually strengthened to ensure that line ministries have a strong internal
control system while the Royal Government will delegate the financial management authority to line
ministries.

Part 5: Support the Successful PFM Reform Program and Cross Cutting Issues of Other Reforms

72.  Support the Successful PFM Reform Program and Cross Cutting Issues of Other Reforms focuses on
three objectives, including (1) increasing leadership, management capacity, and training reform
commitment, as well as increasing ownership and accountability, (2) enhancing the effectiveness of the
capacity building and incentive rules, and (3) strengthening the capacity building for the implementation
of the third phase of the public financial management reform program.

73.  The efficiency and effectiveness of public entities must reflect institutional capacity: leadership and
implementation, institutional / functional coordination, building human resources in both quantity and
quality, and motivation / performance / merit.

Objective 51: Strengthen leadership and management capacity, ownership and responsibility for
reform

74.  This objective 2 KPIs and achieves the following results:

Ol I: Timeliness of GDAP/ MAP plan submission and annual performance report to GSC.
Target: The GDAP & MAP and annual performance report are provided by the due date by GSC.

Progress: GDAP 17/17 submitted to GSC on time and 34/41 ministries and institutions submitted MAP
to GSC on time. The GDAP implementation report received 17/17 on time and the MAP implementation
report received 39/41.

OI 2: Develop a strategic plan and action plan for capacity development within the framework of the five-year

public financial reform program (Phase 4) in conjunction with the Certificate Program

75.  This strategic plan for capacity building and development was approved by His Excellency Deputy
Prime Minister according to the note dated October 4, 2021 on letter No. 383 MEF/GSC. Meanwhile,
MEF has completed the concept note on the qualifications of public financial management officers and
requested His Excellency Deputy Prime Minister to support and provide guidance as a basis for the
preparation of legal standards as a tool for determining the qualifications of officials who will hold
positions or responsibilities on the management of public finances in line ministries, institutions,
provincial departments, relevant professional units and sub-national administrations.

Objective 52: Ensure the movement of public financial management reform

76.  This objective has 3 KPIs and achieves the following results:
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78.

Ol 3: PFMRC and Terms of Reference (TOR) are updated according to the organization's policies and

requirements.

Target: TOR of roles and responsibilities of PFM reform team members in all line ministries have been
clarified and aligned according to key objectives / activities in the matrix according to GDAP / MAP
2021.

Progress: GSC introduced the Public Financial Management Reform Working Group of MEF. And
ministries and institutions to prepare the reference conditions in accordance with the action plan by the
officer in charge.

Ol 4: Performance and accountability management system of reform programs are developed and

implemented

Target 1: Report on the internal piloting of GSC on Performance Management and Accountability
System (PMAS)

Progress: A background of piloting the use of PMAS systems within GSC which organized the training
since December 28, 2020 and launched the implementation in the second quarter of 2022. The functions
of the PMAS system in the first phase is organized into four functions (Module), including: Planning,
objective management, work flow management and digital approval.

Target 2: Working Procedures and Development of Performance Management and Accountability
System (PMAS) for Public Financial Management Reform Program

Progress: In organizing the operation of the PMAS system in the second phase, the technical officials
of GSC in charge of system design, have studied the needs and usage history of the organization under
the Public Financial Management Reform Program and compiled the following documents: 1. Type of
letter format, 2. User history, 3. Determine the amount of work in the system and 4. Define system usage
rules.

Preparation of result-based management guideline: After GSC internal discussion and consultation with
EU experts in the second and third quarters of 2021, the draft guideline is scheduled to be finalized and
submitted to the management for review and approve in the first quarter of 2022, and plans to
disseminate and train Project Implementation Agencies under the PFM Reform Program in the second
quarter of 2022.

OI 5: Incentive framework to link achievements in the reform program have been developed and implemented
Target: Incentive and Performance Linkage Framework is prepared and implemented by 2021.

Progress: Currently, under the Public Financial Management Reform Program of line ministries and
Units under the MEF, they have received functional allowances, but have not yet been fully linked to
their performances. Incentive System for Public Financial Management Reform Working Group: The
PFMRP Funds in 2021 has provided 350 members of the Public Financial Management Reform
Working Groups in line ministries with a total amount of approximately 2,526 million Riels, and for the
Public Financial Management Reform Working Group of the unit under the MEF, there are 489 people,
equivalent to a total amount of about 4,910 million riels, and the Capital/Provincial Department of
Economy and Finance, there are 50 people, equivalent to a total amount of approximately 315 million
riels.

Objective 53: Strengthen the consistency between the sites of other reform programs

This objective has 2 KPIs and achieves the following results:

Ol 6: Continuation of the meeting to update the 3+1 reform program of the Royal Government
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79.

Target 1: 3+1 reform program meetings are held regularly.

Progress: No progress pending the organization of a rotating meeting by the Secretariat of the National
Committee for Sub-National Democratic Development (NCDD).

Target 2: 3+1 reform program meetings are held quarterly and at least 90% of the action plan is
implemented

Progress: No progress due to awaiting a meeting (rotation) led by NCDD Secretariat. The action plan
was pended due to the need to focus on developing Concept Note on the Vision and Strategy for 3+1
Reform Programs.

Ol 7: Defining the vision and strategy of the Royal Government's 3+1 reform program
Target: Concept Note on the vision and strategy of the 3+1 reform program.

Progress: The draft: Concept Note on the vision and strategy of the 3+1 reform program reforms was
prepared and discussed in the meeting of the Secretariat of the 4 reform programs by agreeing on the
content, approach and timeframe.

In conclusion, the implementation of Part 5 has had little impact on the preparation of short-term training
courses and dissemination workshops as in the context of the Covid-19 epidemic in 2021, stakeholders
have changed their approach to online training or workshops. Public Financial Management Reform
Working Group in units under MEF and line ministries have worked hard to implement the plan and
sent the progress report to GSC on time, despite delays for some line ministries. In order to accelerate
the public financial management reform movement, the Public Financial Management Reform Working
Group should implement additional measures, including the continued strengthening of implementation
mechanisms and the fulfillment of duties and responsibilities in the sense of responsibility set out in the
terms of reference, and continue to strengthen the coordination mechanism to monitor and report on the
implementation of the action plan as set in GDAP & MAP.

2.2. Performace of Implementing Agencies

80.

81.

2.2.1.
82.

This performance report is monitored based on the 2021 Action Plan and Indicators achieved by the 18
entities under the MEF and the 25 Capital/Provincial Departments of Economy and Finance and LMs.

General scoring principle: The method used to monitor the achievement of the implementation of the
quarterly action plan and 2021 is based on two main bases: (1) the actual activities achieved compared
to the planned activities, and (2) actual results compared to target indicators or set indicators. In that,
the achievement rating is defined as 3 levels for the objectives and cluster of activities: excellence (96%
- 100%), good (86% - 95%), fairly good (71% -85). %), moderate (61% -70%) and weak (below 60%).

Performance of Entities under the MEF

Progress Monitoring Report 2021 also reflects the performances of all 17 units under the MEF. The
progress of the implementation of the action plan of the 17 units achieved more than 86% as shown in
the sixth diagram.
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Diagram 6: Progress (%) of units under MEF

Meanwhile, the 25 Capital/provincial Departments of Economy and Finance have focused on reform
activities related to the functions of the Departments, including the promotion of non-tax revenue
management at the sub-national level, the promotion of the use of FMIS, the promotion of Property title
registration owned by MEF at the local level and real estate titles of sub-national administrations,
promoting the preparation of inventory of state assets of capital/provincial departments and
capital/provincial administrations, promoting the implementation of the budget strategic plan, program
budgets and budget entities, and promoting implementation of task, function and resource delegation.

As a result, significant progress has been achieved, including:

€ Inspected the implementation of service delivery agreement in the capital/province, a total of 449
locations, equal to 100% compared to the annual target.

® Inspected the implementation of the Prakas on the provision of public services at the one-window
service office in the capital/province, a total of 316 capital/provincial departments and specialized
units equal to 92% compared to the annual target.

® registered 9 real estate titles under the Ministry of Economy and Finance at the local level,
equivalent to 56% of the annual target.

® registered real estate titles of real estate of provincial/capital departments and units and Capital,
Province, Municipality, District, Khan administration, a total of 134 titles, equal to 88% compared
to the annual target.

€ Prepared a table comparing the increase / decrease of state property of inventory book in 2020 of
the provincial/capital departments and units around the capital-province, a total of 803 departments
and units equal to 99% of the annual target.

€ Prepared a table comparing the increase / decrease of state assets of inventory book in 2020 of the
sub-national administrations, a total of 1,121 sub-national administrations, equivalent to 89% of the
annual target.
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Diagram 7: Progress of the Implementation of the Action Plan of the Capital/provincial Departments

of Economy and Finance

Progress of Implementing Action Plan of Capital/Provincial Departments of Economy and Finance in 2021

1400 120%

- 100%

s00
$ = 2 E 2
o = = = -

= Encourage the
Encourage the preparation of state
preparation of state property title under
property title under  line departments and
MEF at local level subnational

813

Review
Review the Public implementation of
Service Contract Prakas on Service
implementation Delivery at line
departments

Annual comparative
state assets register of
capital/provincial
administrations

Annual comparative
state assets register of
line departments

administrations

Annual Target 451 345 16 153 813 1253
= Annual Progress 449 316 9 134 803 1121
—— s 100% 92% 56% 88% 99% 89%

Diagram 8: Budget Execution and Performance (%) in 2021 of the Capital/provincial Departments

of Economy and Finance
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2.2.2. Performance of Line Ministries

85.  Progress Report of the Action Plan (MAP) of the 40 LMs: within the framework of the Public Financial
Management Reform Program, 5 categories of entities, including: (1) 11 economic service institutions,
(2) 8 financial, foreign affair and general public service institutions (3) 5 national defense and security
and public order institutions (4) 6 social service institutions, and (5) 11 supreme and independent
institutions.

86. Based on the results of monitoring the progress of the implementation of MAP3+2 in 2021, the
preparation of MAP3+2 is clearer and reduces the operation of daily activities. However, the
implementation of the Reform Action Plan (MAP) of the line ministries has not yet responded to the
priority reform sites, which is necessary to ensure that the line ministries participate in the
implementation of the action plan in the order of priority. GSC and the main General Departments of
MEF have identified priority reform action plans to encourage line ministries to prepare MAP and
implement it annually.

87.  As the role of ministries and institutions becomes more important in contributing to the PFMRP,
especially in the third and fourth stages, capacity building of the line ministries (financial and budgetary
units) is a task that needs to be addressed and further promotion under the support of active, proactive
and interactive financial entities. Line ministries in the same sector should formulate policies that are
coordinated to achieve the outcomes, which is to ensure that the budget is linked to policy. Identifying
priority activities for the preparation and implementation of Line ministries in 2021, in particular,
continue to promote and strengthen the preparation and implementation of "Strengthening the
management and implementation of revenue collection and expenditure plans”, "Improving financial
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accountability” and "Linking budgets to policies." Outcomes, achievements and summary as in the table
below:

Table 5: Progress by Line Ministries

KPIs

Objective in 2021

Progress

Part 1: Further Strengthened Budget Credibility

1. Number of Line
ministries using
NRMIS and E-
Payment System

Payment via E-
payment to
additional 10-line
ministries

& NRMIS system has been implemented in all 23
revenue collection units of line ministries and piloted
in the Capital Administration.

@ E-payment is used by the Ministry of Industry,
Science, Technology and Innovation, Ministry of
Public Work and Transport, Ministry of Education,
Youth and Sport, Ministry of Culture and Fine Art,
Ministry of Environment, the Ministry of Tourism,
Ministry of Labor and Vocational Training, Ministry
of Mine and Energy, Ministry of Commerce and
Ministry of Posts and Telecommunications.

2. The number of
ministries and
institutions that
send the petty cash
plan to the MEF
on time

All line ministries
send the petty cash
plan to the MEF on
time

10 out of 38-line ministries (equivalent to 27%) 663.
have prepared the petty cash plan in accordance with
Prakas No. 663. However, 28 other line ministries
have not been prepared on time yet.

3. Number of line
ministries prepare
payment of
advance cash for
current budget on
time

All line ministries
prepare payment of
advance cash for
current budget on
time

In 2021, 23 LMs received advance cash (for current
budget) and there are 6 LMs that have prepared
payment for the advance cash in the budget year on
time.

4. Number of Line
Ministries paying
for mission
incentives through
the Banking
System

All line ministries
paying for Mission
incentives through
the Banking
System

The mission incentives of the relevant line ministries
have been provided through the banking system in
2021

5. Percentage of
procurement plan
approved before 31
December before
budget execution
year

90% annual
procurement plan
approved before 31
December before
budget execution
year

Line ministries, fully authorized budget units who

have submitted the draft procurement plan for 2021 to

MEF and approved by the MEF (as of December 31,

2020) are as follows:

® Line ministries sent a total of 53 entities or equal
to 98.15% and completed 49 entities or equal to
92.45%

# Public enterprises and public administrative
institutions sent a total of 38 entities or equal to
94.87% and 25 entities were completed or equal to
100% and 25 entities were completed or equal to
100%

# Capital and Provincial Administration: submitted
to a total of 25 entities (100%) and approved by 25
entities (100%)
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KPIs Objective in 2021 Progress
@ Budget units sent a total of 618 units or equal to

96.11% and approved 593 entities or equal to
95.95%.

6. Percentage of At least 60% of By 2020, the budget units sent timely procurement

budget units of budget units provide reports to the MEF, a total of 391 units, accounting

line ministries procurement for 61.18 percent.

provide implementation

procurement reports on time to

implementation MEF

reports

Part 2: Further Strengthened Financial Accountability

1. Number of
expenditure
subjects to

Level 1 and Level
2 expenditure
commitment and

® Expenditure commitment and payment
procedures have been examined and prepared
drafts of business streamlining under FMIS with

automate the Payment Level 1 and Level 2 risks within the MEF

implementation of | Procedures have framework.

FMIS budget at been officially @ Business streamlining via FMIS for the payment

the central level implemented in of payroll and direct payments at risk level 1 have

administration MEF and 7 other been officially implemented in 27 line ministries,

ministries and 10 other line ministries with separate

procedures have been examined the procedures
and submitted the examination report to the
FMWG management to decide.

2. Number of line The SARMIS All line ministries have been implemented SARMIS

ministries
implementing
SARMIS

system has been
implemented in all
line ministries

but have not been implemented smoothly due to
some challenges, including capacity and
technological equipment.

Part 3: Strengthening efficiency of Budget-Policy Linkages

1. Determine the
gap between the
budget  strategic
plan and the annual
budget

The percentage of
the gap between
the three-year
rolling budget
strategic plan and
the approved
annual budget is
reduced

® The budget strategic plan and the budget for 2021
have the gap 0of 9.8% .

€ 17 line ministries have reviewed the linking of the
budget strategic plan to the Rectangular Strategy
phase 4 and the National Strategic Development
Plan.

2. The number of
line ministries
preparing the
integrated budgets
set out in the circular
on the preparation
of the BSP and the
annual budgets

4-line ministries
have integrated
current expenditures
and capital
expenditures into
the program based
on the budget
ceiling

9-line ministries have integrated Current expenditure
and state capital expenditure into the program based
on the budget ceiling.

Part 4: Completion

of Readiness towards Performance Accountability

1. Number of line
ministries
implementing the

* 6 Audit
departments in
line ministries

# 6 Audit departments in line ministries start Pilot
Performance Achievement Audit Framework
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88.

KPIs

and IT Audit

Performance Audit

start Pilot
Performance
Achievement Audit
Framework

*4 Audit
departments in
line ministries
begin piloting IT
Audit Framework

Objective in 2021

3 4

Progress

4 Audit departments in line ministries begin

piloting IT Audit Framework

2. Number of
Internal Audit
Units of line
ministries sending

All Internal Audit
Units of line
ministries submit
Internal Audit

In 2021, 28 internal audit reports were submitted to
the NAA, received from line ministries and public
enterprises. However, the audit units of some
ministries and institutions have not yet submitted

audit units of the
line ministries

plan, the annual
audit plan and the

the Internal Audit Report to the NAA | their reports to the NAA.
Report to the NAA
3. The number of The audit strategic | ¢ Have monitored the preparation of audit strategic

plan and annual internal audit plan of 20-line

havine the audit tandard audit ministries ' .
aving the auc Standare audt ¢ Have Inspected the effectiveness of the internal
strategic plan, the report are prepared
annual audit plan audit function in 8-line ministries
and.the standard ¢ Have Implemented the action plan of the annual
audit report internal audit plan, achieved 5 units out of the
plan of 80 units
4 Have monitored the implementation of the audit
plan of 8-line ministries that have selected 100
units out of the plan of 312 units.
& Have reviewed and suggested improvements to the
internal audit report of 20-line ministries.
Part 5: Support the Successful PFMRP and Cross Cutting Issues of Other Reforms

1. Timeliness of

All line ministries

34/41-line ministries have prepared and sent to

the submission of
the annual MAP
progress report

progress reports are
provided on time

submitting MAP prepare MAP and GSC on time.
for 2021 send it to the GSC
on time.
2. Timeliness of All quarterly MAP | - 39/41-line ministries have sent progress reports to

GSC on time.

3. Timeliness of
proposing the
membership of
Public Financial
Management
Reform Working
Group

to receive the

annual incentive

All line ministries
have prepared the
membership of the
Public Financial
Management
Reform Working
Group to receive
annual incentives
based on GSC setting,

All line ministries have prepared the membership
of the Public Financial Management Reform
Working Group to receive incentives and sent to
GSC but only a few were on time, which led to
the delay in arranging the providing of the
incentives until the second quarter.

Progress (%) of line ministries, about 70% the line ministries have implemented the action plan to achieve

more than 86%, except for the ministries as shown in the diagram 9.
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Diagram 9: Budget Execution and Performance (%) of LMs
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2.3. Development Partners’ Comments

2.3.1
9.

90.

91.

92.

93.

Preliminary Results of FMIS Review

GSC collaborates with IMF to review the FMIS development in phase 1 (2014-2016) and phase 2
(2017-2020) to orient the FMIS phase 3 (2021-2025) and CAP4 preparation.

From the perspective of financial decentralization, the FMIS is a tool to support, promote and
accelerate the overall activities of the PFMRP at all stages to increase accountability, efficiency and
modernize the PFM system in Cambodia, which can provide information on comprehensive and
timely state revenue-expenditure data and lead to the automation of budget preparation and
execution. At the same time, the BSRS 2018-2025 emphasizes that the FMIS will promote changes
in work procedures, and the goal for 2025, the FMIS will automate budgeting, facilitate the transfer
of appropriation to budget entities as well as for the management and control of expenditures of line
ministries/institutions.

Mr. Holger van Eden, Ms. Delphine Moretti, Mr. Kris Kauffmann and Mr. Anumpam Raj have
studied and linked good practice with other countries, especially on key priorities, including: (1) the
current status of the network and FMIS in the line ministries/institutions and capital and provincial
administrations. , (2) technical development of FMIS, (3) functions of FMIS, including budget
planning, budget implementation, budget reporting, and FMIS interfacing with other systems, (4)
change management and (5) value for money issue.

A. Roll-out FMIS strategy

FMIS Phase 1 and 2 have been expanded and are used in all line ministries/institutions,
Capital/Provincial Departments of Economy and Finance, and Treasuries, focusing on budgeting and
accounting functions. At this stage, the use of FMIS is facing a number of challenges, including the
development of functions is slower than the development of technical systems, legal frameworks and
procedures have not been revised, change management is still weak (need participation of all level
of managements) and parallel process both manually and systemically. The interfacing between
FMIS and other systems (cash management, commercial banking, taxation, customs, non-tax
revenue, payroll, and debt management) is still incomplete, and FMIS and Education Management
Information System (EMIS) is not yet interfaced due to the need to upgrade EMIS to 3™ version.
Expansion of FMIS Phase 3 by two new module (budget planning and full procurement) proved to
be slower as planned and increased budget expenditures for the system, staffing and workload.

Major risk: Secretariate of FMWG overextends itself (signs are already there), functional
departments remain too passive, hardware is rolled-out but system not seen as very useful for users
(especially line ministries) >>> may result in dramatic need to restructure approach in future as DPs
see major gaps in functionality.

Recommendation: temporize further system expansion (possibly with a few exceptions), with two
years, and focus on activating PFM functionality (for MEF and LMs of existing 8 modules,
improving governance and change management, and strengthening staff IT and PFM reform
capacity, while controlling costs.

B. FMIS Development

System development is well progressed to ensure the efficient use of all site systems connected to
FMIS, especially the development of data warehouse for data storage and retrieval. However, there
are also some challenges that users face regarding the slowness of the system, and the limited
efficiency that indicates the risk for the expansion of FMIS Phase 3. To address these issues, a number
of improvements should be made, including: (1) the use of web-based applications for computers,
(2) monitoring the flow of payment processes for the implementation of new procedures through
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FMIS (Business Process Streamlining). (3) Initiation of the use of electronic signatures, (4)

Strengthening the role of internal and external audit, which plays an important role in evaluating
system functions and processes, (5) In the third phase, FMIS will be expanded to additional 138 sites

and 1,700 users, so system scalability testing is needed to confirm system capabilities, system

performance and sustainable databases for future plans.

C. Functionality of FMIS

94. Despite the achievements of system functions in the phase 1 and 2, there are still many gaps to be

addressed. The FMIS phase 3 is not ambitious enough.

¢ Budget execution

FMIS fully supports electronic transacting of receipts and payments.

Control framework effective and streamlined for low-risk payments but are still excessive for
other payments. Involves involve duplicate manual processes.

Purchase order functionality not used for commitment control.

Significant budget monitoring issues: lack of complete data sets, unavailability of templates,
manual adjustment of data, parallel manual data records.

Limitations to CoA and budget sub-allocation require line ministries to develop supplementary
systems (MoEYYS).

Recommendation: Further progress on the streamlining agenda necessary. Develop the full
functionality of core budget execution functions — from both a MEF and line ministry perspective, a key
result of which will be elimination of parallel manual controls and records.

€ Accounting and Reporting

Chart of accounts reflects modern design principles, but administrative and program
classification lack “depth”

Standardized reports developed and available in the FMIS — including standard reports for
producing BSL report and IPSAS financial statements

However, many budget management reports for internal use have not been developed
(dashboards on the way)

Closing of account rules have been tightened, improving data quality and timeliness > more is
needed and new FSL could contribute

Significant data gaps related to advances and DP-funded expenditure > reforms not ambitious.

Recommendation: Prioritize resolving present functionality issues.

® Budget Planning

Budget module acquired and configured only to support the collation of the budget estimates;
no use planned for budget submission and development/negotiation

Limited work on conceptualizing the use of the module for the future budget processes (Setting
of ceilings, MTBF, multi-year performance informed budgeting as per BSRS).

Multi-year budgeting for capital not consistent with current configuration of FMIS — issues
being addressed in context of FSL

Roll-out of budget planning module limited to budget collation, spread out over many years
>>> not ambitious enough = costly

Recommendation: Develop business processes for full deployment of the budget module to
support BSRS and to ensure functionality for integrated capital budgeting (in accordance with new FSL).

¢ Banking and Payments

FMIS has enabled almost complete elimination of cash holding by GDNT, but TSA structure
could be further improved

Interface with NBC and commercial banks has enabled transition from checks to EFT, but
batch files still include manual handling of data (e.g. payroll).

Adoption of mobile banking and other financial technologies offer prospect of more efficient
treasury and service delivery (if/once connected to FMIS)

Recommendation: develop a strategic concept for government banking structures and payment
interface(s) in context of wider digitalization initiatives.
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+ Procurement
- Procurement module partially developed. Seeks to digitize existing approach to procurement.
- Lacks transparency objective and transformation to e-procurement
- Roll-out is planned presently only for current expenditure procurement due in part to DGB/DI
not using PO module

Recommendation: Prioritize resolution of PO issues. Incorporate capital expenditure in system.

Roll-out full functionality system to line ministries in phased process. Over the medium-term, further
develop procurement reforms and incorporate in module.

95.

96.

97.

D. Governance

- FMIS project has been progressing according to agreed roadmaps consistent with the objectives
of the CAP, but no formal and regular consultations on progress with other reform streams and
discussion of potential challenges with different pace and progress achieved.

- No clear coordination mechanism between FMWG and PFL Steering Committee, leading to the
FMIS Secretariat adopting in many cases the approach of embedding into the IT system the
current ways of working (to avoid the risk of stalling the system’s roll-out) rather than
systematically identifying and anticipating changes brought by the future PFL.

- Coordination mechanisms need to be oriented not only on reporting but also towards timely
decision-making (before problems are too entrenched to be easily resolved) and aimed at
fostering leadership over overall reform progress.

- Governance arrangements are not clearly supportive of the coordination and alignment of the
FMIS project with the emerging government digitalization framework.

E. Change management

FMIS project is governed by the FMWG, established in 2017, which consists of 32 members from
the leadership of the MEF and conducting quarterly meeting. The FMWG has a secretariat consist of
140 employees. Some issues of governance framework should also be addressed, including (1)
strengthening the leadership and involvement of functional departments in the FMWG, (2) addition
of representatives of line ministries/institutions, subnational administrations and other users in
FMWGQG, (3) the functional department must actively participate with FMWG Secretariat, and (4) the
roles and responsibilities of the FMWG and line ministries/institutions

Recommendation:

@ Leadership and accountability for business process reform needs to be enhanced and be with the
respective functional DGs, with advisory role of ITD/FMWG Secretariat

¢ Strengthen PFM reform understanding in DGs, LMs and ITD through dedicated PFM Advisor(s)

¢ Enhance senior management outreach activities on FMIS rationale and benefits

€ Develop user forums to discuss operational and development issues on a regular basis.

F. Value for Money

Over the years, the cost of FMIS has increased significantly, but this cost is less efficient due to (1)
the high cost of technology equipment (some of which are old and obsolete), (2) The core functions
of some systems are not fully implemented, (3) the increase in the number of users, (4) substantial
business process design takes place after modules have been activated, which doubles the cost, and
(5) ITD staff numbers have increased significantly, but less productive.

Overall, based on this study and the experience of implementation of the FMIS, the GSC
recommends that firstly, the FMWG wisely consider, including: (1) the expansion of the FMIS
system with prudential manner to ensure effectiveness, efficiency and economy, (2)
Strengthening the implementation of functional FMIS and the participation of the functional
general department under MEF in the FMWG, (3) the FMIS is able to produce comprehensive
budget statements in compliance with format as well as demand of users, and (4) promote the
automation and implementation of the budget, as well as to expedite business process
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2.3.2
98.

99.

100.

101.

102.

streamlining in line ministries/institutions in accordance with the context of the reform and the
FMIS. Secondly, FMIS users shall: (1) strengthen and cooperate with the FMWG on solving
the challenges of using the system, (2) use the only FMIS for public financial management
without developing various systems that make it difficult to manage the system and costly that
will be a burden for the national budget, and (3) participate in the implementation of the FMIS
phase 3 (2021-2025) with proactive, active and interactive.

Preliminary Results of Public Expenditure Review

GSC collaborate with the World Bank to study public expenditure review by selecting the topic of
macro-fiscal performance, the budget system of Sihanoukville administration, including cities,
districts and communes, the budget system of the Ministry of Health and the Ministry of Agriculture,
Forestry and Fisheries.

For these four reports will start from the first quarter of 2022 until 2023. As a first step, the World
Bank has prepared a preliminary draft presentation for the GSC technical team. To review the
findings and further work to complete the report.

Preliminary results of public expenditure review of Ministry of Agriculture, Forestry and
Fisheries

PER is conducted for Ministry of Agriculture, Forestry and Fisheries (MAFF) in 2018 by the World
Bank, which found key points, including: expenditure on agriculture is well balanced, limit
investment in agricultural research and disease management, and a lack of performance information
for implementing program budgets.

The 2022 study focuses on the efficiency of the budget system of the Ministry of Agriculture,
Forestry and Fisheries. Three ministries’ budget 2020 in agriculture sector shows MRD, MoRWAM,
and MAFF shared 31%, 46% and 23% respectively.

Diagram 10: Agriculture sector budget

Agriculture sector budget

T o Agriculture sector capital budget Agriculture sector recurrent
allocations, % of sector by ministry allocations, % of sector by ministry budget allocations, % of sector by

ministry

100%

90%

R 0% - 31%
0% 0 80%
. . 0%
60%
50% 50% 50; 26%
7]
40% 40% 40%
47% i
30% 30% 30%
20% 20% 20% 44%
10% 10% 13% 10%

2020 2018 2019 2020 208 2019 2020

N MAFF ® MOWRAM m MRD

For MAFF's 2021 budget, salaries shared 46% of total expenditure, followed by 24% for services,
13% for goods and 17% for others. The central and local levels absorbed 65% and 35%.

39



103.

B.
104.

105.

Diagram 11: Expenditure by economic classification (% total expenditure)
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Preliminary results found 5 key reforms that MAFF shall strengthen such as BSP and annual budget
linkages, capital budget prioritization, simplify and standardize performance metrics, balance
flexibility and performance, and oversight framework.

Diagram 12: Recommendation to improve MAFF’s PFM system

@ Align program structures
@ Include all capital investments (domestic or external) in BSP

@ Align BSP to MTFF

# Update the internal audit team (HQ)’s roles
and responsibilities

® Develop, roadmap and implement of Internal
control framework

@ Publish audited report

Strengthen

oversight
frameworks

Strengthen BSP
and linkages to

@ Strengthen role of LM in feasibility studies -

the annual ) o
budget through earmarked funds and capacity building

# Strengthen sector wide coordination around

externally funded capital projects

Strengthen
involvement in

capital budget
prioritization

€ Exclude inputs as metrics

@ Focus on outputs

® Reduce the number of indicators to 5-15 key indicators

@ Integrate performance metrics in proposals

@ Performance (through BSP), a stronger role in budget
negotiations

@ Design of performance metrics to be accompanied by
capacity building

® Discretion over virements between some
expenditure items during implementation Simplify and

standardize

performance
metrics

Balance
@ Streamlining of budget commitment. plan for

flexibility and

the timely Procurement Process

performance

Preliminary results of PER of Preah Sihanouk Province
The National Program for Sub-National Democratic Development was formulated and implemented

by the National Program-I for 2010-2019 and National Program-II for 2021-2030. At the same time,
the Subnational Budget System Reform Strategy 2019-2025 was prepared and implemented with the
aim of gradually strengthening and expanding the implementation of the program budget in order to
achieve the implementation of the full program budget and the budget entities to ensure budget-
policy linkages, especially the policy objectives of the sub-national administration, in line with
national policy and in line with the governing structure of the administration, which defines the roles,
authority, and responsibilities of the sub-national administration. Study on sub-national budget
efficiency evaluation system focus on the 3 levels in Preak Sihanouk, including provincial,
municipal, district and sangkat and commune administrations.

Preak Sihanouk Administration
Budget outturn 2018-2020 shows that it is quite difference between budget plan and execution.
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106. Preliminary results at the provincial administration show that the capacity for strategic planning,
budgeting and annual budgeting is limited, large gap between budget implementation and planning
(low revenue estimate compared to implementation and high additional appropriation), delay
requests for additional appropriation, commitment and procurement take a long time, as well as the
process of arranging receipts and payments of goods takes a long time.

Table 6: Budget outturn 2018-2020

2018 2019 2020

Items/year |Plan Actual % Plan Actual % Plan Actual %

Total 36,173 138,819 | 384% 48,153 193,148 | 401% 135,021 | 149,293 111%
g |Tax 31,600 111,790 | 354% 42,700 160,149 | 375% 120,727 114,924 95%
§ Non-tax 473 437 92% 453 574 | 127% 9,044 12,586 139%
& |Transfer 4,100 26,593 | 649% 5,000 32,425 | 648% 5,250 21,784 415%

Total 36,173 134,819 | 373% 44,313 75,557 | 171% 117,867 87,836 75%

Ch60 2,533 2,627 | 104% 2,711 3,371 | 124% 3,291 2,941 89%
g Ch61 26,638 50,984 | 191% 32,359 63,446 | 196% 92,282 63,782 69%
5 |che4 2,733 2,808 | 103% 3,077 3,219 | 105% 10,684 10,849 102%
§_ Ch62 415 1,312 | 316% 700 1,054 | 151% 1,400 3,539 253%
& |Ch65 1,625 75,266 | 4632% 1,708 2,070 | 121% - 1,431

Ch69 1,809 - 0% 2,408 - 0% 6,310 - 0%

Ch21 420 1,822 | 434% 1,350 2,398 | 178% 3,900 5,295 136%

€ Municipal and district administrations
107. The transfer of 55 functions to the municipal and district administrations, but the municipal and

district administrations received the least budget and have not received budget transfer for all 55
functions.

Diagram 13: Budget allocation by economic classification
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® Sangkat and commune administrations
108. The capacity of technical staff is still limited, leading to delays in preparing project documents, and

another issue is related to transparency and the procurement process.

Diagram 14: Budget allocation by economic classification
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109.

The above is only a preliminary result and the World Bank will further cooperate with the GSC, in
particular, the MAFF and the Sihanouk Provincial Administration to discuss and validate the above
findings.

2.4. PFM system assessemnt
2.4.1 Results of 2021 PEFA Assessment for National Level

110.

111.

112.

113.

The PFM system assessment in Cambodia uses the PEFA framework, which was three times already
for assessment: in 2010, 2015 and 2021.

The impacts on the PFM system is to compare between those 3 assessment results by drawing
conclusions on 3 outcomes including: (1) fiscal discipline, (2) efficiency of budget allocation, and
(3) efficient public service delivery

The findings of the 2021 PEFA assessment, which uses the 2011 PEFA framework, show that there
have been improvements in Cambodian PFM system, reflected by the increase in the score of 10
performance indicators (PIs), including: PI- 2, PI-6, PI-7, PI-10, PI-13, PI-14, PI19, PI-21, PI-23 and
PI-25, while PI-3 received low scores due to high gap between plans and revenue collection results
between 2017, 2018 and 2019. GSC has been preparing a framework for evaluating the PFM system
of line ministries (currently in draft) and piloting this 2022 assessment.

Based on PEFA performance assessment 2021, the findings have showed, (1) Fiscal Discipline:
Budget expenditure was improved, but there is a need to address the expenditure arrears (both in
definition and existing arrears) while revenue needs further improvement on forecasting,
strengthening revenue mobilization administration especially in compliance and risk management,
monitoring public financial management at public administration of establishments, and public
enterprises, (2) Efficiency of Budget allocation: The annual budget is prepared in accordance with
the budget calendar, but the quality of budget documents needs to be further improved. Medium-
term budgeting is still in the early stage, as the medium-term financial framework has not yet been
implemented and the medium-term budget has been piloted since 2019 and (3) Efficient public
services delivery: Lack of effective implementation, especially lack of performance M&E system,
limited competition in public procurement and limited budget transparency.

Diagram 15: Key reform actions in budget cycle by using PEFA standard
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2.4.2 Preliminary Result of 2021 PEFA Assessment for Subnational Level

114.

115.

The PEFA framework is a tool for assessing a country’s public financial management (PFM) system,
which can also be used for subnational administration. This report highlights quantitative ratings for
seven PEFA ‘Pillars’ as follows:

SNG pillar: Intergovernmental fiscal relations

Pillar I: Budget reliability

Pillar II: Transparency of public finances

Pillar III: Management of assets and liabilities

Pillar I'V: Policy-based fiscal strategy and budgeting
Pillar V: Predictability and control in budget execution
Pillar VI: Accounting and reporting

Pillar VII: External scrutiny and audit.

L 2K 2K 2K 2K 2K 2K 2K 2

The assessment examines 34 PEFA indicators (PIs) and 101 performance dimensions, with three
additional indicators to examine transfers from central government, called the Intergovernmental
fiscal relations and public consultation. The assessment also provides a concise integrated
performance report analyzing the results across all indicators to summarize their implications for
performance against three core budgetary outcomes, namely fiscal discipline, efficient resource
allocation, and efficient service delivery.

Rationale and purpose

116.

117.

118.

119.

The timing for this PEFA assessment for subnational PFM targeting the PPCA also comes at a critical
juncture for the PFM reform agenda at both the national and subnational levels. More specifically, at
the national level, the platform-based PFMRP is currently in its final year of the designated horizon
for Platform 3 by extending for two years, with work already underway on formulating the CAP4
expected to cover the period 2023-2027. Findings from this subnational PEFA assessment of the
PPCA, together with the national PEFA performance, are important contributions to the formulation
of CAP4 objectives across a range of PFM component-level objectives, including those pertaining to
budget preparation, execution and financial report, public procurement and public investment
management, as well as for the CAP4 objective specifically targeting subnational financial
management and fiscal decentralization issues.

As noted above, this subnational PEFA assessment focuses on PFM performance, systems and
processes of the PPCA. The decision to specifically target PPCA reflects two key considerations.
Firstly, Phnom Penh is not only the capital and the largest city in terms of population, but it also has
auniquely dominant status in terms of economic, business activities and public finance management.
Thus, the choice of Phnom Penh as the singular focus for this subnational PEFA performance
assessment allows for the capture of a large proportion of total subnational public financial activity,
including both revenue and expenditure. Secondly, Phnom Penh has a unique status within the scope
of subnational administrations, implying some limitations on the direct comparability of findings for
provincial administrations.

This report presents significant findings of the first assessment of PFM systems in the PPCA applying
the PEFA methodology. The results of the assessment will be used as an input for the preparation of
the PFMRP CAP4 for Platform 4 covering the period 2023-2027. More generally, this exercise assists
the RGC to understand more clearly key elements of the overall PFM system.

The result of this assessment cannot be applied for other provincial administrations due to the special
characteristics of the Capital city. However, it becomes a baseline for the next assessment as well as
improving the PFM system.
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120.

Main
121.

122.

Coverage of assessment: The assessment covers the PPCA, its executive, spending units and council,
the services supplied under its authority, as well as PFM activities involving interaction with the
central government. There are no extra-budgetary units or public enterprises under direct supervision
of PPCA. The assessment uses data for the 3-year period (2018, 2019 and 2020) for many indicators,
while also referring to processes and/or data for 2021, as required by specific performance indicators.

strengths and weaknesses

The main findings of the assessment are focused on whether the PPCA has appropriated systems in
place to support achieving the three main fiscal outcomes, namely aggregate fiscal discipline,
strategic allocation of resources and efficiency in the use of resources for service delivery or not.

The assessment results show that 4 of the 34 indicators score either “A” or “B”, for a performance
considered above the basic alignment with good practice; 6 indicators score “C” or “C+” that
suggests basic alignment with the international PFM standards, and 18 indicators scored “D” or “D+”
that suggest weak performance, 3 indicators are ‘NA’ (PI-13, PI-19, and PI-31) and 3 indicators are
‘NU’ (PI-15, PI-16, and PI-30) as indicated under diagram 31 and table 14.

Diagram 16: Summary Score for Subnational PEFA for Phnom Penh Capital Administration.

sfers from higher level of gove
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Strengths

123.

The PPCA’s PFM system, which is still in the early stage of development, certainly needs more time
to improve. The PPCA depends on its own source revenue and tax revenue sharing; ordinary annual
budget preparation is submitted to MEF on time to consolidate to Council of Ministers and
Parliament, and most of the key elements of PFM system are existed. The sound PFM system is
required strengthening institutions, regulatory frameworks, and capacity development.

Weaknesses

124.

The weaknesses of PPCA’s PFM system are found such as (1) limited coordination for budget
preparation, (2) limited check and balance mechanism between executive branch and councils. The
PPCC lacks technical support to review and scrutinize the medium-term budget expenditure, annual
budget plan and execution as well as audit report, (3) limited transparency due to lack of publishing
the budget document to public and public participation in the budget cycle. This matter may affect
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not only the general public but also its internal arrangement to ensure that activities and operations
of governments are taking place within the government fiscal policy framework and are subject to
adequate budget management and reporting arrangements. (4) lack of using competitive public
procurement method. This competitive method is to ensure the value of money, economy and
accountability, (5) lack of monitoring and evaluation performance mechanism and internal
arrangement to ensure that public service delivery plan is set by program and sub-program, (6) lack
of financial skills to provide technical support to match with the speed of reform, (7) limited BSP
and PB quality due to not clearly identify outputs, outcomes, and targets in the program/sub-program,
and (8) lack of predictable budget execution. These weaknesses indicate the deficiency of system to
be effective management of policy and program, budget management and internal control ensures
that policies, regulations, and laws are complied with during the process of budget execution.

Impact of budgetary and fiscal outcomes

Aggregate fiscal discipline

125.

126.

127.

Overall, fiscal discipline is still a matter of concern for both spending and revenue collection that is
not realistic and implemented as passed. Transfers from a higher level of government (HLG-1, rated
‘D+’) and fiscal rule and monitoring of fiscal position (HLG-2, rate ‘C+”). The expenditure outturn
indicated weak performance (PI-1, rated ‘D’ and PI-2, rated ‘D+’); expenditure arrears are still
challenged by a lack of proper definition for arrears aligned to the international standards, lack of an
effective expenditure monitoring process (PI-22, rated ‘D*’), and lack of monitoring on lower
subnational level (PI-10, rated ‘D’).

Revenue outturn (PI-3, rated ‘D’) remains a big deviation that needs to strengthen revenue
forecasting. One of the fundamental issues with revenue from state property is the limitation of state
property registration and inventory management due to a lack of information technology systems.
The PPCA prepares and monitors its budget based only on economic classification. The budget
documents include economic classification (PI-4, rated ‘D’) and quality of performance and structure
of program needs to improve more because PPCA’S BSP preparation is not effectively integrating
the SNA’s plans, including aligning PPCA line department BSP. Nor does the PPCA’s BSP clearly
define expected outcomes and outputs (PI-8, rated ‘D’).

The PIM is still in early-stage (PI-11, rated ‘D+") and asset management needs further improvement
(PI-12, rated ‘C+’). Internal control on non-salary expenditure is partially effective but the
effectiveness of expenditure controls and compliance with payment rules and procedures can still be
improved (PI-25, rated ‘C’).

Strategic allocation of resources

128.

129.

The weaknesses still persist with the lack of comprehensiveness of the budget documentation, and
its classification (PI-5 rated ‘D’ and PI-4 rated ‘D’) and lack of reliable and timely information
provided on the transfers to PPCA, Khans and Sangkats, which prepare their own budgets (PI-7,
rated ‘C’). Transparency to the public is limited due to lack of publication of fiscal information (PI-
9, rated ‘D’) and public participation in the budget cycle (PI-9bis, rated ‘D+’).

Timing for BSP preparation is very important for PPCA to have enough time to consolidate and make
it align with NSDP, 5-year Development Plan, PIP and line departments’ BSP. Additionally, the
quality of BSP including program structures and KPIs for outputs and outcomes is weak due to not
being clearly defined and provided good quality for measuring performance (PI-14, rated ‘D’).
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130.

The PPCC reviews mainly on details of revenue and expenditure included in the budget proposals
but lacks discussion policies and medium-term budget expenditure (PI-18, rated ‘D+’ and PI-31,
rated ‘NA”).

Efficiency in use of resources for service delivery

131.

132.

133.

134.

The medium level of predictability in funds available to the PPCA during budget execution (PI-21.2,
rated ‘B’) and to Khan (PI-7.2, rated ‘C’) support efficient service delivery. The performance
monitoring and evaluation systems for service delivery have to be developed for the PPCA (PI-8,
rated ‘D’) and linked with basic performance of public asset management (PI-12, rated ‘C+’). The
PPCC scrutinizes medium-term budget expenditure (PI-14, rated ‘D’) that faces challenges due to
the extremely short period allowed in practice for this process and technical support to ensure the
check and balance mechanism in place.

The value of all contracts awarded through competitive methods in the last completed financial year
accounted for less than 10% of the total value of all contracts, meaning a large majority of
procurement is conducted using non-competitive methods about 90% (PI-24, rated ‘D+’). Combined
with the expenditure arrears (PI-22, rated ‘D*’) is unlikely to generate good Value for Money on
national expenditure.

Deficiencies in the internal control systems (PI-23.4, rated ‘D’; PI-25.2 rated ‘C’ and PI1-25.3, rated
‘C’ and PI-26, rated ‘D’) despite timely and orderly reviews by the legislature (PI-31, rated ‘NA”)
and low extent of public transparency (PI-9, rated ‘D’) to limited of efficiency in the use of public
resources.

Overall, the assessment confirms that there is a need to strengthen PFM reforms in the PPCA in order
to establish a solid foundation for improving PFM system to enable the PPCA to plan the
mobilization and use of resources in line with its medium-term budget expenditure as well as a 5-
year development plan. The effectiveness of the PFM systems in place is limited, and capacity for
enforcement of the existing regulatory framework is limited and monitoring of performance must be
considerably strengthened. Weaknesses are linked to the limited credibility of the budget as an
instrument to achieve high-level policy objectives.

Table 7: Overview of the scores of the PEFA indicators

Scoring Dimension ratings ‘ Overall

T PR e -““- .
i Rating
iv.

SNG Pillar: Intergovernmental fiscal relations

HLG-

1 | Transfers from higher level of government M2 D D D C D

HLG-2 | Fiscal rules and monitoring of fiscal M1 A NA C C+

Pillar I: Budget reliability

position

PI-1 Aggregate expenditure outturn D D
PI-2 Expenditure composition outturn M1 NA D B D+
PI-3 Revenue outturn M2 D D D

Pillar II: Transparency of public finances

PI-4 Budget classification D D

PI-5 Budget documentation D D

PI-6 Subnational operations outside financial M2 A A NA A
renorts

PI-7 Transfers to subnational governments M2 C C

PI-8 Performance information for service M2 D D D D D
delivery
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i. ii. iii. iv.

PI-9 Public access to fiscal information D D

PI-9bis | Public consultation M2 D C D D+
p agement of assets and liab

PI-10 Fiscal risk reporting M2 NA C NA D
PI-11 Public investment management M2 D D C C D+
PI-12 | Public asset management M2 C C B B
PI-13 Debt management M2 NA NA NA NA

Pillar IV: Policy-based fiscal strategy and budgeting

: Predictability and control in budget execution

PI-14 Medium-term budget strategy M2 C D D D D

PI-15 | Fiscal strategy M2 NU NU NU NU

PI-16 | Medium-term perspective in expenditure M2 NU NU NU NU NU
budgeting

PI-17 Budget preparation process M2 A D D C

PI-18 Legislative scrutiny of budgets M1 C D A A D+

PI-19 Tax administration M2 NA NA NA NA NA
PI-20 | Accounting for revenue M1 A A NA A
PI-21 Predictability of in-year resource allocation M2 A B D A B
PI-22 Expenditure arrears M1 A C D*
PI-23 Payroll controls M1 B B B D D+
PI-24 Procurement M2 A D D D D+
PI-25 Internal controls on non-salary expenditure M2 C C C C
PI-26 Internal audit M1 D NA NA NA D

Pillar VI: Accounting and reporting

PI-27 Financial data integrity M2 NA NA NA B B
PI-28 In-year budget reports M1 C A C C+
PI-29 Annual financial reports M1 C D D D+

Pillar VII: External scrutiny and audit

PI-30 External audit M1 NU NU NU NU NU
PI-31 Legislative scrutiny of audit reports M2 NA NA NA NA NA
3. Challenges and measures

135. The PFM Reform Program is scheduled to be completed in 2020, but with the aim of completing the
remaining works in the all parts of CAP3, PFM Reform Steering Committee decided to extend it by
two years. In this sense, the Transitional Consolidated Action Plan (CAP3 + 2) for the
implementation of 2021-2022 is to prepare for the next step “Performance Accountability”.

136. Below is a summary of the challenges and key measures for implementation in the PFM Reform
Program to complete in 2022:

Situations Measures

Part 1: Further strengthened budget credibility
A. Tax policy

1. The draft law on Specific Tax is stagnant. Request the relevant entities to speed up
for preparing this draft law.

B. Effective budget management

2. Mission payments via banking system are not

implemented in all LMs and there is no detailed

Request the GDB and GDNT including
relevant entities to review and study on
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Situations Measures

procedure. Some LMs are not willingness to set out an
action to implement this activity.

3. LMs face difficulty to implement the annual budget
due to (1) Budget package was sent to LMs and budget
entities late (2) New financial procedures (petty cash
procedure for national and sub-national administrations,
Rules and Procedures for mission payment for domestic
and oversea mission for national level, and rules and
procedures for conducting training, meeting, workshop,
and conference for national administration) and how to
use FMIS modules are not yet widely publicized and (3)
Implementation of closing annual financial reports is
strict. All of these factors are slow down the
implementation of budget execution and some delay
expenditures to next year are not paid and consolidating
financial statements and preparing accounting records
by financial entities are complicated and time
consuming to coordinate with many budget entities.
Part 2: Further strengthened financial accountability
C. Financial management information system (FMIS)

4. Determining the format of financial statements for the
capital/provincial administration, which can be
produced from the FMIS system to avoid the use of
multiple forms of reports and burden the officers in
charge who use both manual and system to produce
reports.

5. Continuing to roll out FMIS to many sites has
increased costs, staffing and workloads. The system
functionalities have been used but are not yet fully
implemented. In other words, specialized general
departments (functional general departments) do not
fully involved in the study of business process
streamlining for new functions, which were studied and
organized by the FMWG Secretariat, which can lead to
difficulties in defining procedures, performing clear
tasks, implementing them smoothly and editing many
times.

C. Management of state property

6. Some LMs have not yet started implementing the
SARMIS and some technical challenges, including
difficult to check data at offices, cleared data tables, no
identification columns and cannot group data in the registry.
7. The State Property Authorities have already issued
titles to 17,764 locations, accounting for 62% of the total
28,560 locations as for the location without land title,
38% of the state property is equal to 10,796 places.

detailed procedures and promote
mission payment via banking system.
Request GDB, GDSNAF and GDNT to
review new regulations and disseminate
new regulations, especially regulations
related to budget execution and
continue to strengthen discussions and
challenge determination with LMs that
implement new regulations in order to
ensure smoothly budget execution.

Request FMWG to cooperate with the
GDSNAF and  capital/provincial
administrations to study the financial
report format requirements.

The PFM Reform Commission of the
MEF meeting was conducted to review
the implementation of the FMIS project
and business process streamlining for
the national level.

Request GDSPNR continues to enforce
the use of SARMIS in LMs and further
improve SARMIS.

Request the GDSPNR continue to
enforce the preparation of land titles of
state property and the development of a
master plan for the management of state

property.

Part 3: Strengthening efficiency of Budget-Policy Linkages

D. Financial decentralization and budgeting reform at the sub-national level

8. Sub-national administrations find it difficult to set
performance indicators for the year and targets /
outcomes and goals in the BSP and program budgets,
including the preparation of performance reports.
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4.

137.

138.

Situations Measures

9. Program budget at Subnational administrations has
been implemented in the capital/provincial administrations,
but there is much work for coordination to address
problems.

Request GDSNAF to prepare
Workshop on the program budgeting
implementation annually.

Part 4: Completion of readiness towards performance accountability

E. Legal framework

10. Preparation of core regulations (Law on the new
Public Financial System, Sub-Decree no. 81 and 82)
have been delayed

Other

F. Departments of Economy and Finance

11. Capital/provincial departments of Economy and
Finance serve as financial controllers at the local level
and at the sub-national administration. However, it is
difficult to perform some functions, including: (1) does
not have the right to review the report for revenue in

The new law on the public financial
system will be sent to the legislature in
the fourth quarter of 2022, while sub-
decrees 81 and 82 will be summited to
the head of the Royal Government in
the first quarter of 2023

Request GSC to cooperate with
relevant general departments under
MEF to examine and address the
challenges of the MEF department step
by step.

NRMIS of the line departments, (2) Enforcing
managing authorities of state property to register land
titles, (3) the procurement plans of the specialized line
departments have limited budget that face constraint to
execute the procurement rules and procedures and (4)
performance report of the capital/provincial line
departments is not consolidated since line departments
have not submitted to Capital and Provincial
Departments of Economy and Finance.

Conclusion

The Review of Implementing PFM Reform Program for 2021 report provides a comprehensive
assessment of both aspects of implementation, analysis and detailed evaluation of the strengths and
weaknesses of the PFM system. Based on the results of the year 2021, the implementation of the
action plan to support the PFM reform program has achieved good results. The entities under the
MEF have implemented the plan more than 85%, more than 88% of capital/provincial departments
of economy and finance have implemented the plan more than 85%, and more than 70% of line
ministries have implemented the plan more than 85% in line with the performances of the units of
the MEF. In addition, the quality of GDAP/MAP preparation and reporting is also improved, which
is easier to highlight and define as a whole within the framework of the PFM Reform Program.

Despite significant progress on the implementation of the PFM reform program, there are remaining
works to be completed in “Budget-policy Linkage”, which are reflected in all parts of CAP3+2 as
follows:

@ Part 1: Sustainable budget revenue diversification, preparation of Law on Non-tax revenue
management and blueprint, policy framework for developing government bond, defining
expenditure arrears, smooth quarterly budget expenditure execution and promoting the
development of PFMM.

& Part 2: Enforcing the use of functional classification in the preparation, monitoring and reporting,
business process streamlining and strengthening system functionalities to automate, access to
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139.

140.

141.

142.

SARMIS management of state assets and land titles, and public administration of establishments
to implement new financial management procedures.

® Part 3: Develop medium-term budget system, improving the quality of BSP, creating and
increasing budget units as well as integrating investment budgets into programs.

¢ Part 4: Enforcing the preparation of the public financial system law and related sub-decrees for
the implementation of the performance-based budgeting, and developing a framework for
implementing and monitoring the performance-based budgeting

® Part 5: Capacity building in line with the pace of PFM reform and the establishment of a general
framework for 3+1 reform.

Budget execution procedures have been significantly improved, but still can’t guarantee speed,
accuracy and predictability as expected. This work is not the separate work of the MEF, but also the
direct work of LMs. The MEF has made some adjustments on this issue. However, the relevant LMs
must also persist to reduce their internal procedures to increase their efficiency and internal
transparency. The need to continue to focus on strengthening financial management capacity at both
the national and sub-national levels to support and respond to PFM reform, especially towards the
performance-based budgeting.

The PFM Reform Steering Committee evaluates and summarizes the implementation of all aspects
of the Consolidated Action Plan Phase 3+2, 2021 as follows:

® Budget remains reliable which is essentially maintained by maintaining strong revenue
collection, keeping public debt ratios low, eliminating expenditure arrears and implementing
budgets closer to targets.

® Key prerequisites of financial accountability are being built and further strengthened to ensure
accountability and internal control system through the implementation of FMIS, promoting the
implementation of new business process streamlining, increasing the level of automation,
accuracy of report production and timeliness of preparation of financial statements. In addition,
strengthened and expanded both in terms of implementation of budget classifications and in terms
of coverage of government spending institutions in line with international standards to improve
budget management and cash flow.

¢ Program Budgeting Framework is prepared, strengthened and expanded the implementation at
both the national and sub-national administrations with the preparation and piloted
implementation of a medium-term budget framework by incorporating the budget ceiling and
allocating budget resources to serve the policy objectives of line ministries, which are the main
tools for linking the budget to the policies of the Royal Government.

® Key characteristics of Performance Accountability are being prepared gradually but is still in
the initial stages. In this sense, key characteristics have been identified and incorporated into the
transition phase action plan to the fourth phase.

® Ability of officials of line ministries to manage public finances gradually strengthened and
level of awareness and participation in the implementation of financial management reform
programs has been steadily increasing.

PEFA Assessments, both national and sub-national administrations, provide baseline results on the
situation of the public financial management system in Cambodia to provide inputs for developing
an action plan framework through setting priorities, to solve step by step to achieve the vision and
mission of the PFM Reform Program and the three principles, including integrity of budget
discipline, budget efficiency in both allocation and operations, and the effectiveness of public service
delivery.

Overall, effective and efficient management of public finances: it is an indispensable foundation for
promoting national development and reducing poverty especially, by ensuring inclusiveness,
economic growth and increasing efficiency in providing public services to the people and contribute
to achieving Cambodia’s long-term vision.
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