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Executive Order

Public Financial Management Reform Program (PFMRP) is one of the core governance reform
programs of the Royal Government of Cambodia that was officially launched on December 5,
2004, under the high presidency of Samdech Akka Moha Sena Padei Techo HUN SEN, Prime
Minister of the Kingdom of Cambodia. For almost two decades, under the ownership and
leadership of the Royal Government of Cambodia, the Public Financial Management Reform
Program has achieved its core objectives of each phase and stage that has built and improved
Cambodia's Public Financial Management System to be robust and crisis resilient.

To have basic but enough information for decision-making on further implementation
measures and as inputs for developing Consolidated Action Plan Stage 4 (CAP4), the evaluation
report on the implementation of Consolidated Action Plan Stage 3+2, 2021-2022, is prepared to
compile and summarize the progress of the PFMRP during the two years implementation (2021-
2022), importantly to evaluate the achievement by each objective of CAP3 (2016-2022). The
report also assesses the achievement of key prerequisites for moving toward the PFMRP Stage 4,

“Performance Accountability”.

The Evaluation of the implementation of Consolidated Action Plan Stage 3+2 (CAP3+2) has been

summarized as follows:

Part 1 “Further Strengthen Budget Credibility”: The Budget Credibility remains strong
and resilient to crisis. During the economic crisis caused by the Covid-19 pandemic and followed
by the Russian-Ukraine war, the Royal Government of Cambodia has sufficient budget to support
the implementation of policies and intervention measures to stabilize economic status and citizens’
livelihoods. From 2016-2022, current revenue increased, on average, by 0.64 percentage points of
GDP, which was higher than the target set in the Revenue Mobilization Strategy (RMS). The
revenue collection in 2019 reached 3.17 percentage points of GDP before declining from 2020
due to the Covid-19 pandemic. Despite the negative economic growth during the Covid-19 crisis,
revenue collection recovered with positive growth of around 1.75 percentage points of GDP in
2022. The implementation of revenue collection was achieved as planned, within +/-5%, national
revenue (current revenue and capital revenue) increased to 26,857 billion riels compared to 2016,
which was only 14,715 billion riels. The improvement in revenue collection was impacted by the
further strengthening of revenue collection administrations, including the further modernization
of revenue collection systems including the strict implementation of revenue collection measures
such as promoting timely tax payments, resolving complaints, classifying and strictly collecting

tax liabilities, implementing electronic services, expanding the implementation of Non-tax
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Revenue Management System (NRMIS) to revenue collection entities at national administration
of 23 line ministries, capital-provincial line departments and administrations and revenue
collection units under administrations of Krong/District/Khan, and the implementation of e-

Payment at 23 line ministries.

Based on the increment of revenue collection, the Royal Government of Cambodia is able
to increase the expenditure up to 28,737 billion riels in 2022 compared to 2016 which was only
14,983 billion riels. Procedures and cost-effectiveness have been further strengthened through the
implementation and revision of legal frameworks related to expenditure procedures to accelerate
and increase cost-effectiveness and accountability as well as delegating more decision-making
authority to line ministries, institutions, executive units, and public service delivery units, the use
of competitive procurement method and subsequent delegation of procurement decision-making.
However, the above-mentioned progress, to some extent, does not have enough impact on budget
efficiency. Total national budget expenditure for 2022 (as of January 31, 2023) achieved 81.69%
compared to the budget law in which expenditure on wages achieved 96.23%, on goods and
services around 83.77%, and capital expenditure 74.53% compared to the budget law. In
particular, the implementation of quarterly expenditure achieved under target, not fully in line with
the revenue-expenditure plan, the payment tended to be accumulated in the fourth quarter,
especially for expenditures that required public procurement. Meanwhile, the implementation of
competitive procurement methods for current and capital expenditure in 2021 achieved 56%,
decreased by 5% compared to the implementation in 2020, and the increase of authority on

procurement decision-making phase 2 has not been piloted yet.

Conclusion of Part 1: The Budget Credibility remains strong but requires more attention
on revenue diversification. In particular, the flow and cost efficiency require more improvement
and further strengthening. The acceleration of the implementation of the budget expenditure plan
by the quarterly need to further attention through (1) the completion of developing a Framework,
roadmap, and action plan for addressing expenditure arrears to identify current challenges on the
accumulation of budget payment at the end of the year, (2) the implementation of decision-making
authority on procurement phase 2 and the implementation of competitive procurement methods

which should be strengthened through the amendment of the law on public procurement.

Part 2 “Further Strengthen Financial Accountability”, Financial Accountability has
been further strengthened through expanding and strengthening the implementation of the
Financial Management Information System (FMIS). The FMIS has been designed and

implemented step by step since 2014, which has become an important backbone for gradually




General Secretariat of the Public Financial Management Reform Steering Committee

strengthening financial accountability. Core modules and budget classifications have been
developed in the FMIS and rolled out to all line ministries, fully authorized budget entities,
capital/provincial departments of economy and finance, capital/provincial treasuries, and
capital/provincial administrations. Specifically, 75 district administrations and 185 commune
administrations have piloted a digital filing system (FMIS Portal V1). In addition, the interface
between FMIS and other systems and banking systems to receive information and data completely
and timely. Electronic Fund Transfer (EFT) at central and local levels to facilitate timely payment
to suppliers. Furthermore, two new modules (Budget Preparation and Full Procurement) have been
developed and rolled out step by step to line ministries in which the Budget Preparation module
was rolled out to 13 line ministries, while the Full Procurement module was rolled out to all line
ministries. Business Process Streamlining on all payments of the current budget in FMIS was
implemented in the Ministry of Economy and Finance (MEF) and Ministry of Environment (MoE)
while business processes on salary and direct payment in FMIS were rolled out to 34 line
ministries.

State Property Management has also been gradually strengthened through the development
and implementation of a legal framework. The expansion of the implementation of the State Asset
Registry Management Information System (SARMIS) has accelerated and increased number of
state property inventory preparation although the quality and timeliness are still limited. In 2021,
State Property Inventory preparation increased to 87% (2643/3053 units) and is expected to
increase more after rolling out SARMIS to commune administrations.

Particularly, the five key debt indicators of Public Debt Management remain under the
ceiling (2022 estimates): the current value of public debt is 25.2% of GDP, the current value of
foreign public debt is 24.90% of GDP, and 33.90% of exports, foreign public debt services are
2.10% of exports and 7.8% of national revenue. Moreover, the progression of the management of
public finance of Public Administration Establishment (PAE) and State-Owned Enterprise (SOE)
is still limited and needs more attention. This work will be gradually strengthened through the
implementation of the minimum criteria for public financial management for PAEs and the
introduction of a strategic document on public enterprise management reform, expected to be

effective in 2023.

Conclusion of Part 2: Financial Accountability has been further strengthened through the

expansion and strengthening of the implementation of FMIS to all line ministries, fully authorized
budget entities, and capital/provincial administrations, especially, the implementation of a new
business process streamlining through FMIS system and rolling out full procurement and budget

preparation to line ministries step by step. However, the implementation of the new business
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process streamlining has been further strengthened which requires strong participation and support
at both the technical and political levels from all stakeholders including national and sub-national
levels. This trend of digitalization requires consideration of electronic signatures and digital
policies. In particular, a timely closing of accounting reports also requires more attention in order
to align with the reform direction. On the other hand, The Management of State assets is still
limited and needs more attention to the quality and timeliness of inventory preparation. This work
will be strengthened through further strengthening and expanding the implementation of SARMIS
and the blueprint for state property management. Meanwhile, the public finance management of
PAEs and State-Owned enterprises (SOEs) needs to pay more attention through the preparation

and implementation of legal frameworks.

Part 3 “Strengthening Efficiency of Budget-Policy Linkage”, the implementation of
key reform strategies and legal frameworks in the Public Financial Management Reform Program
Stage 3 has directed at strengthening the budget linkage to government policies. Strengthening
and expanding the implementation of the program budgeting framework in all line ministries
(2015-2018) and all Capital/Provincial administrations (2017-2021) has become an important tool
on strengthening to budgets linked to policies. In particular, budget management has been
transformed from centralized to decentralized through the establishment of budget units. As of
2022, a total of 940 budget entities with 337 at the central level and 603 at the local level (capital-
provincial line departments). For the central level, there are 87 fully authorized budget entities
and 250 non-fully authorized, and for the local level, all budget entities are fully authorized.
Notably, in 2022, the budget entities as fully authorized increased by 9, and the normal budget
entities as non-fully authorized increased by 28. At the same time, the preparation of the strategic
plan and annual budget has made good progress in which (1) the medium-term budget framework
(MTBF) has been piloted from 2019, setting base expenditure ceiling by sector and line ministries,
(2) the gap between base expenditure ceiling set in the circular and the annual budget is less than
10%, (3) all line ministries have prepared a budget strategic plan with key performance indicators,
and (4) the integration of the investment budget has been gradually strengthened and expanded,
and the integration of the Capital/Provincial Budget Strategic Plan (BSP) between the
capital/provincial administrations with the municipal, district and commune administration
budgets at all capital/provincial administrations. At the same time, the alignment of the budget
strategic plan of sub-national administrations between the budget of capital/provincial
administrations and the budget of capital/provincial line departments is also in progress but the

quality is still limited.
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Medium-Term Financial Framework (MTFF) 2023-2025 was drafted, but not yet introduced by
continuing the implementation of the macro-economic and public fiscal policy framework for the
2023 budget. On the other hand, the Medium-Term Budget Framework (MTBF) 2023-2025 of the
sub-national administration has been prepared but has not yet been implemented. The
implementation of the MTBF in the sub-national administration will help strengthen the process

of preparing the annual budget plan of the Capital/Provincial administration.

Conclusion of Part 3: Budget-Policy Linkage has been further strengthened through the

implementation of a full program budget framework at both the national and sub-national levels.
However, further improvement of the quality of budget planning and budget strategic plan needs
to be taken more attention through the preparation and full implementation of the Medium-Term
Financial Framework (MTFF) and Medium-Term Budget Framework (MTBF). While the budget
system of Cambodia has been moving towards implementing performance-informed budget in
which authority and budget will be more decentralized to operational units, increasing fully
authorized budget entities should be more promoted. In addition, the integration between capital
and recurrent expenditure, as well as the quality of budget strategic plans and program budget

needs to be further strengthened in the next phase.

Part 4 “The Completion of Readiness toward Performance Accountability”: key
prerequisites for implementing the Performance Informed Budgeting has been prepared and is to
be finalized during the first half of 2023. Draft law on the new public financial system was
reviewed and approved by the Council of Ministers on 13" January 2023 and adopted by the
legislature on 20™ February 2023. The Amendments to Sub-Decree No.81 and Sub-Decree No.82
were integrated and renamed as Draft Sub-Decree on “Budget Management and Public
Accounting” which is expected to be completed in the first half of 2023. Meanwhile, the
performance agreement between MEF and 7 ministries have been piloted for the 2023 budget.
The implementation of the Performance Agreement is the starting point of implementing
Performance Informed Budgeting. Particularly, the monitoring and evaluation framework and
function of internal audit which focuses on performance audit and information technology audit
(IT Audit) and function of inspection in all line ministries has been gradually strengthened through
the implementation of legal frameworks and guidelines. From 2020, capacity building for officials
of relevant entities has been organized and performance audit and IT audit were piloted at some

line ministries and the result reports of auditing were produced.

Conclusion of Part 4: The implementation of the PFMRP stage 4 is ready from 2023

onwards through the law on the Public Financial System (new) which was just adopted and the

draft sub-decree on Budget Management and Public Accounting, which is expected to be
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completed in semester 1 of 2023. The Monitoring and Evaluation Framework and Internal Audit
Function, which focuses on performance and ICT audit as well as inspection for all LMs, should
gradually be strengthened to ensure that LMs have a strong monitoring system while the Royal
Government of Cambodia has extended financial decentralization to LMs which, currently, the
framework and legislation have been gradually being prepared. However, the function between
the internal audit and the inspection is still duplicated, which needs to be addressed by accelerating
the preparation and implementation of the framework and rules of the internal audit and inspection

system.

Part 5 “Supporting the PEMRP and Cross-Cutting Issues of Other Reforms”: the Public
Financial Management Reform Program remained momentum despite the Covid-19 pandemic for
nearly three years. The participation in implementing the reform program is more active, reflected
through the preparation of detailed action plans (GDAP/MAP/PDAP) and reporting the progress
regularly. This shows the willingness, participation, and responsibility in the reform tasks. On the
other hand, in order to ensure effective implementation, monitoring and evaluation mechanisms
and incentive are reviewed and further improved including (1) revising the Term of Reference
(ToR) of the PFM working group of line ministries and general departments, (2) developing
guideline on result based management, (3) developing and piloting the Performance Management
and Accountability System (PMAS) to all line ministries and general departments of MEF, and
(4) Formulating and implementing the PFM Fund. However, through the implementation of the
capacity development action plan under PFMRP, professional capacity related to public financial
management has been gradually improved when introducing the Sub-degree on qualification of
PFM officials. Particularly, the cross-cutting reform has been strengthened through the
implementation of vision and strategy on the harmonization of the three-plus-one reform program

and the three-plus-one reform coordination mechanism.

Conclusion _of Part 5: The reform momentum is sustained, which is reflected in the

participation of the reform program from all stakeholders. The cross-cutting reform has been
strengthened through the implementation of vision and strategy on the harmonization of the three-
plus-one reform program and the three-plus-one reform coordination mechanism. However, the
experience sharing related to the Public Financial Management Reform Program, focused on
performance based rather than current practice. The role of civil servants is reviewed through the
implementation of guidelines on job descriptions. Moreover, professional capacity related to
public financial management has been strengthened through the implementation of a Sub-degree

on qualification of PFM official and certification program.

+ aDages -
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1. Introduction

1.1. Background

Public Financial Reform Program is one of the core governance reform programs of the Royal
Government of Cambodia which was officially launched under the leadership of Samdach Akka
Moha Sena Padey Techo Hun Sen, Prime Minister of the Kingdom of Cambodia, on 5"
December 2004. The Public Financial Management Reform Program has an ambitious and
realistic vision to build the “Cambodian PFM system toward international standards and best
practice by transforming from the input-based and centralized budget system to output/result-
based and decentralized budget system”. The scope of this reform program covers the main
processes of the budget cycle including budget preparation, budget approval, budget
implementation, and budget monitoring and evaluation which will impact on Cambodian PFM
System to be robust and crisis resilient and lead to achieving the 3 outcomes of the Royal
Government of Cambodia’s public financial management function including (1) the integrity of
budget discipline, (2) the effectiveness of budget in both allocation and operation and (3) the
efficiency of public service delivery. To achieve the above vision, the reform of the public financial
management system in Cambodia focuses on the modernization of the system and the reform of
the key components of public financial management through the construction and improvement
of systems, legal frameworks, institutionalization, and human resources.

The Royal Government has adopted a "Platform Approach" in implementing the Public

Financial Management Reform Program by dividing into four phases, including:
- Phase 1: “Budget credibility” from 2004-2008
- Phase 2: “Financial Accountability” from 2009-2015
- Phase 3: “Budget-Policy Linkage” from 2016-2022
- Phase 4: “Performance Accountability” from 2023-2027

Under the ownership and leadership of the Royal Government of Cambodia, the
implementation of the Public Financial Management Reform Program has achieved significantly
in the first and second phase by building the platform of “Budget Credibility” and “Financial
Accountability” while building the third pillar of “Linking the budget to policy” as well as
gradually achieving the prerequisites for implementing the fourth phase, ‘“Performance
Accountability”. In phase 3, the Public Financial Management Reform Program focuses on the
gradual implementation of result or performance-based and decentralized systems through the
strengthening and expansion of the implementation of a Budget Strategic Plan (BSP), Program

Budgeting (PB), and Budget Unit along with strengthening the achievement in Phase 1 and Phase
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2. Based on the evaluation of the implementation of Phase 3 (2016-2020), the Royal Government
decided to delay the implementation of another 2 years (2021-2022) to further strengthen the
foundation of reform of the 3 platforms before moving to Phase 4 “Performance Accountability”
which is the final stage of the PFMRP. This transition phase aims at building the necessary
prerequisites for the implementation of the performance-informed budget system which is the key
to build “Performance Culture” within the framework of the Royal Government as a whole.
During this transition period, the Consolidated Action Plan Phase 3 Plus 2 (CAP3+2) for 2021-
2022 has been prepared and implemented by maintaining the platform approach and divided into

5 parts with a total of 19 objectives, with 59 clusters of activities as shown in detail in Table 1.

Table 1: Structure of CAP3+2 2021-2022

Objective Cluster of Activities
Number Indicator Number Indicator
Part 1 3 7 8 23
Part 2 5 11 15 26
Part 3 4 10 16 29
Part 4 4 8 12 17
Part 5 3 8 8 18
Total 19 44 59 113

1.2.0bjective

The evaluation report of the implementation of CAP3+2, 2021-2022, consolidated in order to
summarize the progress of the two-year implementation of the PFMRP from 2021 to 2022 and
evaluate the performance of each goal and objective; especially, the achievement of key
prerequisites for moving to phase 4 “Performance Accountability”. In this regard, the evaluation
report will provide the basic information to management to decide on the implementation of PFMRP
phase 4 and provide the important inputs for developing Consolidated Action Plan (CAP4) phase 4
and the remaining tasks to be taken in place to ensure that the PFMRP is moving in the right direction

toward phase 4 “Performance Accountability”.

1.3.Methodology
This evaluation report is prepared by evaluating the achievements of each phase of the Public
Financial Management Reform Program by evaluating the progress by part and objective of

CAP3+2 through the following methods:

- The evaluation of progress and performance of the implementation of the Public Financial

Management Reform Program in 2021 and 2022 by verifying the progress by the cluster
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of activity and evaluating the performance by part and objective of the consolidated action

plan.

- Collecting inputs from General departments of MEF, line ministries, and relevant entities
through the request for submission of the progress, challenges, and risk management

related to key components of the PFMRP.

- Verification of evaluation results with comments and other evaluation reports of
development partners, coordinated by the GSC including (1). Evaluation report of the
implementation of Financial Management Information System (FMIS), (2) evaluation
report of gender budgeting, (3) report of public expenditure review focusing on the public
financial management of the agriculture sector, Irrigation and meteorology sector, health
sector, and Preah Sihanoukville administration.

By using the above methods, this report reflects on the progress of the implementation of the
Consolidated Action Plan Phase 3 Plus 2 2021-2022 (CAP3+2) and the evaluation of the
effectiveness of the national and sub-national public financial system as a result of the PFMRP
implementation. And it is shown that the PFM system stays resilient and ready to move to the

fourth phase dynamically and accountably.

1.4. Priorities for phase 3 plus 2

In 2021, the General of General Secretariat of the PFM Reform Steering Committee (GSC)
evaluated the implementation of the third phase 2016-2020 to examine the feasibility of
implementing the fourth phase. According to the evaluation of the implementation of CAP3, the
first phase on strengthening the budget credibility maintained good strength, the second phase on
improving and strengthening the financial accountability achieved good progress, the third phase
on linking the budget to policy made significant progress while the fourth phase on readiness to
performance accountability did not achieve completely. In the context of the global epidemic of
Covid-19, causing a negative impact on the economy and depending on the evaluation of key
prerequisites for stepping into the implementation of the performance-informed budgeting, the
PFM Reform Steering Committee decided to delay the implementation of the PFMRP phase 3 for
another 2 years, from 2021 to 2022, to continue to complete the remaining tasks in the third phase
and the necessary prerequisites for the basis moving to the implementation of the fourth phase.
Based on the result of the above evaluation, Consolidated Action Plan Phase 3 plus 2, 2021-2022,

was prepared to focus on the key priorities as follows:
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Phase 1 “Further Strengthening Budget Credibility” focuses on (1) Diversifying
revenue in the context of Covid-19 impacts on revenue mobilization, (2) accelerating
expenditure and payment procedures, and (3) Improving the public procurement system.
Phase 2 “Further Strengthening Financial Accountability” focuses on (1) full
implementation of budget content classification, (2) Expanding the implementation of the
FMIS system including solving technical issues in the implementation of the existing
FMIS system, continuing interfacing with other systems, strengthen added modules and
expanding on using FMIS system to generate reports, (3) further strengthen on public debt
management, (4) Strengthen the management of state asset

Phase 3 “Strengthening Efficiency of Budget-Policy Linkage” focuses on (1) the
implementation of Medium-Term Financial Framework (MTFF) and Medium-Term
Budget Framework (MTBF), (2) Strengthening the quality of Program Budgeting through
improving the quality of indicators, strengthening the program management, establishing
budget entity, and integrating between recurrent and capital expenditure, (3) integration of
budget strategic plan (BSP) with Program Budget (PB).

Phase 4 “The Completion of Readiness Towards Performance Accountability” focuses
on (1) implementation of a performance agreement, monitoring framework and review of
budget execution framework, and report format of performance informed budgeting, (2)
finalizing the Public Financial Law (new) and sub-degree 81 and 82 (new), (3) finalizing
the guideline of Performance audit and IT Audit and piloting these two guidelines to line
ministries and (4) Implementing the capacity development plan stage 4.

Phase 5 “Support the PFMRP and Cross-Cutting Issues of Other Reforms” focuses on
(1) Continuing the sustainability of reform by mobilizing resources to implement reform
activities, promote participation and monitor progress in all situations and (2) Establishing
a cross-cutting framework between other reform programs to ensure consistent steps

toward improving the efficiency and effectiveness of public service delivery.

2. The Evaluation on the Implementation of the Consolidated Action Plan Phase 3 Plus 2

2.1. The Progress in Summary by Entity

The entities that implement the action plan under the Public Financial Management

Reform Program (PFMRP) - including the entities under the Ministry of Economy and Finance

(MEF), line ministries, and the Capital/Provincial Departments of Economy and Finance — have

prepared detailed action plans to participate in the implementation of the Consolidated Action Plan

Phase 3 Plus 2 (CAP 3+2). Based on the annual progress report, the overall performance of the

entities reached up to 85% compared to the plan.

10



General Secretariat of the Public Financial Management Reform Steering Committee

Figure 1:Implementation Progress of the GDAP/MAP/PDAP by each Entity in 2021-2022
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2.2. Progress of CAP 3+2 Implementation

Part 1 - Further Strengthened Budget Credibility
This part focuses on three main objectives: (1) continue to strengthen revenue management

and implement the revenue collection plans, (2) strengthen budget execution and the
implementation of the budget plan, and (3) improve the process of budget implementation.

Objective 11: Continue to Strengthen Revenue Management and Implement the
Revenue Collection Plans

Through the implementation of the Revenue Mobilization Strategy 2019-2023, revenue
collection remains strong, with current revenue increasing by an average of 0.64 percentage points
of GDP annually — which is about 0.3 percentage points higher than the percentage point defined
in the Revenue Mobilization Strategy 2019-2023. In particular, the tax and non-tax revenue
collection administration has been modernized, which has ensured more efficient and effective
revenue collection, contributing to a rapid increase in revenue after a decline in the spread of

COVID-19.
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Figure 2:National Revenues (Current and Capital) and Current Revenue Growth (2013 - 2022)
National Revenue and Current Revenue Growth (2013-2022Est)
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e Tax Revenue:

Tax revenue collection achieved better results after the introduction of key measures to
strengthen and manage tax revenue collection — such measures include measures on income tax,
value added tax, value added tax on commercial transactions via electronic systems (E-
Commerce), special tax, public lighting tax, property tax, the tax incentive regime as stated in the
Law on the Investment of the Kingdom of Cambodia, and the development of small and medium
enterprises. In 2022, the tax revenue collected by the General Department of Taxation that
contributed to the national budget was 13,589.28 billion Riels (approximately 3,355.38 million
USD), equivalent to 119.0% of the budget law 2022, and increased by 2,433.05 billion Riels (about
600.76 million USD), equivalent to 21.81% compared to the same period in 2021. In addition, for
the 12 months of 2022, revenue from major tax categories remains increasing compared to the
same period in 2021, of which income tax increased by 23.88%, salary tax increased by 22.76%,
value added tax increased by 24.91%, special tax increased by 26.26%, and stamp duty on transfer

of ownership or possession of real estate increased by 10.27%.
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Table 1: Tax Revenue Collection Compared to Plan

Tax Revenue Collection Compared to Planned

mmmm Planned (In Billion) mmmm | mplementation (In Billion) e 0 as Compared to Planned

16,000.0 140.00%
0, 0,
. 123.22% 122.81% 119.00%
14,000.0 114.27% 120.00%
100.57%
12,000.0 100.00%
10,000.0
80.00%
8,000.0
60.00%
6,000.0
0,
4,000.0 40.00%
2,000.0 20.00%
0,
2018 2019 2020 2021 2022 0.00%
Planned (In Billion) 7,693.5 9,153.6 11,543.3 9,084.4 11,419.1
Implementation (In Billion) 8,791.7 11,279.2 11,608.8 11,156.2 13,589.3
% as Compared to Planned 114.27% 123.22% 100.57% 122.81% 119.00%

Note: The above figures have already been transferred to the national budget
Source: General Department of Taxation

Within the framework of the implementation of the PFMRP Phase 3 Plus 2 (2021-2022),
tax collection measures have been implemented and achieved the following goals: (1) 88.70% of
the total taxpayers made tax payments on time; (2) 164 complaints related to tax payment
reassessment cases were resolved, equivalent to about 53.07% of the total 309 complaints; (3) the
collectable tax debt in 2021 was 7,259 billion Riels and in 2022, the collectable tax debt was
collected for 1,070 billion Riels, equivalent to about 14.74% of the collectable tax debt in 2021.
Meanwhile, the information technology systems of the General Department of Taxation have also
been modified — including a human resource management system, tax receipt management system,
enterprise registration management system, enterprise audit management system, online business
tax declaration management system, and annual income tax filing management system. In
addition, within the framework of expanding the tax base, a draft policy framework for introducing
the personal income tax has been prepared and submitted to the management for review and

approval.

e Customs Tax Revenues
The implementation of customs revenue collection in 2022 reached 10,998.9 billion Riels,
equivalent to 104.9% of the budget law, an increase of about 18.3% compared to the revenue

collected in 2021.
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Figure 3: Customs Tax Revenue Compared to the Plan 2018-2022
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Source: Summary Performance Report of the General Department of Customs and Excise of Cambodia in 2022
(February 3, 2023)

Within the framework of the PFMRP Phase 3 Plus 2 (2021-2022), the General Department
of Customs and Excise of Cambodia (GDCE) has made significant achievements — including the
increasing number of best business group members in 2021 to three and 2022 to six. Meanwhile,
the Ministry of Agriculture, Forestry and Fisheries participated in the implementation of National
Single Window Phase 2, while the projection of National Single Window Phase 3 was completed
and launched in January 2023 by His Excellency Deputy Prime Minister, expanding the scope to
nine more line-ministries — including the Ministry of Interior, Ministry of National Defense,
Ministry of Economy and Finance, Ministry of Environment, Ministry of Culture and Fine Arts,
Ministry of Posts and Telecommunications, Ministry of Mines and Energy, Ministry of Foreign
Affairs and International Cooperation, and National Bank of Cambodia. In addition, the GDCE
has made more progress on other activities as well such as: (1) strengthening technical work and
law enforcement, (2) prevention and suppression of tax evasion, (3) anti-money laundering on
terrorists’ money, (4) audit and risk management, (5) promoting trade facilitation through
modernization and simplification of customs procedures, (6) cooperation with national and

international institutions, and (7) human and institutional development.

e Non-tax revenue

Currently, non-tax revenue is still small compared to tax revenue, but this revenue still has
huge potential to contribute to the national budget. Non-tax revenues are unique to each category

and require clear management mechanisms, a division of roles, and management procedures.
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Within the framework of CAP 3+2, the development of a legal framework and IT system to
strengthen the collection and management of non-tax revenue has made significant progress.

The Non-Tax Revenue Management Information System (NRMIS) has been implemented
in all revenue collection entities including 23 national line ministries, capital/provincial specialist
departments, capital/provincial administration, and all other revenue collection units in
municipals, districts, and Khans. Commune and Sangkat administrations will be included during
the implementation of Phase 2 Stage 3 in 2023. The system was also officially integrated with
FMIS on January 1, 2020. In addition, recently, the NRMIS has also been integrated with the sub-
national administrations’ One Window Service Office’s (OWSO) revenue management system.
However, the introduction of the NRMIS in Phase 2 Stage 1 to the Capital-Provincial
Administration for revenue collection at the Capital-Provincial OWSO applies only to the Phnom
Penh Capital Administration and the Kampong Cham Provincial Administration. Meanwhile, the
other 23 provincial administrations have not yet been able to integrate due to the inaccuracy and
mismatch of the data.

The e-payment system has been expanded to include subsequent line ministries which
there are currently 23 line ministries using the e-payment system for electronic payments on non-
tax revenue.

Table 2: E-Payment Implementation Phases

A. Phase 1 B. Phase 2 C. Phase 3
1. Ministry of Economic and 1. Ministry of Industry, 1. Ministry of the Royal
Finance Science, Technology and Palace
2. Ministry of Agriculture, Innovation 2. State Secretariat of Civil
Forestry and Fisheries 2. Ministry of Public Works Aviation
3. Ministry of Land and Transport 3. The Council for the
Management, Urban 3. Ministry of Education, Development of Cambodia
Planning and Construction Youth and Sports 4. Ministry of National
4. Ministry of Culture and Defense
Fine Arts 5. Ministry of Interior
5. Ministry of Environment 6. Ministry of Foreign Affairs
6. Ministry of Tourism and International
7. Ministry of Labour and Cooperation
Vocational Training 7. Ministry of Information
8. Ministry of Mines and 8. Ministry of Health
Energy 9. Ministry of Social Affairs,
9. Ministry of Commerce Veterans and Youth
10. Ministry of Posts and Rehabilitation
Telecommunications 10. Ministry of Justice

Preparation of legal frameworks for the collection of non-tax revenue: The Law on the
Management of Non-Tax Revenue was enacted on August 5, 2022. Meanwhile, a Blueprint for
Non-Tax Revenue System Reform is being prepared and scheduled for completion in 2023. This

key document sets out the vision, objectives, goals, and key measures to enhance efficiency,
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effectiveness, and accountability in the management and collection of non-fiscal revenue in three
phases including: short-term (2023-2024); Medium-term (2025 - 2030) and long-term (2031 -
2035).

Overall, revenue management and collection remain strong — the progress of revenue
collection during the over 3-year COVID-19 crisis has especially shown that the previously
established revenue management system is crisis-resistant. On the other hand, revenue
diversification is also considered gradually during the process of Phase 3+2 and shall continue to
be paid more attention and encouraged while continuing to strengthen revenue collection more
effectively and to its full potential.

Objective 12: Strengthen the Implementation of the Budget and Strengthen the
Implementation of the Expenditure Plan

As revenue continues to increase, the Royal Government can afford to increase the budget
from year to year. However, the flow of budget execution does not seem to be smooth yet: (1)
Expenditure by category is lower than the targeted goods/services and capital expenditures, and
(2) Expenditure tends to be high in the third and fourth quarters. In fact, if we were to look at the
provisional data as of January 31, 2021, the implementation of the total state budget in 2021
reached 27,425,057 million Riels or equivalent to 95.36% of the budget law (if we were to
compare to 2021 post-editorial expenditure, the achievement would reach up to 98.79%).
Quarterly expenditures were slower than the targets set in the PFMRP (targeted Q1 = 15%, Q2 =
45%, Q3 = 67%, and Q4 = 96%). On the other hand, the expenditure by category (which requires
that the target shall 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/services achieved 95.18% of the
budget law (but compared to the post-editorial budget, the expenditure reached 106.61% of the

budget law), and capital expenditure reached 92.24% of the budget law.
Figure 4: Government Expenditure 2013-2022

Budget Execution 2013 to 2022Est.
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Figure 5: Quarterly Expenditure from 2016-2022
Quarterly State Budget Execution 2013-2022Est.
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Objective 13: Improve the Budget Execution Process

To improve budget execution, key measures have been put in place within the framework
of CAP 3+2, with the following progress:

Procurement Plan: Line ministries, public enterprises (PEs) and public administration
establishments (PAEs), capital/provincial administration, and budgetary entities link the
procurement plan with the budget plans for the annual budget negotiation with the MEF. On the
other hand, the preparation of the annual procurement plans seems to be lagging behind.

Decentralization of Public Procurement. The Increase of the Authorization Procuring
Threshold to Procuring Units’ Entities Phase 1 was implemented in 2019. Currently, the draft
Prakas on the Increase of the Authorization Procuring Threshold to Procuring Units’ Entities Phase
2 is being prepared and submitted to the General Department of Public Procurement for internal
discussion.

The Use of Competitive Procurement Methods: Progress seems to be limited. In 2020,
60.62% of the total annual contract amount was implemented, while in 2021, only 55.67% was
implemented, compared to the annual target of at least 65% of the total contract amount.

The Draft Public Procurement Law (New): was presented and discussed at the
management level of the MEF on December 13, 15, and 16, 2022. After these internal meetings,
the General Department of Public Procurement revised the draft law in accordance with the

decision spirit of the meeting and prepared a report on the progress of the Draft Public
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Procurement Law (New) to Samdech Techo Prime Minister to request for the approval principles
to cooperate with the Ministry of Justice and the Anti-Corruption Unit to review the contents of
the relevant chapters of the draft law before sending the draft law to the Office of the Council of
Ministers. After receiving the approval principle from Samdech Techo Prime Minister, the MEF
held three different meetings with the Ministry of Justice and the Anti-Corruption Unit on January
30, February 22, and March 2, 2023, to review, edit, and compile the content of the chapter of the
draft law to be consistent with the provisions and principles that are currently in force.

In addition to the measures to improve procurement management, other measures have
also been implemented and achieved the following progress:

Payment Expenditure Arrears: there are no payment expenditure arrears in the case of no
more than 60 days incurred. For the roadmap framework and action plan for resolving payment
expenditure arrears (new definition of payment expenditure arrears), the working group held a
meeting to review and discuss the experts’ draft findings on October 4, 2022. Currently, the expert
team has been collecting more inputs from stakeholders.

Finance Management Manual (FMM): Thirteen line ministries have put FMMs in place;
however, three line ministries only have drafted FMMs. The preparation of FMM is still in slow
progress, which should be accelerated to promote the implementation of financial procedures in
the line ministries.

Advanced Petty Cash Plan: Some line ministries have submitted the advanced petty cash
on time for the annual budget negotiation; while some other line ministries still have not yet been
sent on time.

The Payment of Mission Fees via Banking Systems: the progress is still slow, despite the
encouragement from the MEF. Since 2022, only 21 out of 37 line ministries (about 55%) have
implemented the payment of the domestic mission fee via banking systems; while only 13 out of
37 line ministries (about 35%) have used banking systems to pay for the overseas mission fee.
This shall be further promoted to provide full benefits to civil servants and to ensure expenditure
transparency.

Conclusion for Part 1: National budget revenues remain strong thanks to past reforms of

the revenue collection system and administration. However, the state budget revenue does not yet
have a broad base, which poses a risk of an eventual crisis. With this regard, the diversification of
state budget revenue sources shall be further pushed while continuing to strengthen the collection
of revenue more efficiently and to its full potential, especially the collection of non-tax revenue,

which still has the potential to be further strengthened.
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On the other hand, the expenditure execution plan seems to be lower than the target, despite
various measures that have been taken to require more continued attention to the expenditure
context and cost-effectiveness. The introduction of measures to include the advanced petty cash
plan in the annual budget negotiation and the approval of the annual procurement plan has made
good progress. However, there are still not sufficient bases to speed the budget execution for each
quarter — i.e. the budget execution in the third quarter is still below the ceiling (reaching only
about 70%), which then tends to accumulate the budget payments to the end of the year. With this
regard, accelerating the completion of the roadmap framework and payment expenditure arrears
action plan will contribute to solving key challenges leading to the accumulation of expenditure
at the end of the year. In addition, the completion of the implementation of the second phase of
procurement decentralization will also contribute to accelerating budget execution. On top of this,
the amendments to the Public Procurement Law will eventually strengthen the competitive

procurement methods — which, currently, is still limited.

Part 2 - Further Strengthening Financial Accountability
Part 2 focuses on 5 objectives: (1) strengthen and expand the use of FMIS, (2) strengthen

the implementation of accounting system, recording system and new reporting system, (3)
strengthen asset management (long-term asset), (4) sustainably strengthening public debt
management including the risk of contingent liabilities and debt-related risks, and (5)

strengthening financial accountability on public administration and public enterprises.

Since 2014, the Financial Management Information System (FMIS) has been implemented
step by step and will continue to be strengthened and expanded. The first phase of the FMIS project
was launched from 2014 to 2016, the second phase from 2017 to 2020, and the third phase of the
FMIS expansion plan from 2021 to 2025. FMIS has become the backbone of building financial
accountability and digitalization across the government ecosystem. By 2022, the new FMIS
procedures for the payment of salary and low-risk direct payments is officially implemented in 34
line ministries and institutions (including the central budget authority) out of the 37 line ministries
and institutions. The remaining three institutions are the National Assembly, the Senate and the
Constitutional Council of Cambodia. The working group plans to conduct further studies next year
on separate special procedures for implementation at the above three institutions on low-risk
payroll and direct payment procedures. In addition, the MEF and the Ministry of Environment
announced and rolled out the new FMIS business process streamlining the current budget
expenditure on all modules through on October 17, 2022. In addition, 75 district administrations

and 185 commune administrations officially launched the Digital File System (FMIS Portal V1)
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on 11 May 2022 and received support for its usage. In addition, the digital file system (FMIS
Portal V1) has been developed and tested for readiness on additional 6 municipal administrations,
61 district administrations, 447 commune administrations and 28 additional commune
administrations.

Besides that, the budget planning module was piloted in 2021 at two ministries: MEF and
the Ministry of Women's Affairs. In 2022, this budget planning module will continue to be piloted
in 11 more ministries and institutions, including the budget authority, and the full authorized
budget at the central level. The full procurement module was officially launched in 2021 at 3
ministries, including the MEF, the Ministry of Information and the Ministry of Women's Affairs.
In 2022, this module will be officially launched for all Ministries, Institutions and Budget Entities
that have been using the FMIS system, except the 10 Fully Authorized Budget Entities of the MEF
which has just piloted FMIS in 2022.

In addition, to ensure the accuracy and timeliness of the data retrieval, FMIS has interfaced
with various systems, including the Automated System for Customs Data (ASYCUDA), Debt
Management and Financial Analysis System (DMFAS) of the General Department of International
Cooperation and Debt Management, Non-Tax Revenue Management Information System
(NRMIS) of the General Department of State Property and Non-Tax Income Management,
General Department of Taxation (Tax System), Civil Servants' Salary Information System (PRIS)
Ministry of Civil Service, Electronic Fund Transfer (EFT) of Canadia Bank and ACLEDA Bank
(ACLEDA) as well as data integration with the banking system of the National Bank of Cambodia
and other commercial banks such as Canadia Bank, ACLEDA Bank, Cambodian Public Bank,
Vattanac Bank, J-Trust Bank, Sathapana Bank, Cambodia Post Bank and Advanced Bank of Asia
Limited (ABA), Foreign Trade Bank (FTB) and Chip Mong Bank. Data integration between FMIS
and PRIS of the Ministry of Civil Service was officially launched on April 4, 2021. So far, the
interfacing between FMIS and PRIS has been extended to eight ministries and institutions and
fully authorized budget entities at the central level, including (1) the Ministry of Economy and
Finance, (2) Ministry of Civil Service, (3) Ministry of Agriculture, Forestry and Fisheries, (4)
Ministry of Posts and Telecommunications, (5) Ministry of Labor and Vocational Training, (6)
Ministry of Industry, Science, Technology and Innovation, (7) Ministry of Health and (8) Ministry
of Education, Youth and Sports and continue to work on the next step of the integration of 19
additional ministries and institutions in accordance with the new business process on the FMIS

system.
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Accounting standards will contribute to ensuring the transparency, reliability, consistency
and comparability of financial statements. The implementation of the Cambodian Public
Accounting Standards Cash Basis is part of the Public Financial Management Reform Program
and is the first step in the reform of the Cambodian Public Accounting System, which requires the
participation, support, close cooperation and strong commitment from all stakeholders to achieve
best results as expected. The General Department of the National Treasury shall prepare annual
financial statements in accordance with the Cambodian Public Accounting Standards Cash Basis
for the period of 2019 to 2024. This cash basis public accounting standard does not apply to sub-
national administrations, public enterprises, and public administration entities. In addition, the
Strategy for the Implementation of Accrual Basis Public Accounting Standards in Cambodia 2021-
2031 was approved and officially promulgated on November 30, 2022. This strategy aims to
ensure the efficiency and effectiveness of the implementation of the financial reporting framework
and accrual basis public accounting standards in Cambodia and aims to change the implementation
of Cambodian public accounting standards in stages from cash basis to the accrual basis by 2031

as follows:

Public Accounting Standards, Cash Base from 2019 to 2024
- Public Accounting Standards, Cash Base, Revised from 2025 to 2027
- Accrual Basis Public Accounting Standards revised from 2028 to 2030

- Accrual Basis Public Accounting Standards from 2031 to 2033 onwards.

The financial statements of the Government of the Kingdom of Cambodia have been
officially released for the first time from 2019 to the present after a three-year trial period. These
financial statements have been evaluated and recognized by the national experts and the
International Monetary Fund (IMF) experts as complying with the Cambodian Public Accounting
Standards Cash Basis, as shown in more detail in the annexe of the financial statement that shows
the information on unused loans and information of the reporting budget entities and can be
accepted in accordance with the strategic direction of the reform of the Cambodian Public
Accounting Standards. In fact, the financial statements for 2021, which were completed in
November 2022, will be assessed as better than previous years. Although the financial statements
of the Government of the Kingdom of Cambodia are considered to be good, there are still some

points that are not yet fully complied with that require further reform, such as:
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- Transactions other than single treasury accounts and the remaining cash advances in some

ministries and institutions have not yet been recorded in this report.

- Closing and preparation of financial statements are delayed after the end of each fiscal

year.

- The recording system requires a lot of detail, which takes a long time to enter data, such
as the budget content of the geographical classification, which is required to break down

to the commune level.
- Improper transactions that require multiple revision requests at the end of the year

- Updates and revisions of the legal documents lead to changes in the procedures for

recording and preparing financial statements.

The recording is fully piloted through the Financial Management Information System
(FMIS), which is sufficiently accurate, consistent and effective for the closing of the accounting
and preparation of the Royal Government's financial statements. The FMIS system facilitates the
compilation of figures for the preparation of the annual national budget settlement, with the
appendix to the revenue-expenditure figures and the budget balance sheet, and prepared in this

system.

Through the implementation of the Law on the Management, Usage and Handling of State
Property, the management of state property has made significant progress. In addition, the
preparation of the state property inventory is promoted through the implementation of the State
Property Management Information System (SARMIS). The preparation of the annual state assets
inventory has progressed remarkably well, with the holding entities providing the inventory list to
MEF on time 2,628 out of 3,053 equivalent to 86% in 2021, which is due to the implementation
of the SARMIS in all ministries, institutions and sub-national administrations through the
municipal, district and khan administration. However, the use of SARMIS still faces some

challenges, such as:

- Lack of laws and regulations on the management of state assets at the sub-national level

and limited implementation of existing legal documents
- Modernization and automation are still limited

- Lack of technical capacity and human resources in ministries, institutions and entities

using the system.
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At the same time, the issuance of state land titles is also making significant progress
through the establishment of two levels of inter-ministerial commissions: (1) inter-ministerial
commissions to review and update the location of state lands registered in the Inventory of State
Assets of Ministries and Institutions at the Central Level and (2) Inter-Ministerial Committees to
review and update the location of state lands registered in the Inventory of State Assets of
Provincial Departments, Local Units of Ministries and Institutions and Sub-National
Administration to prepare for title deeds. The working group of the Inter-Ministerial Commission
visited the 25 targeted capitals and provinces to disseminate, guide and promote the issuance of
state land titles, as well as to check the status of state lands in order to collect three types of data,
including disputed land, land in the process of registration, and the land which has started the
process since October 2022, has compiled a total of 26,390 state land locations (as of January 31,

2023):
- Lands with title deeds equal to 13,124, equivalent to 49.73%
- Lands without title deeds equal to 13,666, equivalent to 50.27%

- Lands registration applications equal to 5,723, equivalent to 21.69%
o Land plots already measured equal to 2,152, equivalent to 8.15%
o Unmeasured land plots equal to 3,571, equivalent to 13.53%

- Lands with titles and able to issue certificates equal to 18,847, equivalent to 71.42%

- Lands that can’t issue certificates of title deeds equal to 1,384, equivalent to 5.24%.

In addition, by the Law on Non-Tax Revenue Management, the Prakas on the Rules and
Procedures for the Legalization of Contracts or Agreements which are not approved by the MEF
has been drafted. This Prakas plays an important role in strengthening the management of non-tax
revenue related to contracts or leases of state property. The main document on state property
management has been postponed to 2023. This main document will contribute to addressing issues
related to the management of state assets, such as improving the quality of inventory of state assets
progress, promoting the issuance of state land titles, and strengthening mechanisms to clear

limited inventory, etc.

Public debt refers to state debt that arises in accordance with the law, including debt
guaranteed by the state. Public debt includes domestic public debt and foreign public debt. In the

current Cambodian context, domestic public debt arises from the issuance of state securities, and
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foreign public debt arises from concessional loans from foreign and bilateral and multilateral
development partners, as well as some inherited debt left by the government in previous eras.

In managing public debt, the Government of the Kingdom of Cambodia adheres to a high
level of vigilance by strictly implementing the five key principles, including 1) Borrow at a
reasonable size that the financial and economic situation can withstand 2) Borrow only credit with
a high level of concessions or favourable conditions 3). Borrow only for priority sectors to support
sustainable economic growth and increase economic productivity or production productivity; and
4) to use credit with transparency, accountability, efficiency and effectiveness, and 5) the use of
credit for public investment on standardized and high-quality public infrastructure in line with the
public investment management principles, as well as responding to the needs of national
development in the new phase, especially ensuring economic, social, environmental and climate
change resilience. Based on debt sustainability analysis, Cambodia's five debt ratios are below all
benchmark ratios.

The Public Debt Management Strategy 2019-2023 was approved and implemented on
October 22, 2019. Through the implementation of this strategy, the five key debt indicators are
maintained under the ceiling, including (1) the present value of total public debt compared to GDP.
In the range of 25.2% compared to the ceiling of 55%, (2) the current value ratio of foreign public
debt compared to GDP. 24.9% to 40% of the ceiling, (3) the current value ratio of foreign public
debt compared to exports value is 33.9% to 180% of the ceiling, (4) the out-of-country public debt
service ratio compared to exports value accounted for 2.1% to 15% ceiling, and (5) the ratio of
foreign public debt compared to national budget revenues was 7.8% out of 18% ceilings.
According to international technical standards, the results indicate that Cambodia's public debt
situation is "sustainable" and "low risk".

Public Debt Indicators 2018-2022

Indicators ‘ Base Ratio ‘ 2018 ‘ 2019 2020

Present value of total public debt

Compare to GDP | 55 | 2148 | 208 | 240 | 2440 25.2

Present Value of Foreign Public Debt

Compare to GDP 40 21.46 20.8 24.0 24.40 24.9

Compare to Export 180 284 26.7 32.8 32.82 33.9

Foreign Public Debt Services

Compared to 15 1.4 1.5 1.8 1.83 2.1
Export

Compare to 18 4.9 4.5 6.3 6.33 7.8

Revenue
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Foreign public debt graph )Q2 2022)
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In addition, the sub-decree on public debt management was reviewed in conjunction with
a study of global guidelines and a study of the experiences of other countries in the region,
including Thailand, Vietnam, the Philippines and Indonesia. Meanwhile, GDICDM has prepared
a progress report on the implementation of the Public Debt Management Strategy 2019-2023 for
the Public Debt Management Committee, which covers the relevant public debt risk, highlighting
the risks of contingent liabilities, fiscal risk, market risk, operational risk, liquidity risk, project
funding risk and credit risk for 2021 annual and Q1 — Q4 and 2022 Q1 — Q3 and published on the
official website of the Internal Audit Unit. The modernization of grant components and the
modernization of the In-house Database for Public Debt Management was approved and
implemented on August 4, 2021.

The Law on State Securities, which was adopted and implemented in 2020, is a
comprehensive legal basis and in accordance with the practical requirements as well as the
relevant provisions in force to allow the Royal Government to use financial instruments as
securities to mobilize additional funding from the private sector to strengthen the management of
the Royal Government's financial needs for economic and social development, as well as to
contribute to the development of securities and financial markets in the Kingdom of Cambodia,
as well as to support future projects and/or other priority and necessary programs of the Royal
Government. Meanwhile, the Preliminary Policy Framework on the Development of State
Securities was prepared and approved for implementation by the Royal Government on October
1, 2021, in response to the urgent situation of the Royal Government in economic recovery from
the Covid-19 crisis, and action plans for the implementation of this preliminary policy have also
been developed. The primary policy framework for the development of state securities aims to:
(1) prepare and implement action plans to be ready for the initial public offering of securities in
the market by 2022 and (2) to build a strong and comprehensive management system for the

issuance and trading of public securities, including legal framework (including operating
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procedures for the issuance of securities), institutional mechanisms, marketing mechanisms,
infrastructure systems and human resources to raise capital from the market to meet financing
needs to contribute to accelerating economic diversification and strengthening competitiveness,
which is fundamental to maintaining high and sustainable economic growth. Additionally, the
draft joint policy framework on the development of state securities 2022-2028 is being prepared,
including the issues related to the issuance of sovereign state bonds / thematic bonds, which are

scheduled to be submitted to management for review and approval soon.

Public administrative entities are legal entities of public law that are primarily responsible
for public service missions including administrative, social, health, cultural, educational,
scientific, and technical services. The accounting records of the public administrative entities shall
be prepared in accordance with the general guidelines and accounting plans determined by the
Prakas of the Minister of Economy and Finance.

To enhance the efficiency and accountability of the management of public administrative
entities, the General Department of Budget of the MEF prepared the "Minimum Criteria for Public
Financial Management for Public Administrative Entities" to be used as a basis for evaluating the
performance of public administration entities in accordance with the statutory statutes and
financial procedures in force. Minimum criteria for Public Financial Management for Public
Administration Entities obtained approval from the MEF management. On December 22, 2022,
these minimum criteria are divided into six categories, and each category contains components
for evaluation.

- Category 1: Officers in charge of finance, accounting and procurement with relevant
components including accountants, financial controllers and procurement officers.

- Category 2: Procedures for implementing budget revenue, including implementation of
revenue collection and budget revenue receipts

- Category 3: Procedures for the implementation of budget expenditures that must comply
with the stages of the expenditure context, including expenditure requisition, procurement,
settlement, mandate and payment.

- Category 4: Accounting, which includes general accounting, revenue agent, and advanced
payment accountant.

- Category 5: FMIS system in accordance with the guidelines of the MEF.

- Category 6: Reports to include budget expenditure reports, performance reports, financial
statements, revenue balance sheets, advance balance sheets, procurement reports, and
inventory reports.
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However, the minimum criteria for PFM for public administrative entities, received
approval from the management MEF and is in the process of preparing the guidelines for piloting
the implementation. Meanwhile in 2022, 29 out of 30 public administrative entities submitted their
financial statements for the year 2021 to the General Department of the National Treasury, in
which 27 of the entities complied with the guidelines for implementation of public administration
entities and summarized. Currently, some public administration entities have several access
systems and some use Excel for accounting and financial reporting. In this regard, in order to
strengthen the efficiency and accountability of the preparation of accounting records and financial
statements, the working group of the Ministry of Economy and Finance has been studying and
submitting to the public administrative entities to implement the FMIS system gradually for
transaction recording and accounting.

Public enterprises are enterprises all or most of which are state-owned, with a mission to
contribute to economic and social development, especially in increasing the value of natural
resources and creating jobs. The leadership and management of public enterprises shall be under
the technical guardian of the minister in charge of the activities related to the enterprise, the
financial guardian of the Minister of Economy and Finance and the general guardian of the
government (by regulation).

The state control officer is appointed by the MEF as the state representative in charge of
regularly monitoring the activities of public enterprises and providing information to the
regulatory authorities, especially on the financial situation. Within this framework, the technical
team of the MEF has inspected the public enterprises and prepared a report on the assessment of
the financial situation of the public enterprises to submit to the MEF management to review and
make decisions on four main points, including (1) the financial situation and business results for
the year 2020, (2) the payment with the state budget for 2020, (3) the payment of dividends into
the state budget in 2020 of public enterprises and (4) capital status of joint ventures in which the
state has a minority public share for the fiscal year 2020.

Within the framework of the preparation of legal standards for the management of public
enterprises, currently, the working group of MEF is preparing a draft strategy on public enterprise
management reform by organizing a consultative workshop on a draft strategy on public enterprise
management reform with the participation of public enterprises, ministries-technical guardians,
technical working groups of the public enterprises’ management reform and other relevant
ministries and institutions. In addition, the next step in implementing the strategy to reform the
management of public enterprises is to amend the law on the General Criteria of Public Enterprises

to the Draft Law on the Management of Public Enterprises and the preparation of a number of
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draft sub-decrees for implementation. This law amendment has been delayed and is scheduled to
be submitted to the Council of Ministers and the legislature in the fourth quarter of 2023.
Part 3 - Strengthening the Efficiency of Budget-Policy Linkages

Part 3 focuses on four objectives: (1) Develop and implement Medium-Term Fiscal and
Budget Frameworks, (2) Strengthen public investment management, (3) Strengthen the
preparation and implementation of Program Budget linked to BSP, (4) Reinforce the
implementation of financial decentralization for sub-national administrations.

The budget-policy linkage is the development and creation of a medium-term budget
system linked to the Rectangular Strategy, the National Development Strategy and the Sectoral
Strategy, focusing on a number of priorities, including the development and implementation of
the public financial framework and medium-term budget, public investment management,
implementation of program budgets linked to strategic budget planning, and financial

decentralization for sub-national administrations.

Medium-Term Financial Frameworks (MTFF) is prepared to (1) support the linkage of the
budget to the Royal Government's prioritized policies based on considerations of available
resources, macroeconomic conditions and target setting of fiscal anchors, (2) strengthen the
efficiency of budget allocation (allocation efficiency) and (3) ensure macroeconomic stability and
financial sustainability (macro-economic and fiscal sustainability). The MTFF is the principle for
the development of the MTBF, which will describe in more detail the cost ceilings of each ministry
and institution, as well as include an analysis of key fiscal risks that could threaten the public
financial situation of Cambodia.

Medium-Term Public Finance Framework (MTFF): In 2022, MEF prepared MTFF 2023-
2025 for submission to the Plenary Session of the Council of Ministers, but it was postponed for
another year and replaced by the framework of macroeconomic policy and public financial policy
for the preparation of the 2023 Financial Law for Management due to the high uncertainty of the
global macroeconomic and political situation caused by Covid-19 and the political crisis between
Russia and Ukraine, as well as the exchange of GDP using a new base year that will change the
structure of the economy.

Medium-Term Budget Framework (MTBF): The medium-term budget framework is
organized into four sectors, including general administration, defence and security, social and
economic sectors, and depends on Medium Term Financial Framework (MTFF). The development
of a medium-term budget framework also takes into account the need for expenditures for ongoing

programs and estimates of expenditures for new programs or policies. The Medium-Term Budget
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Framework (MTBF), with its sector-specific baseline expenditure ceilings, was prepared and
approved by the Head of Government. Based on the medium-term budget framework, nine
ministries and institutions have integrated recurrent expenditures and state capital expenditures
into the program based on the budget ceiling in the strategic budget plan, five ministries and
institutions have integrated recurrent expenditures and capital expenditures into the program based

on the budget ceiling for the program budget.

Through the implementation of the Strategy for the Reform of the Public Investment
Management System 2019-2025, which was approved by the Head of the Royal Government on
October 22, 2019, a national public investment management system has been gradually improved
to ensure resilience, efficiency, effectiveness, transparency, accountability and sustainable
capacity building of the allocation and use of public resources in the sense of accelerating
economic diversification and strengthening competitiveness, which are fundamentals to ensuring
high, sustainable and inclusive economic growth. The progress achieved in 2021 within the
framework of the public financial management reform program, the draft Prakas on the principles
for the management of infrastructure maintenance projects was approved in principle by the
management. At the same time, the Public Investment Commission (PIC) and the secretariat were
established through a proclamation signed by HE Aka Pundit Sopheacha on August 3, 2021. As
for the preparation of financial support mechanisms for feasibility study and budgeting, a technical
working group for the public investment project data management system was established through
Prakas No. 750 MEF.BrK dated 23 September 2020.

In particular, in 2022, the Prakas on the General Principles for the Management of
Irrigation Infrastructure Maintenance Project and the Prakas on the Standard Operating
Procedures for the Management, Preparation and Implementation of Public Investment Projects
using National Budget (Direct Investment) have been approved and implemented. In addition, the
guidelines on the Public-Private Partnership Project Development Fund and the Sub-Decree on
the Implementation of Standard Operating Procedures (SOPs) for the design and management of
Public Investment Projects through the Public-Private Partnership Mechanism were adopted on
August 31, 2022, and organized a training workshop on November 28, 2022. This SOP consists
of three parts: Part 1 on SOP Policies and Procedures, Part 2 on 7 Guidelines and Part 3 on
Procurement Procedures. In addition, guidelines on the operational procedures for the preparation
and management of public investment projects of sub-national administrations have been

approved and implemented.

29



General Secretariat of the Public Financial Management Reform Steering Committee

Objective 33: Strengthen the preparation and implementation of the Program Budget
linked to BSP

In line with the budget reform strategy of 2018-2025, all ministries and institutions have
participated in implementing the full program budget by 2018. In particular, in accordance with
the strategy of reforming the sub-national administration budget system, all 25 capital/provincial
administrations implemented the program budget in 2021. In addition, the 25 capital/provincial
administrations received training on the procedures for implementing the program budget.

Table 3: Program Budget Implementation Plan - Capital/Provincial

2017 2018 2019 2020 2021
Kompong Speu Kompong Chnang Kandal Kompong Cham  Phnom Penh
Kep Pursat Battambang Kompong Thom
Koh Kong Takeo Banteay Meanchey Preah Vihear
Pailin Kampot Svay Rieng Oddar Meanchey
Kratie Prey Veng Tboung Khmum Siem Reap
Stung Treng Ratanakiri Mondulkiri Preah Siahnouk

In 2021, the General Department of Budget prepared a concept paper on dividing staff
members by program and began piloting at the MEF. It is also planned that all ministries and
institutions will start allocating staff members’ responsibilities for each program for the 2023
budget. At present, staffing costs are included in support programs, making it difficult for
ministries and institutions to divide staff members’ responsibilities according to programs that
require the implementation of staffs wages sharing tests at the year N-1 for each ministry and
institution to pilot to separate the staff members salaries gradually and the next step will be to
separate the staff members salaries according to each program when annual budget planning
process.

The Budget Strategic Plan is a three-year plan based on a bottom-up approach that the
ministries and institutions must prepare annually, linking the priorities of the ministries and
institutions' policies to sectoral goals and the National Strategic Development Plan. The budget
strategic plan will be prepared according to the objectives, policies and programs, with
explanations, contents and rationale, types of financing, key indicators for monitoring the
implementation and results, performance goals, achievements, time frame and budget
requirements. The budget strategic plan will be based on the expenditure ceiling contained within
the medium-term budget framework (MTBF). Within the framework of strategic planning, there
is a gap of 9.8% in the 2021 budget and less than 15% in 2022. In addition, the ministerial budget
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implementation of 15 programs was inspected and evaluated in the preparation of a budget

strategic plan, as follows:
- Policy objectives: General preparations are acceptable.

- Programs: Most can only be accepted for the program names, and some internal program
structures, and objectives of some ministries need to be modified by the technical working
group of the Ministry of Economy and Finance will provide cooperation with ministries
and institutions that needs amendment on the program objectives, program structures,

program names as required for each ministry-institution.

- Indicators: 1t is still a challenge because some ministries and institutions do not set clear
and good quality indicators, while some indicators cannot be measured. However, the MEF

is in the process of coordinating, and strengthening.

- Income-expenditure planning: Most reflect the actual ability to collect revenue, but
expenditure planning is not yet compliant.

A budget entity is an entity that has been given a clear mandate to carry out activities to
produce specific and measurable results and to contribute to the achievement of the priority
policies and objectives of the ministries and institutions. Each ministry and institution shall
establish a budget entity in accordance with the criteria set out in the Guidelines on the Budget
Entity and recognized by an inter-ministerial Prakas between the relevant ministries and
institutions and the MEF. The budget entity has the authority and responsibility to implement the
activities in preparing and managing the implementation of the budget as well as to monitor the
results of the implementation of activities and its budget in accordance with the principles set by
the ministry and institution and authorized financial procedures. However, some ministries and
institutions still maintain centralized budget management, allowing for smaller budget entities,
which means that the budget provided to the direct implementation entities is also less. In this
sense, increasing the number of budget entities and fully authorized budget entities is an important
task that needs to be further promoted and strengthened. In the direction of financial
decentralization in ministries and institutions, the Royal Government has issued Sub-Decree No.
242 dated 14 December 2021 on increasing the number of budget entities and delegating fully
authorized budget entities to ensure efficiency, effectiveness, transparency and accountability in
the preparation and implementation of the budget, as well as monitoring the results of the
implementation of work activities and budget. As a result, in 2022, nine new fully authorized
budget entities and 28 new budget entities will be established. As of 2022, there are a total of 940

budget entities, of which 337 are at the central level and 603 are at the local level

31



General Secretariat of the Public Financial Management Reform Steering Committee

(capital/provincial specialized departments). At the central level, there are 87 budget entities fully
authorized and 250 partially authorized, while at the local level, all budget entities are fully
authorized. Meanwhile, the MEF issued Prakas No. 544 MEF.BrK, dated 09™ September 2021
on the authority, responsibilities and procedures for implementing the budget program of the
budget entities to ensure efficiency, effectiveness, transparency and accountability in budget
implementation through clear delegation to achieve outcomes. The preparation of the report on
the progress of the preparation and establishment of the budget entities (inspection and preparation
of qualifications, institutional restructuring and capacity building) prepared by the ministry and
institution has not yet progressed. At the same time, in order to evaluate the implementation and
responsibility of implementing the program budget in 2021, 37 ministries and institutions

inspected the qualifications of the budget entities.

Based on the strategic plan for the reform of the sub-national administration budget system
2019-2025 in 2021, MEF. Introduced Prakas No. 513 MEE.BrK, dated 9" June 2020 on the
procedure for implementing the capital-provincial administration program budget. In 2022, the
training on the implementation of the program budget has been conducted for 5 Khan
administrations office and delivered to at least 70 administration officials. In addition, guidelines
on the implementation of program budgets for district administrations are also included in the
2022 Budget Execution Circular. In connection with the integration of the budget strategic plan,
in 2021, it was coordinated with the line departments, in 2022, the plan was integrated with 102
municipal and district administrations, and in 2023, the plan was to be integrated with the
commune / sangkat administration. The integration of the capital/provincial strategic plan between
the capital/provincial administration and the municipal, district and commune budgets and the
alignment with line departments’ budgets will contribute to strengthening the efficiency of budget
allocation and implementation. The transfer of 55 functions from 20 line offices that have been
integrated into the municipal administrative structure has not yet been carried out smoothly, which
should expedite the settlement of both the transfer of financial and non-financial resources in line
with these 55 functions.

The implementation of the project through the implementation of a separate procurement
method with state entities requires no deposit to guarantee validity. At the end of the project, only
90% of the payment is made and the remaining 10% is kept to guarantee the project for 12 months.
If the project is of good quality, another 10% will be disbursed. In the case of the same budget

year, there is no problem with payment, but in the case of the following year (cross year), the 10%
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remaining payment budget cannot be deducted because the rest of the remaining budget is diverted
to the national budget in accordance with the legal documents in force each year, hence the Phnom
Penh Administration does not have a loan for this 10% payment.

Conclusion Part 3: While MTFF has been delayed, the medium-term budget has been

implemented and gradually improved, which has made it easier for ministries and institutions to
prepare budgets with both sector and ministry budgets, especially for the integration of recurrent
and investment budgets, including time following the budget calendar. However, the integration
between capital expenditure and recurrent budget as well as the quality of BSP and PB must
continue to be considered. In particular, some ministries and institutions still maintain centralized
budget management, allowing for a small number of budget entities, which means that the budget
provided to the implementing units is also small. In this regard, increasing the number of budget
units and fully authorized budget entities is an important task that needs to be further promoted
and strengthened as the Cambodian budget system has been moving towards the implementation
of performance-informed budgeting where the powers and budgets will be decentralized to the
implementing units. At the same time, the integration of the capital/provincial strategic plan
between the capital/provincial administration with the municipal, district and commune budgets
and the alignment with the budgets of line departments will contribute to strengthening the
efficiency of budget allocation and implementation. In particular, financial decentralization needs
to be strengthened, with 55 functions from 20 line offices integrated into municipal administration
structures not yet implemented smoothly, which should expedite the handling of both financial

and non-financial resource transfers in accordance with the objectives of the 55 functions.

Part 4 - Completion of the Readiness Towards Performance Accountability
The preparation for next step is to prepare the key fundamentals in Phase 3 Plus 2 to move

to Phase 4 "Performance Accountability"”, which aims to implement a Performance-Informed
Budgeting system. This section focuses on four objectives, including (1) Implementing the
performance-informed budgeting system, (2) Implementing the performance monitoring and
inspection system throughout line ministries, (3) Improving the efficiency of the performance
monitoring system and information technology (Internal Audit, Financial Inspection, and

Independent Audit), and (4) Promote budget transparency.

According to the Action Plan of the Budget System Reform Strategy 2018-2025, Performance-
informed budgeting will be piloted for the 2023 budget. Therefore, key performance indicators

will be developed when the performance agreement form is put to trial. In this regard, the General
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Department of Budget has prepared and implemented the performance agreement form through
Prakas No. 149 MEF. PrK, dated 17th February 2022. In the preparation of the budget for 2023,
line ministries have prepared according to the guidelines on the preparation of Performance-
informed budgeting. In addition, the performance agreement has been prepared and disseminated
on the content and detailed explanation of the form to line ministries for preparation in 2023. This

performance agreement is defined in three levels:
- The first level is between the Ministry of Economy and Finance and the Line Ministries

- The second level is between the Minister and the program manager in each of their

responsible ministries.

- The third level is between the program manager and the head of the budget unit.

For the preparation of the 2023 budget, 7-line ministries have implemented this performance
agreement, including (1) the MEF, (2) the Ministry of Land Management, Urban Planning, and
Construction, (3) the Ministry of Agriculture, Forestry, and Fisheries, (4) Ministry of Industry,
Science, Technology and Innovation, (5) Ministry of Education, Youth and Sports, (6) Ministry of
Health, and (7) Ministry of Justice.

To implement performance-informed budgeting, it is necessary to prepare clear, complete, and
comprehensive legal standards, which include the preparation of the Law on the Public Financial
System (new), the amendment of Sub-Decrees No. 81 and 82, the preparation of Prakas and
technical guidelines. The preparation of the draft law on the new public financial system is in line
with the 2018-2025 budget reform strategy, based on the "Performance-Informed Budget
System". The structure of the draft law is divided into nine chapters, a total of 109 articles, which
was amended from the structure of the 2008 Public Financial System Law, which has eight
chapters and 91 articles. Some new concepts and key principles in the direction of reform are also
included in this draft law. The Draft Law on the Public Financial System (new) passed the Plenary
of the Council of Ministers on 13 January 2023 and submitted to the Legislature was adopted by
the Senate on the morning of February 20, 2023.

On the other hand, for the amendment of Sub-Decree No. 81 and No. 82, a draft was prepared
and put together, which was renamed to "Draft Sub-Decree on Budget Management and Public
Accounting". The new sub-decree covers the following aspects:

e Expenditure: covers both recurrent and capital expenditures and the integration between

the two expenditures.

e Revenues: Incorporate key principles of revenue, especially non-tax revenue, to determine

the level of revenue collection, and strengthen compliance and transparency in the
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collection and use of non-tax revenue of line ministries.

e Public Procurement: Incorporate regulations that set out key principles of public
procurement, reflecting the relationship between public procurement and budget
execution.

The new sub-decree draft was discussed within the MEF. and received input from the Ministry
of Finance of the French Republic and is currently revising and updating it in accordance with the
(new) Public Financial System Law. This new sub-decree will be the main sub-decree for the
implementation of the law on the (new) public financial system. As for the time frame, the
technical team proposed to set the second quarter of 2023, June 2023 as the new time frame for
the completion of the preparation of the new draft sub-decree instead of the end of the fourth
quarter of 2022, which was previously set in the action plan for the implementation of the 2018-
2025 budget reform strategy, based on the process and progress of the preparation of the draft, the
(new) Public Financial System Law and this draft sub-decree are practical to ensure the quality

and efficiency of long-term budget management.

To strengthen the implementation of the performance monitoring and control system in
line ministries, as well as to assist the Royal Government in preparing, analyzing, and
implementing policies, the MEF issued Prakas No. 113 MEF BrK on the implementation of the
guidelines on monitoring and evaluate the performance-informed budgeting at the beginning of
2022. Guidelines for monitoring and evaluating performance-informed budgeting will help to
identify key priorities that support more effective planning and budgeting, as well as respond to
resource availability and increase accountability and transparency in achieving established policy
objectives. Meanwhile, the draft guidelines on the implementation of performance-informed
budgeting and budget monitoring have been changed to the new time frame for the second quarter
of 2024. Separately, the Prakas on the implementation of the mechanism for monitoring and
evaluating the performance-informed budgeting in 2024 will be prepared and put into trial use in

2025.

Following the implementation of the 2000 Law on Auditing, which stipulates the
establishment of internal audit functions in line ministries and public enterprises, the Royal
Government of Cambodia has issued Sub-Decree No. 40 on the preparation and operation of

Internal Audit in line ministries, and Public Enterprises in 2005. At the same time, to update the
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content per the actual context and the evolution of society, the General Department of Internal
Audit has been improving the legal framework related to some internal audit functions, including
revising the new draft sub-decree on the organization and the conduct of the internal audit as well.
In addition, there are three new audit guidelines have been developed which are Performance
Audit Guidelines and Standards, Information Technology Audit Guidelines, and Audit Guidelines
on Development Partners Financing Projects during June 2020. In 2022, another guideline on the
implementation of online audits has been developed and implemented.

Guidelines and Standards for Performance Audits and Information Technology Audits
were announced to be implemented in 2020 and disseminated to the Internal Auditors of Line
Ministries and Public Enterprises through a series of workshops, as well as put in a series of trial

implementations.

Performance Audit: In 2020, two audits were conducted: (1) Audit on the topic of
“Enterprise Survey Project at the General Department of Taxation” and (2) on the topic of
“Automation on Management of Tax Administration Project at the General Department of
Taxation”. In 2021, 6 ministries were put into trial: the Ministry of Rural Development, the
Ministry of Agriculture, Forestry and Fisheries, the Ministry of Water Resources and Meteorology,
the Ministry of Public Works and Transport, the Ministry of Education, Youth and Sports and the
Ministry of Labor and Vocational Training. In 2022, case studies were conducted in six more
ministries: Ministry of Planning, Ministry of Land Management, Urban Planning and
Construction, Ministry of Posts and Telecommunications, Ministry of Culture and Fine Arts,

Ministry of Tourism, and Ministry of Social Affairs, Veterans and Youth Rehabilitation.

Information Technology Audit: In 2020, one IT audit was piloted on the topic of
"Effective Automation of Tax Management" and in 2021, 10 ministries were piloted, including the
Ministry of Land Management, Urban Planning and Construction, Ministry of Information,
Ministry of Culture and Fine Arts, Ministry of Justice, Ministry of Environment, Ministry of Posts
and Telecommunications, Ministry of Cult and Religion, The Ministry of Tourism, the Ministry
of Social Affairs, Veterans and Youth Rehabilitation and the Ministry of Planning, and in 2022,
has drafted a tested IT audit report as a case studies on four ministries: Ministry of National
Assembly-Senate Relations and Inspection, Ministry of Foreign Affairs and International
Cooperation, Ministry of Commerce, and Ministry of Women's Affairs. At the same time, the
General Department of Internal Audit has explored and tested the use of the Audit log function
related to: 1. Purchase Order (PO), 2. General Ledger (GL) in FMIS and 3. Procurement (PR) in
FMIS.
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7

* Financial Inspection System

Ministry of Economy and Finance announced the implementation of professional ethics for
financial inspectors in July 2019, intending to define the rules and principles that financial
inspectors must adhere to and follow to increase efficiency, effectiveness, accountability and
transparency. The basic principles regarding both professional and ethical codes of conduct of
financial inspectors include 1) professionalism, 2) integrity, 3) attitude, 4) independence, 5)
conflicts of interest, 6) confidentiality, And 7) the use of public property. At the same time, the
General Inspectorate has introduced the Manual on Financial Inspection to outline the roles,
duties, and authority of financial inspection. This handbook is a document for the officers of the
General Inspectorate to study and understand the roles and responsibilities in performing the work
of financial inspection.

Overlapping implementation of internal audit and inspection functions in line ministries
mainly due to lack of concept to determine the competent authority, therefore the Royal
Government has assigned the task to MEF. to direct the preparation of the framework and rules of
the internal audit system and inspection of the Royal Government. The development of the
framework and rules of the Internal Audit and Inspection System is still progressing slowly, with
discussions with the French Advisor on the draft report on the implementation of the duties and
responsibilities of the Internal Audit and Inspection and suggestions on the way of dividing the
tasks. However, in order to facilitate the division of roles and responsibilities of internal audit and
inspection of line ministries for the short term, the Inspectorate has prepared Sub-Decree No. 168.
on the framework of functions and duties of the Internal Audit and Inspection, which was approved
on October 8, 2020. Sub-Decree No. 168 is the first step in harmonizing the functions of the
internal audit and inspection of the jurisdiction of the MEF. The Ministry of National Assembly-
Senate Relations and Inspection and the Ministry of Public Works, are the inspection bodies of
the Royal Government on each function. However, at the line ministry level, this sub-decree
pointed out that line Ministries have to divide the tasks and procedures between the Internal Audit,
the Inspectorate, as well as other units with the appropriate inspection authority to avoid
duplication of inspections while Inspections functions in most line ministries include both
inspectorates and sectoral inspections.

Through the Strategic Plan for Financial Inspection 2021-2025, the General Inspectorate has
researched and prepared reports on the implementation of the roles and responsibilities of the
Internal Audit and Inspection of 12-line ministries. Meanwhile, the Financial Inspection Standards
were also announced and promulgated in early 2022. On the other hand, Sub-Decree No. 108 on

Rules and Procedures of Financial Inspection dated 1 June 2022 was implemented and
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dissemination workshops were organized for sub-units of Financial Inspection at line ministries,
central level units, Provincial Administration, Provincial Court, Municipal Administration,
Provincial Departments, Public Administration and Public Enterprises in 12 Provinces and Phnom

Penh Administration Representatives.

7

«» External Audit System

The National Audit Authority (NAA) has prepared guidelines on operational audits and was
approved on December 16, 2019. The main purpose of an operational audit is to promote cost-
saving, efficiency and effectiveness.

After the guidelines on operational auditing were disseminated and implemented, the
National Audit Authority prepared four reports, which include (1) the audit report on the operation
of rural road management of the Ministry of Rural Development for the year 2018, ( 2) the Audit
report on operations at the Cambodian Mine Action Center for 2018 (3) Audit report on the
operation of the one window service mechanism for providing administrative services in
Sihanoukville Provincial Administration, Sihanoukville Municipality and Prey Nob District
Administration for the year 2018 and (4) Audit report on the operation of state property
management in Oddormeanchey Provincial Administration for 2018. In 2020, the National Audit
Authority continued to audit five operations for the year 2019, including (1) the management of
revenue collection in Prey Veng, and (2) the preparation and implementation of the budget of
Kampot Provincial Administration. 3) Tourism sector management of the Ministry of Tourism, (4)
Management of land registration in Mondulkiri province; and (5) Management of development
projects of Kampong Chhnang provincial administration and audit of FMIS implementation for
2020 for 4 line ministries, including the Ministry of Labor and Vocational Training, Ministry of
Education, Youth and Sports, Ministry of Agriculture, Forestry and Fisheries and Ministry of Posts
and Telecommunications, as well as sent the legislature and relevant institutions copies of the
reports. In 2021, the National Audit Authority conducted five performance audits for the 2021
period. In particular, in 2022, two operational audit reports have been completed and four

operational reports are being finalized for submission to the legislature.

The purpose of this section is to provide more comprehensive budget information to
further raise the ranking of the second pillar of the Public Expenditure Assessment and Financial
Accountability (PEFA) framework. Progress in this area is as follows:

Ministry of Economy and Finance continues to focus on public disclosure to gather
inputs from the private sector, development partners, researchers, students, the public, NGOs, and

national and international media in various consultative forums on the process of budget
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preparation and increase the availability budget information to the public in order to strengthen
the efficiency of budget allocation and efficient and effective use of resources, transparency, and
accountability.

Increasing public participation in the budget process: To increase public participation,
the General Department of Policy and the General Department of Budget has organized public
forums on macroeconomic frameworks and annual budget frameworks. As for the Citizen Budget,
there are guidelines on the preparation of the Citizen Budget and the Line Ministries Program
budgeting Forum, with the first year focusing on line ministries in the social and economic sectors.

Public people: Guidelines on the organization of public forums and citizen budget books
to disseminate the annual budget of each ministry to relevant partners and the public were issued
in the letter No. 1948 MEF dated 14 March 2022 by selecting 4 ministries, 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 for implementation in 2022.

Increasing the dissemination of budget documents: Ministry of Economy and Finance
publicly published budget documents on the website, including (1) the macroeconomic policy
framework and public finance, (2) the circular on strategic planning, budget, and annual budget,
and (3) executive summary on Draft annual financial law, (4) summary of the budget book of
annual financial law, (5) Circular on the implementation of the law on finance for management in
2021, (5) Monthly report on state financial transactions (TOFE & GFS standard), (6) Law on
budget payment, (7) Monthly report on socio-economic trends, (8) Quarterly economic and
financial statistics bulletin and (9) Public debt statistics bulletin. In addition, the National Audit
Authority has published an audit report on public financial management.

Increasing public procurement transparency: The General Department of Public
Procurement also publishes public procurement statistics bulletins and procurement plans,
announcements, and contract submissions on the website.

Conclusion Part 4: The implementation of the fourth phase is ready from 2023 onwards

through the draft law on the public financial system (new) and the draft sub-decree on budget
management and public accounting (Sub-Decree No. 81 and Sub-Decree No. 82) which will come
into force during the first half of 2023 and the gradual preparation and implementation of the
performance agreements and guidelines to ensure the effective preparation and implementation of
performance-informed budgeting. However, the monitoring and evaluation framework and
internal audit function, which focuses on auditing performance and information technology, as

well as inspection functions in all line ministries, need to be gradually strengthened to ensure that
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the line ministries have a strong monitoring system, while the Royal Government has been making
financial decentralization to more line ministries, the current framework and legislation are being
gradually prepared. The functions between the internal audit and the inspection continue to be
duplicated, which must be addressed by expediting the preparation and implementation of the

framework and rules of the internal audit and inspection system.

Part 5 - Support the PFM and Cross-Cutting Issues of Other Reforms

In the fourth phase of the Rectangular Strategy, governance reform remains a key element
and a critical direction for the Royal Government. Within the framework of the implementation
of the reform work leadership, management, ownership, responsibility, organization and
management of relevant institutions, and incentive mechanisms are the factors that determine the
success and sustainability of public financial management reform. In this regard, part 5 “Support
the PFM and Cross-Cutting Issues of Other Reforms” continue to focus on three objectives,
including (1) enhancing leadership, capacity of management, and embedding the reformed
mindset also increase ownership and accountability, (2) increase efficiency in building capacity
and incentive measures, and (3) strengthen capacity building for the implementation of the third

phase of the public financial management reform program.

According to the Royal Government Circular No. 09 dated 08 December 2015 on the Rules
and Procedures for the Preparation and Implementation of Monitoring and Evaluation on Public
Financial Management Reform, Each line ministry shall Implement the action plan submitted by
the Minister or the head of the institution by achieving the indicators and goals of each activity
regularly. To ensure the effectiveness and efficiency of the implementation of the Public Financial
Management Reform Action Plan, regular progress monitoring mechanisms are implemented. In
this regard, for the achievement of the implementation of the action plan for public financial
management reform, line ministries and units under the MEF. prepare and summarize quarterly
and annual audit reports and submit them to the GSC according to the deadline contained in
Circular No. 09.

By providing quarterly and annual progress reports on the implementation of the Public
Financial Management Reform Program to GSC the implementation of the project on time reflects
the attention, leadership, and coordination of the line ministries and general departments under
the MEF to strengthen the efficiency and effectiveness of the implementation of the institution.
However, there are still a small number of line ministries that should pay more attention to their

internal coordination to expedite the consolidation and provide timely reports. In addition, to
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ensure effective implementation and accountability, the composition of the Public Financial
Management Reform Working Group in line ministries and units under the MEF must be updated
annually. GSC has advised the Public Financial Management Reform Working Group in line with
ministries and entities under the MEF to update and organize terms of reference in line with key
objectives /actions in GDAP / MAP.

Within the framework of building and strengthening the professional capacity of the
officials that were part of implementing the Public Financial Management Reform Program, the
strategic plan on capacity building and development within the framework of the Public Financial
Management Reform Program, Phase 3 Plus 2 and Phase 4, has been approved by His Excellency
Akka Pundit Sopheacha, Deputy Prime Minister, on 41 October 2021, on letter No. 383 MEF
/ GSC. At the same time, the action plan of the above strategic plan for 5 years has been prepared
and implemented by organizing training, which achieved a total of 32 sessions with 1756
participants, equivalent to 94% compared to the annual plan for 2022 with 3 documents have been
prepared and training subjects, including (1) Management of state assets inventory, (2) Public
accounting and (3) Management of public investment to be implemented in 2023. In addition, a
concept note on the qualifications of public-financial management officers has been prepared and
requested His Excellency Akka Pundit Sopheacha, Deputy Prime Minister for review and
recommendation as a basis for the preparation of legal standards which is a tool for determining
the qualifications of the officials who will hold the position or in charge of public financial
management in line ministries, departments, relevant professional entities, and sub-national

administration.

In line with the Rectangular Strategy Phase 4, at the “Governance Reform”, the Public
Financial Management Reform Program promotes the use of results-based management to shift
the management of public finances in Cambodia from a public financial system that focused on
inputs into a public financial management system that focuses on outputs or results and
decentralization. In this regard, results-based management guidelines have been developed and
disseminated to all project implementation units, as well as training to the Ministry of Education,
Youth, and Sports. Currently, the draft framework is being finalized after being submitted to all
units for review and comment. In addition, the Performance Management and Accountability
System (PMAS) version 2 has been developed and implemented within the General Secretariat on
the preparation of operational planning, reports, and performance evaluation. However, the

implementation of PMAS in the second phase encounters some challenges due to the need for
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additional functionality in the system, the design to meet the needs of users, and the need for

systems beyond the required workload that was defined in the development plan.

The Sub-National Democratic Reform Program, the Public Financial Management Reform
Program, the Public Administration Management Reform Program, and the Law and Justice
System Reform Program (established in 2017) are the core reforms of The Royal Government of
Cambodia, which has an impact on all line ministries and requires correspondence, complement
each other and should be at a similar pace. In this regard, the 3 Plus 1 Reform Program Meeting
is held quarterly to coordinate and determine the overall direction of the Royal Government's good
governance reform. Meanwhile, the Vision and Strategy Document of the 3 + 1 Reform Program
and Sub-Decree No. 241 on the 3 + 1 Reform Mechanism of the Royal Government was approved
and implemented on November 25, 2022, and a proclamation ceremony was held for the official
launched on December 7, 2022. Separately, the guidelines on job descriptions have been prepared
and the draft sub-decree on the implementation of the guidelines on the organization of job
descriptions has been prepared at the level of the General Department of Civil Service Policy of
the Ministry of Civil Service.

Conclusion Part 5: Reform working groups in units under the MEF including the Capital-

provincial department of MEF and line ministries have implemented the plan and sent the
achievement report to the GSC on time, despite the delay for a few line ministries. The reform
movement is sustainable, which is reflected based on participation from all stakeholders.
However, the coherence of the GDAP / MAP / PDAP and CAP needs to be further strengthened
to ensure that the implementation of the activities is in line with the indicators set out in the Public
Financial Management Reform Program. At the same time, the cross-cutting reform works have
been strengthened through the implementation of the vision and strategy document on the
harmonization of the three-plus-one reform and the three-plus-one reform coordination
mechanism. However, the activities of the three reform programs need to be further coordinated
to ensure that functions transferred from the national to sub-national levels are supported by the
administrative structure and resources for the effective implementation of services. In particular,
capacity building remains a priority, which is necessary to improve the qualifications of financial
management officers in line ministries and strengthen the dissemination and training to all relevant

people.
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3. The Evaluation of the Prerequisites for Implementing “Performance Accountability”
Part 1: Further Strengthening the Budget Credibility

The sustainability of state budget revenue collection is a necessary condition to ensure
the success of public financial management reform. From 2016 to 2022, state budget revenue
increased by an average of 0.64 percent points of GDP. Despite a sharp decline to -3.43 percent in
2020 and -1.14 percent in 2021, the average current income growth remained at 0.64 percent. This
is higher than the target of 0.5 percent set in the first phase of the revenue generation strategy
(2014-2018) and 0.3 percent set in the second phase of the revenue generation strategy (2019-
2023). In fact, after the ease of the Covid-19 crisis due to the introduction of the necessary
measures by the Royal Government, the state budget revenue in 2022 jumped to 1.75 percent of
GDP (Temporary figures). Current state budget revenue in 2023 is expected to continue to grow
based on the continued positive growth of the Cambodian economy, especially the implementation
of support policies of the Royal Government, which will further revitalize the domestic economic
and trade activities as the Covid-19 crisis eases. However, the state budget revenues could be
largely affected by the war crisis between Russia and Ukraine, which has affected global

commodity prices, trade flows, financial situation, and global investment flows.

State budget expenditures have been increased and implemented closer to the targets
set in the budget law, but quarterly expenditures have not been smooth. From 2016 to 2022,
the implementation of state budget expenditure is within +/- 5% compared to the budget law.
According to the annual budget law, state budget expenditures increased by an average of 16.75%
from 2016 to 2020 and decreased to 0.51% in 2021, and increased by 4.78% in 2022, the reduction
in expenditure is in the period of the Covid-19 crisis and the war between Russia and Ukraine.
Expenditures in 2021 will be focused on mitigating the impact of Covid-19 and addressing the
severe impact of the flood in 2020. Expenditures in 2022 continue to focus on the introduction of
appropriate and timely intervention measures, stepping up new development pathways linked to
changes in global economic and global trade, and continuing to manage the impact of the
epidemics Covid-19 and structural reforms to achieve crisis resilience. As for the budget for 2023,
which is the final year of the Royal Government of the 6th legislature of the National Assembly,
it has been prepared in the context of considering the restoration of economic growth through
adaptation to the new normality. However, strategic thinking in allocating the budget to the priority
goals by the policies of the Royal Government and the actual facilities requires the strengthening
of the quarterly expenditure flow. From 2016 to 2022, the quarterly expenditure flow is not yet
well enough, especially in the third quarter, which is still lower than the target (70%), which tends

to accumulate at the end of the year and budget operations continue to the next year.
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While tax revenue management continues to improve, non-tax revenue management
continues to be strengthened through the introduction of legislation and information
technology systems, but there is still more potential for non-tax revenue collection. The law
on non-tax revenue management was promulgated on August 18, 2022. This law aims to manage
non-tax revenue for the national budget revenue by defining the legal framework, institutions,
mechanisms, rules, and procedures for the management of all types of non-tax revenue collection
to contribute to the interests of economic and social development. Cambodia. Meanwhile, the
Non-tax Revenue Management Information System (NRMIS) was launched in 2018 to manage
the collection and recording of non-tax revenue effectively and accurately. At the same time, e-
payment systems have been developed in conjunction with the NRMIS system to provide the
public with additional options and convenience for paying non-tax revenue on the use of public
services. In particular, the collection of non-tax revenue from the lease of state property still has
more potential through the review of leases by changing the method of calculating the rent of state
property in accordance with the current context of the Cambodian economy.

Electronic Fund Transfer (EFT) has been implemented and is in good progress. EFT
is a function in the FMIS system that will be implemented in 2018 for electronic payment to
suppliers and line ministries without the need for a check by the General Department of the
National Treasury. The use of electronic payments saves time and reduces the cost of paperwork,
especially reducing the interaction between beneficiaries and providers, which in turn enhances
the transparency and efficiency of public services. EFT payment is fully complete, especially the
payment of salaries to civil servants twice a month timely and there is no arrear (up to 60 days).

The implementation of Procurement obligation, especially the use of competitive
procurement methods and the preservation of the value for money, will be strengthened
through the implementation of the (new) Public Procurement Law. Procurement
decentralization is an important component of the draft law, in which procurement management
and decision-making rights will be gradually granted to the procurement body. Negotiations with
single-source procurement will be tightened, which will improve competitive procurement,

leading to maintaining the value of money.

Part 2: Further Strengthening the Financial Accountability

The Financial Management Information System (FMIS) has expanded its scope
across national and sub-national institutions and is expanding and strengthening its
implementation step by step. By 2022, the FMIS system will be implemented in all line
ministries, including the fully authorized budget authority, the Capital-Provincial Treasury, the

Capital-Provincial Department of Economy and Finance, and the Capital-Provincial
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Administration. New core functions (budget planning and full procurement functions and FMIS
procedural orientation (Business Process Streamlining) have been gradually strengthened and
expanded through strategic steps. Digitization of FMIS budget implementation is a necessary
condition to contribute to strengthening the transparency and accountability of public finance,
especially to accelerate the flow of budget through the orientation of new work procedures through
the FMIS (Business Process Streamlining) system.

Management of state assets is strengthened through the implementation of legal
standards and information technology systems. The Law on the Management and Use of State
Assets was promulgated on November 12, 2020. This law aims to manage, and use all types of
state property by defining the legal framework and institutions as a basis to contribute to the
benefits of socio-economic development, environment, and culture of Cambodia. In addition, the
State Asset Register Management Information System (SARMIS) was initiated in 2016 for the
purpose of monitoring, recording, and managing state assets by line ministries, units, and state
property management units with high efficiency. The implementation of the SARMIS system has
helped to increase the preparation of the inventory by 2021 to 87% (2643/3053 units) and is
expected to increase further after the implementation of the commune administration.

All seven budget classifications have been implemented and coded into the FMIS
system, but the implementation is not yet complete. Geographical classification, function
classification, and funding source classification have not yet been fully implemented, due to data
not yet fully available on demand. At the same time, the implementation of program classification
is still limited, which is reflected in the inability to fully record the costs associated with staffing
and investment costs under each specific program.

Public debt management is constantly strengthened, reflected in the five key debt
indicators being maintained under the ceiling until 2022. In managing public debt, the Royal
Government adheres to a high level of vigilance by strictly implementing the five key principles,
including: (1) to borrow in a reasonable amount that the financial and economic situation can
withstand (2) Borrow only loans with high concessions or favourable conditions; (3) Borrow only
for priority sectors to sustain economic growth and increase economic productivity or production
productivity; (4) Use loans in a transparent, accountable, efficient manner, and the highest
efficiency (5) To use credit for financing investment projects on public infrastructure, which must
have high standards and quality in accordance with the principles of public investment
management, as well as respond to the needs of national development in the new phase, especially
to ensure economic sustainability, Society, environment and resilience to climate change. By

consistently adhering to these key principles, Cambodia's public debt situation has steadily
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improved. Indeed, based on debt sustainability analysis, Cambodia's five debt ratios are below all
benchmark ratios, with the most important debt ratio being the current value of foreign public debt
relative to GDP with only 24.90% by 2022, which is lower than the base ratio (40%).

More attention to the management of public finances of public institutions,
administrations, and public enterprises. This work will be gradually strengthened through the
implementation of the minimum criteria for public financial management for public institutions
of administration and the introduction of a strategic document on public enterprise management

reform, which this strategic document expects. Implemented in 2023.

Part3: Strengthening Efficiency of Budget-Policy Linkage

The implementation of the Medium-Term Fiscal Framework (MTFF) and the
Medium-Term Budget Framework will help to strengthen budget discipline and improve the
fiscal forecasting model, especially the linkage of the budget to government policies. MTFF
is designed to (1) support the linkage of the budget to the government’s priority policies based on
the availability of resources, macroeconomic conditions, and fiscal anchors; (2) strengthen the
efficiency of budget allocation; and (3) ensure macroeconomic stability and financial
sustainability. MTFF was initiated in 2019 but has not been implemented due to the uncertainty
of the economic situation, resulting from the COVID-19 pandemic and the Russia-Ukraine war.
The macroeconomic and public financial framework was still in use for the formulation of the
Budget Strategic Plan (BSP) and annual budget. As planned, MTFF will be implemented in 2024
for the 2025-2027 budget framework.

The MTBF is designed to estimate the availability of resources for budget allocation
by sectors and line ministries, considering the projection of the program to be funded for
public service delivery. It is the multi-year budget allocations which the government will be able
to allocate additional budget to the priority sectors following the government’s priority policies.
The MTBF was piloted in 2019 with a base budget ceiling by sectors and line ministries. The
MTBF 2023-2025 at sub-national administration was formulated but has not been implemented.
The implementation of MTBF in sub-national administrations will help to strengthen the process

of annual budget planning of sub-national administrations.

The BSP has been implemented throughout the national and sub-national
administrations and is constantly being improved, but the integration of the BSP in the sub-
national administration remains some challenges. The BSP is an important tool for (1) linking
the budget to line ministries and the government’s policies (2) increasing consideration of

expenditure priorities in better response to the line ministries’ policies, (3) ensuring the
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sustainability of program implementation of line ministries to achieve the objectives of
government’s policies, (4) the basis for explaining and presenting evidence on budget
requirements for policy implementation and (5) the basis for formulating and allocating the annual
budget for priority objectives. The BSP preparation has been gradually improved, but further
quality improvement is needed. In particular, the integration of the strategic plan of the
capital/provincial administrations between the capital/provincial administrations with the budget
of the municipality/district and commune/Sangkat and alignment with the budget of line
departments must continue to pay attention. This exercise will contribute to the efficiency of

budget allocation and execution.

The Program Budgeting (PB), a tool that links budgets to policies, has been expanded
across national and sub-national administrations while the number of budget entities has
been increased and its authority has been gradually transferred to budget entities. As of
2022, there are a total of 940 budget entities, of which the central administration has 87/337 fully
authorized budget entities, accounting for 26%, and the local administration (line departments)
has 603/603 fully authorized budget entities, accounting for 100%. The increase in the number of
fully authorized budget entities in the central administration is still limited, which should be
further forced as the Cambodian budget system has been moving towards the implementation of
performance-informed budgeting. In this movement, the powers and budget will be more
decentralized to the implementing agencies. In addition, the integration of recurrent and capital
expenditures to be prepared for the nine-line ministries will contribute to strengthening the budget-

policy linkage.

Public Investment Management (PIM) is strengthened through the implementation
of legal documents. The promulgated legal documents include the Law on Investment, the Law
on Public-Private Partnership, the Sub-Decree on Public Investment Management, and the
Standard Operation Procedure on Public Investment Projects Financed by Donors. The supporting
legal documents include Prakas on SOP of management, preparation and implementation of public
investment projects funded by national budget, Prakas on the Implementation of Guidelines on
SOP for Preparation and Management of Public Investment Projects for Subnational
Administration, Prakas on Joint Principle for the Management of Irrigation System Maintenance,
Prakas on Joint Principle for the Management of Road Infrastructure Maintenance Project, Prakas
on the Establishment of the Public Investment Commission, Inter-Ministerial Prakas on the
Implementation of the Instruction Supplement to the Technical Instruction on Preparation and the
Development of a Three-year Rolling Investment Program for Capitals, Provinces, Municipalities,

Districts, Khans and Communes.
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Part4: The Completion of Readiness Towards Performance Accountability

The implementation of the PFM reform program in the fourth stage is gradually
being prepared from 2023 onwards through the entry into effect of the Law on the Public
Finance System (new) and the Draft Sub-Decree on Budget Management and Public
Accounting. The Law on Public Finance System (new) sets out the basic principles for the
management of the public financial system and the preparation of financial laws, specifically each
step of the process of preparing, approving, and implementing the budget and monitoring the
budget results. This law also determines the functions and responsibilities of relevant stakeholders.
In addition, this law is intended to achieve budget credibility, financial accountability, budget-
policy linkage, and performance accountability by ensuring the efficiency, transparency,
accountability, and sustainability of public financial management to support macroeconomic
stability, economic growth, and social equity. The draft Sub-Decree on Budget Management and
Public Accounting aims to simplify the budget control system by clarifying and shortening the

procedures for executing and controlling the budget, both in line ministries and in the MEF.

Performance agreements which reflect the results to be achieved in the fiscal year are
gradually being piloted. For the 2023 budget, 7 ministries have implemented the performance
agreements. This performance agreement is defined in three levels. The first level is between MEF
and line ministries. The second level is between the line ministries with the program managers in
the relevant line ministries. The third level is between the program managers and the head of the

budget entities.

The framework of monitoring and evaluation has been gradually strengthened
through the implementation of guidelines on the monitoring and evaluation of performance
budgeting but must continue to pay attention to the monitoring and evaluation at the line
ministries. A good performance-based management system requires regular monitoring and
evaluation. This system sets out the mechanism for feedback for decision-making at all levels and
for understanding the progress, efficiency, and effectiveness of each program, and more
importantly, for taking timely corrective measures whenever the program is not progressing well.
In line with this direction, guideline on the monitoring and evaluation of performance budgeting
has been promulgated as a necessary mechanism to promote the implementation of performance
budgeting through the establishment of effective monitoring and evaluation mechanisms.
However, the concern is that line ministries have not yet paid attention to the monitoring and

evaluation system of performance budgeting.
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The trend of more financial decentralization to line ministries requires the
strengthening of performance audits and IT audits. In line with this, the Performance Audit
Guideline and the IT Audit Guideline are being implemented. The Performance Audit Guideline
helps auditors to understand the performance audit procedures, including planning, implementing,
and preparing standard reports. The IT Audit Guideline aims to facilitate the audit of IT systems
within the RGC. Although these guidelines have been implemented but have not yet been given

high attention within line ministries.

Overlapping of internal audit and inspection functions continues to be a challenge.
An entity can receive inspections six times a year, including its internal authority, the inspection,
and the internal audit. External competencies include Ministry of National Assembly-Senate
Relations and Inspection, National Audit Authority, MEF’s General Inspectorate, and MEF’s
Procurement Audit. This task was partially coordinated through the implementation of Sub-Decree
No. 168 dated October 8, 2020, on the Framework of Functions and Duties of the Internal Audit
and Inspection. However, these issues will be addressed through the development of a Framework

and Rules for Internal Audit and Inspection that are still lagging.

Part5: Support the PFMRP and Cross-Cutting Issues of Other Reforms

Human resources related to PFM skills have been gradually strengthened through
the implementation of S-year-capacity development strategic plans within the PFM reform
program and the launch of the certification program. This strategic plan aims to develop
qualitative, conscious and innovative capacity, professional skills, and specialized talent of PFM
for civil servants to fulfil their duties and responsibilities in the sense of willingness and ownership
to contribute to the objective of budget-policy linkage and performance accountability. Human
resource development will be further enhanced by the introduction of a Sub-Decree on the
Qualifications of PFM officials linked to the certification program.

The cross-cutting reform programs have been strengthened through the
implementation of Visionary and Strategic Documents for 3+1 Reform Programs and 3+1
Reform coordination mechanisms. This strategic document is designed in line with 4 approaches
including (1) the whole finding-keeping approach referring to the fact that one reform program is
dependent on another reform program. Those reforms are intertwined and indispensable; (2) Role-
based contribution approach referring each reform program which is indispensable to each other
according to their roles and abilities within the framework of their respective institutional
functions as determined by the laws and regulations; (3) Ownership maintenance and cooperation
supporting approach which is to respect ownership of progress and accountability for its reform

programs and to provide support and cooperation with other reform programs; and (4) The
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proactive approach which is to anticipate and prepare to solve problems together through a 3+1

reform coordination mechanism.

The implementation of the fourth stage of the PFM reform program will have enough
budget through the launch of the PFM fund, and eventually the contribution of the RGC.
This fund is the contribution of the bonus portion of the MEF and line ministries collecting non-
tax revenue. This fund aims to create a comprehensive budget package for the RGC to support
and promote the implementation of a sustainable and effective PFM reform program in full
ownership of its reform works. Moreover, this fund is created in the context where the trend of
development assistance from development partners will gradually diminish as Cambodia moves
towards socio-economic development. In addition, the contribution of the RGC will be
supplemented if necessary. To implement this fund, the Sub-Decree on the Establishment of the

PFM Reform Program Fund has come into effect at the beginning of 2023.
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4. The Priority Tasks in Stage 4 of the PFM Reform Program

Along with the achievement of Platform 1 / Stage 1 and Platform 2 / Stage 2, the objectives
of Stage 3 (2016-2022) have essentially been achieved. This achievement builds a solid foundation
through the complete implementation of program budgeting and implementing performance
budgeting along with continuing to strengthen Platform 1 and expanding the implementation of
Platform 2. The MTBF has been initiated with the aim of encouraging line ministries to formulate
the accurate, comprehensive, and transparent budget strategic plan and annual budget by setting
the policy objectives, program, sub-program, activities, actions, and indicators. Macroeconomy
and risks were comprehensively managed and analyzed. The RGC has maintained the stability of
the macroeconomy (Annual GDP growth is 7%, the inflation rate is under 5%, the budget deficit
is decreased, fiscal space is expanded, and the exchange rate is stable). Accounting, recording, and
reporting systems were fully implemented using FMIS. Internal and external control systems were
gradually strengthened while performance-based management and performance-informed
budgeting systems were subsequently implemented.

However, based on the above evaluation results, there are still remaining tasks to be
completed and priority tasks to be continually strengthened for each platform in the period of stage 4
“performance accountability”. This stage sets high priorities on building performance-informed
budgeting while continually strengthening budget credibility, financial accountability, and budget-
policy linkage as the following.

— Part 1: Further Strengthening Budget Credibility

In this part, the RGC must continue to strengthen existing reform works including the
continued modernization of revenue administration and the optimization of the online revenue
collection system, the diversification of revenue through the introduction of new taxes and the
collection of existing revenue to the optimal level. In particular, the RGC must continue to
formulate legal documents and mechanisms for strengthening efficient non-tax revenue
management and strengthening the non-banking financial sector.

Budget expenditure execution remains a cumulative trend in the third and fourth quarters
despite progress in implementing measures to expedite budget execution such as the attachment
of a procurement plan and petty case plan with an annual budget proposal and other revision of
relevant legal documents. Moreover, the RGC must continue to promote the formulation of legal
documents to strengthen the efficiency of procurement performance. Those legal documents are
relevant to the increase of procurement decentralization stage 2 and procurement competitive

method through implementing the Law on Public Procurement. At the same time, line ministries
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must continue to expedite their budget plan execution in the early year and finish the budget

operation at year-end in line with the reform’s direction.

— Part 2: Further Strengthening Financial Accountability

In part 2, the RGC must continue to further strengthen and expand the FMIS system,
despite significant progress in subsequent stages and becoming the backbone of the entire PFM
system. Moreover, the RGC shall continue to focus on strengthening FMIS modules which were
existing and to be further developed to automate the budget formulation and execution (including
petty case operation); state property and inventory management, and procurement management;
and report producing in line with national and international standards. The timely accounting
closure should also be paid attention to along with the reform’s direction. On the other hand, the
preparation of budget execution reports based on the 7 budget classifications and financial
statements in accordance with public accounting standards must be encouraged. State property
management must be strengthened through the operation of SARMIS, improving the quality of
the state property inventory list, and promoting the implementation of relevant legal documents
such as Blueprint on State Property Management. Public financial management of public
administration establishments and public enterprises must continue to pay more attention to the

development of legal documents.

— Part 3: Strengthening Efficiency of Budget-Policy Linkage

In part 3, the RGC must continue to strengthen budget planning and execution and promote
the implementation of MTFF and MTBF as the base expenditure ceiling for credible formulation
and execution of the budget plan. In terms of public investment management, the RGC must
promote the integration of capital expenditure into the program along with the formulation and
implementation of guidelines to strengthen public investment management. Moreover, the
alignment of the BSP of capital/provincial administrations with the budget of the line department
must be strengthened. Financial decentralization at the sub-national level shall also be
strengthened. Furthermore, the RGC must further strengthen the mechanism of formulation,
monitoring, and evaluation of budget execution in line ministries, further increase the power of
budget decision-making through the increase of a number of budget entities, and align the role

and responsibilities along with the program of budget plan.

— Part 4: The Completion of Readiness Towards Performance Accountability
The completion of readiness towards performance accountability has been essentially
achieved through the readiness to gradually implement performance-informed budgeting.

However, the implementation of performance-informed budgeting requires revision of procedures
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for budget formulation, execution, and recording and reporting, and the change in attitudes
towards the implementation of new procedures requires awareness raising and training. This is to
provide availability and flexibility to budget entities at all levels so that they can accountably use
performance-based resources. In this regard, the framework for implementing and monitoring
performance-informed budgeting must be further enhanced for formulation and implementation.
At the same time, the trend of more financial decentralization to line ministries requires a strong
performance audit and IT audit which shall be more paid attention to in the next stage, and
duplication of audits’ roles will be addressed through the introduction of a Framework and Rules

for Internal Audits and Inspections that are still lagging.

— Part5: Support the PFMRP and Cross-Cutting Issues of Other Reforms
Supporting the PFM reform program and cross-cutting issues of other reforms requires
further attention due to the previous training not yet fully responding to the reform trend. In the
next stage, training will be more provided to line ministries. The introduction of the Sub-Decree
on the Qualifications of PFM officers linked with the certification program will further promote
human resource development. In addition, the activities of the three reform programs should be
further aligned to ensure that functions transferred from the national to the sub-national level are

supported by administrative structure and resources for efficient public service delivery.
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5. Risk Management

The sound PFM system is an essential policy tool to support the RGC in formulating and

implementing socio-economic policies in response to the crisis and the situation after the

COVID-19 pandemic and during the Russia-Ukraine war. Cambodia will continue to

strengthen and rehabilitate economic-based sectors and seize new opportunities in line with the

rapid changes in global and regional economic trends, aiming to build long-term economic

growth models to ensure economic-social resilience and responsiveness.

Based on the results of the monitoring of CAP3+2, risks are identified to be addressed

step by step in line with the reform’s direction. Risk levels are divided into three levels (high,

medium, and low) based on two criteria namely the importance of ensuring the achievement of

a PFMRP’s vision and the defined timeframe.

Table 4: Risk Management

Management

- Budget pressures: the
increase in recurrent budget;
a decrease in DP’s fund;
financial risks and public
debt burden.

- The flow of budget
execution remains

challenging.

No. Risks Level Measures
1 Global Economy and Finance | medium | _ Expand budget and strengthen budget
- The change and threat of expenditure quality.
global economic context. - Extend tax base.
- Monitory policy restriction. - Strengthen the PFM system, as well as
- Political geopolitical promote the use of automation of
tensions affecting PFM revenue and expenditure management.
systems.
2 Budget Monitoring and medium

- Introduce measures to address the

expenditure arrears.
- Promote automation in FMIS.

- Address duplication of duties between the

financial controller and the treasury.
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No. Risks Level Measures
3 Implementation of action high Strengthen the mechanism to monitor
plans of strategies under key the progress of implementing each key
reforms strategy by preparing reports and
- The delays in the arranging meetings to semesterly and
implementation of any annually monitor the progress. This is
reform actions will affect to ensure that all relevant entities
other reforms. implementing each key strategy of the
reform program have strong will,
conscience, and responsibility.
4 | Coordination high Prioritizing the sequencing reform
- As the work of reform works in each part of CAP will
increases, GSC must coordinate the reform works, decrease
coordinate with working the coordination burden, and provide
groups of entities under easiness to monitor the progress as well
MEF, line ministries and as the achievements will help to
capital/provincial gradually reform the system.
administrations. . .
Define the clear direction of the PFM
- The working groups’ reform program linking to financial
knowledge and ownership of resources.
reforms must be further paid .
. Introduce the PFM system evaluation
attention. tool for line ministries to define their
strengths and weaknesses.
5 Cross-cutting reforms high

- Inthe budget system
reform and PFM reform
program stages 3 and 4,
line ministries play
important roles to achieve
the reform’s milestone. If
the intertwining of key
reforms of RGC does not
have a common

framework, the pace of

Push the development of a detailed
action plan for implementing the
Visionary and Strategic Document for

3+1 Reform Programs.
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No. Risks Level Measures
reform can be slow or
time-consuming.
6 | Structure high - The Law on Public Finance System sets

- The administrative the accountable line and strengthens

structure at line ministries budget management.

does not yet coordinate the

direction of the PFM

reform program. Currently,

program formulation is

based on administrative

structure which does not

yet reflect the

implementation of

program/performance

budgeting.
- Defining accountable lines

for both government and

legislative bodies.

7| Human Resources medium | _ 74 develop the capacity of focal point
Capacity building must focus officials in line ministries to become
on the direction of the budget budget analysts and to equip them with
system reform, and capacity the knowledge of economic and public
does not yet appropriate to the policy, aiming to implementation of
pace of the reform’s work. budget-policy linkage and performance-
informed budgeting.

- Capacity development on soft and
technical skills is essential to ensure the
efficiency of PFM.

8 Performance Culture medium

- Training on performance

culture at all line ministries is

not yet provided a priority,

Promote the preparation of Performance
reports at all line ministries and pilot the
consolidation of program-based

performance at the government level.
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No. Risks Level Measures
which may affect the - MEF and line ministries must cooperate
implementation of the and promote the increase of budget
performance budgeting entities while to organize the public
system. forum and broadly disseminating budget

- Check and balance documents.

mechanisms between - Strengthen the implementation of
Executive and legislative sanctions for non-compliance with laws
bodies on using public and regulations.
financial resources.

9 FMIS Project Management high Strengthen the cooperation with line

- The introduction of EMIS to ministries on financial report requirements,
all line ministries is a and business process streamlining and
mechanism to ensure address the challenges facing the line
financial accountability but ministries.
must consider the
streamlining of business
processes, producing
financial reports, and
addressing issues of budget
execution in line ministries.

10 | Consolidated Action Plan and | medium | - GSC and relevant entities under MEF
Detailed Action Plan for define priority reform action plans to
Implementing Entities encourage line ministries to formulate

- The introduction of the MAP for annual implementation. °
Ministerial Action Plan - Promote the use of audit reports as the
(MA) of line ministries tool to improve the PFM system of
does not yet respond to public entities.
reform priorities which - Strengthen the performance-based
shall be ensured that the incentive scheme.
line ministries contribute
to implementing the
sequencing priorities of
reforms.
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No. Risks Level Measures

- The audit reports of the
National Audit Authority
(NAA) manifest some
issues related to public
resource management. We
observed that regular
reinforcement is not yet

efficient.

Stepping towards the PFM reform program platform 4 is an opportunity for all relevant
entities to review the approach and method of the previous implementation to modernize the

PFM’s components both at the national and sub-national levels.

In conclusion, to build PFM’s resilience, The RGC must focus on the development of
IT infrastructure and financial system capacity to be more diversified, stronger, resilient to the
crises, and inclusive, aiming to support the whole economic action and to adapt as well as to
respond to the change of economic and financial integration into the globe and region. To
further strengthen the PFM system, the RGC must further focus on the modernization and
consideration of the budget expenditure management system and effective and sustainable

management of public debt.
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6. Conclusion

Based on the current progress as well as the assessment of the basic components required

for the implementation of performance accountability, the goals of the reform program in Phase

3 for the past seven years (2016-2022) have essentially been achieved, including the

completion of the implantation of program budgeting and the establishment of necessary

infrastructures for the implementation of performance budgeting, while continuing to

strengthen Phase 1 and expanding the implementation of Phase 2, including:

Budget Credibility remains strong and continues to be the driving force behind
sustaining and boosting economic growth — which is still optimistic as the COVID-19
crisis has just eased. However, it is necessary to diversify the income sources and
strengthen revenue collection measures to the full potential, while at the same time
strengthening the efficiency of the expenditures, especially the flow of quarterly
expenditure.

Financial Accountability: the key priorities have been established and strengthened,
which is reflected in the expansion of the implementation entities and the strengthening
of the use of the Financial Management Information System (FMIS). The accounting
system will be further strengthened via the gradual implementation of the strategies for
the implementation of the Accrual Basis Public Accounting Standard in Cambodia
2021-2031.

Program Budgeting Framework is designed, strengthened, and expanded to both
national and sub-national administrations and has played an important role in linking
budgets to government policies. However, more attention is required to increase budget
entities and authorized budget entities, while the implementation of performance-
informed budgeting, authorities, and budgeting would be more decentralized to the
front-line implementation entities.

Performance Accountability: Key priorities are being finalized, as reflected in the
preparation of the draft Law on Public Financial System and the draft sub-decree on
Budget Management and Public Accounting, which is expected to launch in the first
half of the year 2023. At the same time, more attention is required to strengthen the
implementation of the monitoring and evaluation framework and the implementation

of performance audits and information technology systems in line ministries.

Overall, although some remaining work needs to be further strengthened and implemented,

the progress achieved for the past seven years (2016-2022) allows the PFMRP Platform 3 Phase
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3 to build and improve the systems, legal frameworks, organizational mechanisms, and human
resources necessary for the implementation of the performance-informed budgeting system —
the key to building and mainstreaming a "performance culture". At the same time, the
achievements of the PFMRP in the past have also strengthened the effectiveness of the Royal
Government of Cambodia by linking the budget to the policies that are necessary for (1)
macroeconomic management, (2) public financial management; and (3) the provision of more
efficient and effective public services. In this regard, the Royal Government of Cambodia can
move to Platform 4 Phase 4 "Performance Accountability" by building on top of the
achievements achieved in the past three phases and continuing to pay more attention to the
shortcomings and work that needs strengthening and implementing by maintaining the

implementation of the "Platform" approach.
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