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Glossary
AGA Autonomous Government Agency
ATU Administrative Territorial Unit
CCcu Combating Crime and Corruption Unit
CFAA Country Financial Accountability Assessment
CIBMA | Compulsory Insurance Budget for Medical Assistance
COA Court of Accounts
COFOG | Classification of the Functions of Government
CPAR Country Procurement Assessment Report
CRS Control and Revision Service of the MOF
DFA&R | Department of Financial Analysis and Regulation of the MOF
DFID Department for International Devel opment
DFMAS | Debt Management and Financial Analysis System
EBE Extra Budgetary Expenditure
EC European Commission
EGPRSP | Economic Growth Poverty Reduction Strategy Paper
EU European Union
FMIS Financial Management I nformation System
FRA Fiduciary Risk Assessment
FSP Food Security Programme
GFS Government Financial Statistics
GOM Government of Moldova
HAD Humanitarian Aid Department of MOE
HDI Human Development Index
IMF International Monetary Fund
INTOSAI | International Organization of Supreme Audit Institutions
IPASB International Public Sector Accounting Standards Board
JSC Joint Stock Companies (where GOM have an ownership share)
LG Local Government
LM Line Ministry
MOE Ministry of Economy and Trade
MOF Ministry of Finance
MTEF Medium Term Expenditure Framework
NBM National Bank of Moldova
PE Public Enterprise
PEFA Public Expenditure and Financial Accountability
PFM Public Financial Management
SIDA Swedish International Development Agency
SOE State Owned Enterprises
SSIB State Social Insurance Budget
ST State Treasury
TA Technical Assistance
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TIN

Tax ldentification Number

TOR

Terms of Reference

TT

Territorial Treasury

UNDP

United Nations Development Programme

VAT

Value Added Tax
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Overview of the indicator set

A. PFM-OUT-TURNS: Credibility of the budget Score
PI-1 | Aggregate expenditure out-turn compared to original approved budget A
PI-2 | Composition of expenditure out-turn compared to original approved budget C
PI-3 | Aggregate revenue out-turn compared to original approved budget A
PI-4 | Stock and monitoring of expenditure payment arrears D+
B. KEY CROSS-CUTTING ISSUES: Comprehensiveness and Transpar ency
PI-5 | Classification of the budget C
PI-6 | Comprehensiveness of information included in budget documentation A
PI-7 | Extent of unreported government operations B+
PI-8 | Transparency of inter-governmental fiscal relations A
PI-9 | Oversight of aggregate fiscal risk from other public sector entities. C
PI-10 | Public accessto key fiscal information A
C.BUDGET CYCLE
C(i) Palicy-Based Budgeting
PI-11 | Orderliness and participation in the annual budget process B+
PI-12 | Multi-year perspectivein fiscal planning, expenditure policy and budgeting B+
C(ii) Predictability and Control in Budget Execution
PI-13 | Transparency of taxpayer obligations and liabilities A
PI-14 | Effectiveness of measures for taxpayer registration and tax assessment B+
PI-15 | Effectivenessin collection of tax payments B+
PI-16 | Predictability in the availability of funds for commitment of expenditures A
PI-17 | Recording and management of cash balances, debt and guarantees B
PI-18 | Effectiveness of payroll controls D+
PI-19 | Competition, value for money and controlsin procurement B
PI-20 | Effectiveness of internal controls for non-salary expenditure C+
PI-21 | Effectiveness of interna audit C+
C(iii) Accounting, Recording and Reporting
PI-22 | Timeliness and regularity of accountsreconciliation B
PI-23 | Availahility of information on resources received by service delivery units B
PI-24 | Quality and timeliness of in-year budget reports C+
PI-25 | Quality and timeliness of annual financial statements D
C(iv) External Scrutiny and Audit
PI-26 | Scope, nature and follow-up of external audit C+
PI-27 | Legidative scrutiny of the annual budget law B+
PI-28 | Legidative scrutiny of external audit reports D+
D. DONOR PRACTICES
D-1 Predictability of Direct Budget Support None
D-2 Financial information provided by donors for budgeting and reporting on project | D
and program aid
D-3 | Proportion of aid that is managed by use of national procedures D
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Summary Assessment
(1) Integrated assessment of PFM performance

1. Credibility of the budget

The relationship between the expenditure outturn and budget that had been established
is good with aggregate outturn expenditure exceeding that budgeted over the period
from 2002 to 2004. This has been the result of a revenue surplus emanating from
positive economic development and improvements in tax administration rather than
overly cautious revenue forecasting. If these improvements are considered to be a
continuing feature of Moldova, then ensuring less caution in revenue forecasting will
be beneficial as it will give a better budget preparation perspective for Line
Ministries. There has been some uneven variation by Line Ministry between outturn
and budget which is by no means significant, but is in excess of the best assessment.

Data on arrears is not measured by time profile and although the level of arrears as a
share of total expenditure is falling annually and stands at 5.6% in 2005, it is not
possible to measure whether these arrears are chronic. The level of arrears does not
appear to be of concern, but this would need to be verified by the introduction of age
profiling.

2. Comprehensiveness and transparency

Although the level of extra budgetary expenditure is high at around 10% these are not
unrecorded and are allocated as part of the budget process. The danger of this
approach is that these expenditures may be allocated in isolation from other similar
sector expenditures even though they are reflected in the budget and budget execution
reports. The State Social Insurance Budget, revenues of which originate from social
insurance contributions, transfers from the state budget and from other revenues
(interest, late payment penalties) and the Compulsory Insurance Fund for Medical
Assistance, the revenues from of which originate from compulsory insurance
premiums for medical assistance, transfers from the state budget and other revenues
(interest, late penalties) are part of the national public budget. Transfers to
decentralized administration are also included in the State Budget and these are
formula driven and are transparent. These decentralized administrations set their own
budgets and these are readily available for scrutiny.

The budget calendar, introduced as part of the MTEF reforms, provides sufficient
time for budget preparation and deliberation by Cabinet and Parliament, although it is
not always fully respected. There is a good use of web based dissemination of
information to the public at large.

3. Policy-based budgeting

National policy is established through the Economic Growth and Poverty Reduction
Strategy Paper and the European Accession Plan. These policy aspirations are partly
reflected in the MTEF sector strategies. The recent annual evaluation report on the
Economic Growth and Poverty Reduction Strategy points out that there is some
disconnect between it and the MTEF. The MTEF is the driving force behind budget
reform and has been successful in delivering predictability in the fiscal framework at
the aggregate level. The MTEF is Ministry of Finance driven and the involvement of
Line Ministries, though not wholly absent, requires to be developed to match the level

Final Report, April 2006 v



Republic of Moldova PEFA Assessment and PFM Per for mance Report

of the Ministry of Finance. It is only then will national policy be fully reflected in
Line Ministries’ budgets.

4. Predictability and control in budget execution

Budget execution is controlled through the setting of monthly cash limits which are
based on forecasts of available resources and the individual needs of the spending
institution with due regard to seasonality of expenditures. These cash limits are
inflexible and the process does not taker account of commitments. In general control
and monitoring is good with well-established procedures. Ex-post control of
compliance is conducted by the Control and Revision Service of MOF. There is no
fully functioning public sector internal audit system yet established in Moldova. The
Payroll and Personnel function is decentralized and relies on the integrity of key
individuals rather than a uniform and systematic system. There is provision for fines
for those found to have contravened the system.

The procurement system has benefited from recent reforms, and, though improving,
there appears to be a general lack of awareness of key changes to the regulations
which may be attributable to a lack of training, lack of capacity and independent
oversight.

5. Accounting, recording and reporting

Adequate records and information are produced, maintained and disseminated to meet
decision-making control, management and reporting purposes. Accounting, recording
and reporting is done on a monthly basis through a budget execution format though
cash balances are maintained daily. The annual budget execution report is not a
consolidated financial statement and does not provide details of financial
assetgd/liabilities, information on financial risk or contingent liabilities.

6. External scrutiny and audit

The Court of Accounts (COA) is free to audit any public body or institution including
extra-budgetary funds. However, the current emphasis is on control and compliance
activities rather than financial and performance audit. Generally the COA appears to
be conducting this compliance function effectively. Arrangements for scrutiny of
public finances and follow-up by the executive are operating.

COA reports are finalized after consultation with officials of the audited entity at
formal session of the Court. All the Members of the COA, together with officials of
the audited entity and other interested parties are present at the hearing.

The COA Chairman presents a summary report on the management of the State
Budget to Parliament and COA is also required to present the results of ad-hoc audits
requested by factions within Parliament. However there is general lack of
parliamentary involvement in the work of the COA. The results of the Court’s control
activities do not tend to be discussed in Parliament or its committees

(i) Assessment of the impact of PFM weaknesses

Weaknesses in the current PFM structure in Moldova are systemic and more a
function of the inherited Soviet approach rather than any wilful attempt to have a
PFM structure which allows misappropriation. The weaknesses are highlighted in
Appendix 1 and can be summarized as:

Budget Planning
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0 need to improve planning at the line ministry level and maintain
adherence to the budget calendar. The consequence of these
weaknesses is that resource allocation linked to ministerial priorities
will be ineffective and the centre will allocate the budget as it sees fit
rather than an allocation based on sectoral expertise. Transparency
will be opened to compromise.

Budget Execution

0 The current procedures focus on rigid cash control and do not provide
any real flexibility to amend budgets to accommodate changed
circumstances. Whilst the strict control of cash is to be commended,
the inherent weaknesses impact on the quality of Financial
Management information, the specific requirements of services, and
the ability of Budget Managers to have greater control over the use of
budget resources.

Budget Accounting and Controls

0 need to develop a public sector internal control environment and
internal audit institutions, which are based on international models...
Without these, control will focus on top-down compliance and
enforcement rather than holding budget managers fully accountable for
improving their organization's financial management systems.

0 basic control on the entry into contractual arrangementsisin place, but
this does not cover all areas of expenditure and does not provideability
for managers, Ministries and the MOF to monitor the commitments
position. This weakness can really only be addressed through the
proposed new FMIS and, without this, incomplete coverage will
continue.

o fallure to achieve best value for money through competitive
procurement practices will continue to be a high risk area given the
environment in Moldova. As well as an updated Procurement Law the
Government needs to address the present lack of independence of the
Procurement Agency in Government, combined with a general
improvement in public servants’ understanding of modern procurement
procedures through education and training.

Budget Reporting and External Audit

0 the GOM heas the ability to produce meaningful consolidated financial
reports, which address issues of asset management, risk, contingent
liability, etc. However, focus at present is on straightforward budget
execution reports. A policy decision to organize the production of
intelligent financial reports, which consolidate all aspects of the public
sector, is required. Such a change can be initiated immediately — it
does not need to await the new FMIS. Without this decisions will be
made on limited information.

0 need to develop skills in financial and performance audit in accordance
with modern auditing concepts. Greater demand and scrutiny of the
work of the COA by Parliament, and media and civil society
involvement will result from work which addresses topical public
concerns (e.g. value for money, service delivery and thematic audits).
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(i11) Prospects for reform planning and implementation

The PEFA assessment has been produced during a significant period in the overall
reform of PFM in Moldova covering:

Budget Preparation — the implementation of the MTEF.

Service Delivery - the implementation of Public Administration Reform.
Budget Execution and Accounting — the GOM is committed to the
introduction of a new FMIS with a planned implementation date of January
2009. The proposals made appear to be very soundly based and should offer
significant improvements in the quality and timeliness of financial
information. There are, however, risks. Firstly thisis a major exercise which
demands quality time input from GOM staff, particularly MOF staff. Care is
needed to ensure that the proposals and the implementation plan are both
realistic and achievable. Secondly, it is understood that there are some
reservations on the commitment to a new Payroll and Personnel module. The
employment area accounts for a significant proportion of government
expenditure, and proper FM payroll/personnel tools are essential. This must
remain a priority FMIS development.

Procurement — development of a new Procurement Law.

Internal Audit — training and the development of a strategy for Public
Financial Internal Control within Government (ongoing).

External Audit — support to the COA including in 2006 the development of a
Strategic Development Plan (ongoing).

These reforms are significant and cover the full range of PFM and are supported by
technical assistance from a range of bilateral and multilateral Donors They will
require strong leadership and coordination from Centra Government as well as
significant inputs from GOM staff in all ministries which will require new skills (and
consequently training) as well as commitment to implementing these changes. The
challenge of implementing such an ambitious set of PFM reforms should not be
underestimated.

The PEFA assessment is a snapshot of the current system where some of these
reforms are beginning to filter through, but some will take some time to be
implemented in full. The report is based on scoring that reflects the existing situation
rather than the potential situation — implementation of the reforms should improve
scoring a all levels. As well, this report being the first PEFA report on Moldova
represents a baseline, which can be updated both in terms of changes that have taken
place and omissions that have resulted from the time available to carry out this
exercise.
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Appendix 1: Links between the six dimensions of an open and orderly PFM system and thethree levels of budgetary outcomes

1. Aggregate fiscal discipline

| 2. Strategic allocation of resour ces

| 3. Efficient service delivery

A1l Budget credibility

The budget isrealistic
and isimplemented as
intended

In order for the budget to be a tool for policy implementation, it is necessary that it isrealistic and implemented as passed.

Since the adoption of the MTEF,
the budget has not suffered from
cuts but has achieved a surplus,
resulting from increased revenue
and declining debt servicing. The
level of arrearsison the decline

The challenge will be to better forecast
revenue while at the same time
maintaining the more cautious stance.
Thiswill allow a better allocation of
resources at the planning stage rather than
increasing allocations during the budget
execution stage.

Reflecting better revenue forecasts at the budget
planning stage will allow better planning of inputs
needed to achieve better and more efficient service
delivery.

A2 Compr ehensiveness
and transparency

The budget and fiscal
risk oversight are
complete and fiscal and
budget information is
accessible to the budget

Comprehensiveness of budget is necessary to ensure that all activities and operations of governments are taking place within the
government fiscal policy framework and are subject to adequate budget management and reporting arrangements. Transparency is an
important institution that enables external scrutiny of government policies and programs and their implementation.

While EBEs are part of the budget process
(c10% of total expenditure). They are not
unrecorded. Thereisadanger that they
are considered in isolation from
expenditures in similar functionsand are
not judged as part of atotal sector. eg.
extra budgetary fund for textbooks.

Availability of information on the budget
and scrutiny of the budget by Parliament
and its Economic and Finance Committee
provides adequate transparency.
Nevertheless therecent delaysin
approving the MTEF have meant
deviations from the budget calendar that
could compromise transparency in
allocating resources.

Where EBESs are not planned in the context of other
sectoral expenditures, service delivery may be
compromised due to a misalignment of resources.

1. Aggregate fiscal discipline

2. Strategic allocation of resour ces

3. Efficient service delivery

A3 Policy-based

A policy-based budgeting process enables the government to plan the use of resources in linewith its fiscal policy and nationa strategy
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budgeting

The budget isprepared
with dueregard to
gover nment policy

The adoption of the MTEF ensures
that government policy is linked to
planning in the context of a
resource envelop which is
redistically set.

The budget calendar provides sufficient
timefor due deliberation by Cabinet and
Parliament (Economic and Finance
Committee) to establish ministerial
ceilings that reflect broad policy
objectives. However, it isnot consistently
adhered to.

The allocation of cellings to strategic
priorities within ministriesis yet to be as
developed as the macro aspects of the
MTEF and the MTEF and EGPRS needs
to be more fully aligned. At present the
strategic allocations are driven more by the
MOF than individual LMs though they do
participate in the process. The next stage
of the MTEF isto start delivering on the
bottom up part of the process.

The underdeveloped nature of the bottom up
element of the MTEF will inhibit optimum service
delivery

1. Aggregate fiscal discipline

2. Strategic allocation of resour ces

3. Efficient service delivery

B1. Predictability and
control in budget
execution

The budget isexecuted
in an orderly and
predictable manner
and thereare
arrangementsfor the
exer cise of control and
stewar dship in the use
of public funds

Predictable and controlled budget execution is necessary to enable effective management of policy and program implementation.

The execution of the budget is
based on planned monthly cash
limitsthat are conveyed to budget
holders. These monthly cash limits
are based on revenue forecasts and
are set to endure fiscal disciplineis
maintained.

The controls set up to implement
therigid monthly cash limit budget
execution do not allow for
recording of commitmentswhich if
not managed well may lead to

Budget execution and control isbased on
the set budget both in terms of ingtitutions
and line item economic categories.

Therigidity of monthly cash limits may mean that
inputs are not supplied when they are needed.
However, monthly cash limits for any ingtitution
are based on the requirements of the ingitution in
terms of potential need constrained by overall cash
availability. Thisensuresthat service deliveryis
part of the decision making process but cash
availability is the ultimate deciding factor.
Therigid monthly cash limit budget execution
system ensures fiscal discipline, but potentially at
the expenses of efficient service delivery as inputs
may be provided according to cash availability
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arrears and breach fiscal targets.
The reporting structure and controls
in place appear to be adequate to
ensure that this does not happen.
However, improvements will be
generated through the
implementation of the FMIS,

rather than when needed to deliver services.
Improved balance between short term borrowing
plus revenue from taxes and expenditures over the
year in the context of A1.1 would smooth out
service delivery

1. Aggregate fiscal discipline

2. Strategic allocation of resour ces

3. Efficient service delivery

B2. Accounting,
recording and

reporting

Adequate records and
information are
produced, maintained
and disseminated to
meet decison-making
control, management
and reporting pur poses

Timely, relevant and reliable financial information is required to support all fiscal and budget management and decision-making

processes.

Cash balances are maintained on a
daily basis and monthly expenditure
and revenue reports are produced to
ensure adequate decision- making
information.

Information on actual expenditure against

budget is provided at a disaggregated
level.

The limitations of the bottom up element of the
MTEF will bereflected in the datathat is being
recorded and impacts on service delivery at the
planning and budget formulation stages.

CL1. Effective external
scrutiny and audit

Arrangements for
scrutiny of public
finances and follow up
by executive are

oper ating

1. Aggregate fiscal discipline

2. Strategic allocation of resour ces

3. Efficient service delivery

Effective scrutiny by the legislature and through external audit is an enabling facto
heir implementation.

fiscal and expenditures policies and t

r in the government being held to account for its

Thereis scrutiny of the overall
fiscal position both at cabinet and
parliament level

Scrutiny though COA isbased on control,

rather than financial audits which meet
international standards.

Performance audits reporting to Parliament has yet
to be fully devel oped although COA has started
pilot audits.
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1: Introduction

For nearly 15 years of its independence, Moldova has benefited from various assistance
projects, mostly in the form of investment projects, technical assistance projects and
humanitarian assistance. To a lesser extent the mechanism of budget support was used. To
date, Moldova has received budget support from the World Bank in the form of three
Structural Adjustment Loans and Credits operations, and several grants from the Dutch
Government and European Union. Most recent budget support operations took the form of
financing of a Population Census by DFID and SIDA. Basically these five donors form a
relatively small group, which can potentially beinvolved in future budget support. Meantime,
the international consensus (stated in Monterrey declaration and reconfirmed in Paris
declaration) on aid harmonization, simplification of procedures, and basing implementation
on national capacities significantly enlarge the group of donors interested in strengthening of
public finance system.

Despite the limited budget support operations in the past decade, further perspectives relating
to the utilization of such a form of assistance are quite significant. Presently, severa
important processes are in place:

Economic Growth and Poverty Reduction Strategy was elaborated by the
Government and approved by the Parliament of Moldova and subsequently endorsed
by the Board of Governors of the IMF and the World Bank. This creates a more
comprehensive and sounder base for collaboration between donors and Moldova,
including the area of budget support

Thereis an increasing trend of building partnerships between donors and developing
countries at the global level after Monterrey conference in the sphere of donor
harmonization and collaboration.

Accession of 10 new countries from East and Central Europe into the European
Union in May 2004 will inevitably lead to some re-orientation of financial resources
and programmes previously used by donor community in these countries to countries
such as Moldova. Thus, importance of budget support will increase asit is one of the
most efficient methods to channel substantial amounts of aid.

In order to use the budget support instrument more extensively, donors need to be sure that
funds channelled through budget support:

are used for intended purposes;
achieve value for money; and
are properly accounted for.

As mentioned above, these issues can only be addressed through a fiduciary risk assessment,
which includes an assessment of Public Financial Management systems. Taking into account
that currently all major donors in Moldova use their own assessment of public financial
management, or rely on own management of their funds, or some components of the process
of financing by other donors, this creates particular problems for organization of common
projects in the area of budget support, as well as leading to high cumulative cost of
assessments in terms of money and time made by each particular donor on case by case basis.
Thus, the need for a Common Assessment of Public Financial Management to be made by
major donors in Moldova has become more and more obvious.

The scope of the Fiduciary Risk Assessment is to undertake joint assessment of the situation
in line with internationally recognized methodology. Objectives of joint risk assessment are
to provide baseline information of state of Moldovan public financial management system; to
assess overall financial risk and identify the most problematic areas, based on the independent
team evaluation; to create basis for dialogue on further strengthening of Moldovan Public
Financial Management System.
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This assurance is being sought through this Public Expenditure and Financial Accountability
(PEFA) assessment. This provides a common donor platform for an assessment of fiduciary
risk in areview of the public financial management system currently operating in Moldova,
but including any reforms or improvements that are currently being undertaken or planned.
As well PEFA provides the Government of Moldova and donors with a standardised
framework for evaluating Public Financial Management (PFM) performance and a vehiclefor
tracking progress over time.*

Preparation for the PEFA exercise was undertaken by the members of the working group on
donor harmonization (Food Security Programme (FSP) of EC, Swedish International
Development Agency (SIDA) and UNDP) with further involvement of the World Bank Office
and IMF Resident Representative located in Moldova. Besides producing and agreeing the
Terms of Reference and funding consultants, a key input into the preparatory process was a
Video Conference between the PEFA Secretariat in Washington D.C., and representatives of
the Government and Donors. This conference sensitised the Government to the PEFA
exercise.

The first visit of consultants to Moldova took place from 9th to 19th October 2005.> During
this period the current situation was assessed by reviewing background documents, collecting
necessary data and interviewing key Government and Donor officials working within the
public financial management system of Moldova. A preiminary discussion of findings was
held with donors and the Minister of Finance and ministry officials. A mission note was
prepared and distributed.

A second mission took place from 15th to 25th January 2006. During this visit, the
consultants filled in information gaps and also discussed the preliminary findings with both
Donors and Government and reviewed preliminary scores for the PEFA indicators with the
latter. During the period between the missions, local consultants followed up with officials to
collect outstanding information and the international consultants prepared a preiminary draft
of the report based on all available information. For its part the Government established its
own PEFA team and reviewed the PEFA indicators so as to be able to discuss them with the
PEFA assessment team.

As aresult of the second mission, a draft report was produced to be distributed to Donors and
Government for comment. Following comments, this revised report was produced which isto
be the basis for a workshop on PEFA in Moldova in the first half of June 2006.

Public financial management at the level of central government (including ministries,
departments, autonomous agencies and deconcentrated entities) may cover only a limited
amount of public expenditures that take place in a country, depending of the devolution of
responsibilities to sub-national governments and public enterprises. In Moldova, public
finances cover the Central Government, the Administrative Territorial Units (ATUs), a
Compulsory Insurance Budget for Medical Assistance (CIBMA) and a State Social Insurance
Budget (SSIB). The report identifies the share of public expenditures that is made by each of
these agencies. The analysis of PFM for the most part focuses on central government, but
where there are areas of overlap, the other agencies are included in the analysis given their
relative importance. In some of the indicators, it has been possible to include an analysis of
the contribution of CIBMA and SSIB, in others the coverage has been less detailed due to the
time available to the team carrying out PEFA. This relatively lesser coverage of CIBMA and

! While the purpose of the PEFA isto provide a basdline PFM assessment for Governments to measure
the progress of PFM reforms against, the Moldova PEFA was commissioned to provide a Fiduciary
Risk Assessment with specific ToRs. A FRA report separate to the PEFA report has also been
prepared.

2 John Short (REPIM), EC funded, covering budget and tax issues and team leader; Andy Mackie
(Bannock Consulting Ltd), SIDA funded, covering audit issues, and Des Smallman (Bannock
