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PFM High Level Performance Indicator Set

Overview of theindicator set

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

Pl-1

Aggregate expenditure out-turn compared to original approved budget

PI-2

Composition of expenditure out-turn compared to original approved budget

P1-3

Aggregate revenue out-turn compared to original approved budget

PI-4

Stock and monitoring of expenditure payment arrears

B. KEY CROSS-CUTTING ISSUES: Comprehensiveness and Transpar ency

P1-5

Classification of the budget

P1-6

Comprehensiveness of information included in budget documentation

PI-7

Extent of unreported government operations

P1-8

Transparency of inter-governmental fiscal relations

P1-9

Oversight of aggregate fiscal risk from other public sectitre=n

P1-10

Public access to key fiscal information

C.BUDGET CYCLE

C(i) Policy-Based Budgeting

PI-11

Orderliness and participation in the annual budget process

PI-12

Multi-year perspective in fiscal planning, expenditure policy and budgeting

C(ii) Predictability and Control in Budget Execution

PI-13

Transparency of taxpayer obligations and liabilities

PI-14

Effectiveness of measures for taxpayer registration and tax agsgssm

P1-15

Effectiveness in collection of tax payments

PI-16

Predictability in the availability of funds for commitment of expendiure

PI-17

Recording and management of cash balances, debt and guarantees

PI-18

Effectiveness of payroll controls

PI-19

Competition, value for money and controls in procurement

P1-20

Effectiveness of internal controls for non-salary experedit

P1-21

Effectiveness of internal audit

C(iii) Accounting, Recording and Reporting

P1-22

Timeliness and regularity of accounts reconciliation

P1-23

Availability of information on resources received by service deliveits

PI-24

Quality and timeliness of in-year budget reports

P1-25

Quality and timeliness of annual financial statements

C(iv) External Scrutiny and Audit

P1-26

Scope, nature and follow-up of external audit

P1-27

Legislative scrutiny of the annual budget law

P1-28

Legislative scrutiny of external audit reports

D. DONOR PRACTICES

D-1

Predictability of Direct Budget Support

D-2

Financial information provided by donors for budgeting and reporting on praofct
program aid

=)

D-3

Proportion of aid that is managed by use of national procedures
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Scoring M ethodology

Most of the indicators have a number of dimensions linked touhject of the indicator. Each of these
dimensions must be assessed separately. The overall score faodieator is then based on the
assessments for the individual dimensions of the indicatorb@amg the scores for dimensions into the
overall score for the indicator is done by Scoring Method 1 (M1) for sadieators and Scoring Method
2 (M2) for other indicators. It is specified in the ind@agjuidance for each indicator what methodology
should be used.

Method 1 (M1)is used for all single dimensional indicators and for muitiefisional indicators where
poor performance on one dimension of the indicator is likely to underrtne impact of good
performance on other dimensions of the same indicator (in othetswby the weakest link in the
connected dimensions of the indicator). For indicators with 2 orendimensions, the steps in
determining the overall or aggregate indicator score are as follows:

Each dimension is initially assessed separately and giveore €ombine the scores for the individual
dimensions by choosing the lowest score given for any dimensiof. ghpuld be added, where any of
the other dimensions are scoring higher (Note: It is NOT pessibchoose the score for one of the
higher scoring dimensions and add a -, for any lower scoring dimengkmaisit is NOT possible to add
a ,+. to the score of an indicator with only one listed dimension).

Method 2 (M2)is based on averaging the scores for individual dimensions of aatiodilt is prescribed
for selected multi-dimensional indicators, where a low scorenendimension of the indicator does not
necessarily undermine the impact of a high score on anothensioneof the same indicator. Though the
dimensions all fall within the same area of the PFM systeogress on individual dimensions can be
made independent of the others and without logically having to falowparticular sequence. The steps
in determining the overall or aggregate indicator score are as $ollow

For each dimension, assess what standard has been reached on the 4-patidrcatibie (as for M1).

Go to the Conversion Table for Scoring Method M2 (below) and find theppate section of the table
(2, 3 or 4 dimensional indicators), Identify the line in tHddahat matches the combination of scores
that has been given to the dimensions of the indicator (the order of thes@timad scores is immaterial),
Pick the corresponding overall score for the indicator.

The Conversion Table applies to all indicators using M2 scorigifpadology only and cannot be used
for indicators using M1, as that would result in an incorrect sddre Conversion Table should NOT be
used to aggregate scores across all or sub-sets of indicatmes,the table was not designed for that
purpose. In general, the performance indicator set has not beenedefig aggregation, and therefore,
no aggregation methodology has been developed.
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Conversion Tablefor Scoring Method M2

Scores for Overall Scores for Overall score
Individual Dim. Score M2 Individual dim. M2
2-dimensional indicators 4 dimensional indicators
D D D D DD D D
D C D+ D DD C D
D B C D DD B D+
D A C+ D D D A D+
c C C D D C C D+
Cc B C+ D D C B D+
cC A B D DC A C
B B B D D B B C
B A B+ D D B A C+
A A A D D A A C+
3 dimensional indicators D C C C D+
D D D D D C C B C
D D C D+ D C C A C+
D D B D+ D C B B C+
D D A C D C B A C+
D C C D+ D C A A B
D C B C D B B B C+
D C A C+ D B B A B
D B B C+ D B A A B
D B A B D A A A B+
DA A B C C CC C
c C C C C C C B C+
C CB C+ C C C A C+
c C A B C C B B C+
CBB B C C B A B
C B A B C C A A B
C A A B+ C B B B B
B B B B C B B A B
B B A B+ C B A A B+
B A A A C A A A B+
A A A A B B B B B
Note: It is of no importance in B B B A B+
which order the dimensions in an B B A A B+
indicator are assigned the B A A A A
individual scores A A A A A

Thetable CANNOT be applied to indicator s using scoring method M 1.
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General Guidance on Scoring

In order to justify a particular score for a dimension of an indicall the requirements specified for that
score in the scoring table must be fulfilled. However, theeecases where a score can be justified by
alternative requirements, in which case the alternatives areatspay the word ,OR..

The ‘D’ score is considered the residual score, to be appltbd ifequirements for any higher score are
not met. While the calibration of each dimension of an indicatr the minimum requirements for a
particular score) includes a description also of the ,D. smmeirements, there may be cases where the
actual situation does not fit reasonably well into this detson, even if the requirements for any higher
score are not met. In that case a ,D. score should be telbesmd the difference between the score
requirements and the actual situation be commented in the narrative.

The requirements for a score can be assessed on the bdifiisrefit time horizons. The relevant period
on which a dimension should be assessed, and therefore for whdehayishould be sought, is specified
in the guidance or calibration for many indicators/dimensions.rgVties not specified, it should be
assessed on the basis of the current situation, or in skeeotgeriodic events, on the basis of the events
during the most recent budget cycle.

Indicators PI-1, PI-2, PI-3 and D-1 require data for three yeaes lzasis for the assessment. The data
should cover the most recent completed fiscal year for whichislaheailable and the two immediately
preceding years. The assessment is based on the performatwe but of those three years i.e.
allowance is made for one year to be abnormal (and not contgbtdi the score) due to unusual
circumstances such as external shocks (e.g. natural disgsieesfluctuations in important export or
import commodities) or domestic problems (e.g. of a political nature). Asasuchalies have

generally been catered for in the calibration, no fiscal year shoulddpedkn the basic data set.

Further guidance on scoring will be made available on theitgelg/w.pefa.org, including answers to

frequently asked questions.

Specific Guidance on Each Indicator
The remainder of this Annex 1 provides detailed guidance on the scoring aif¢aehndicators
including the scoring tables for each indicator.

Guidance on the narrative reporting on each indicator is provided in the BordnseSection 3 of
Annex 2.
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PI-1. Aggregate expenditur e out-turn compared to original approved budget

The ability to implement the budgeted expenditure is an imgdddator in supporting the Government’s
ability to deliver the public services for the year agregsed in policy statements, output commitments
and work plans. The indicator reflects this by measuringatiteal total expenditure compared to the
originally budgeted total expenditure (as defined in government budgenhdatation and fiscal reports),
but excludes two expenditure categories over which the governwiknave little control. Those
categories are (a) debt service payments, which in printtiplgovernment cannot alter during the year
while they may change due to interest and exchange rates emgemand (b) donor funded project
expenditure, the management and reporting of which are typically timrelelonor agencies control to a
high degree.

In order to understand the reasons behind a deviation from the budgeted expetiditumpprtant

that the narrative describes the external factors thathaes led to the deviation and particularly makes
reference to the impact of deviations from budgeted revenuessadsby indicators PI-3 (domestic
revenue) and D-1 (external revenue). It is also important to uaddrdte impact of a total expenditure
deviation on the ability to implement the expenditure composition as budgsfteddso PI-2 and PI-16.

Dimension to be assessed (Scoring Method M 1):
® The difference between actual primary expenditure and thimalligbudgeted primary

expenditure (i.e. excluding debt service charges, but also excludimgadiytéinanced
project expenditure).

Score Minimum Requirements (Scoring Method M 1)

A () In no more than one out of the last three years has the actual expedéitiated
from budgeted expenditure by an amount equivalent to more than 5% of budgéted
expenditure.

B () In no more than one out of the last three years has the actual enpedditiated
from budgeted expenditure by an amount equivalent to more than 10 % of budgeted
expenditure.

C () In no more than one of the last three years has the actual expedeitiated
from budgeted expenditure by more than an amount equivalent to 15% of budgeted
expenditure.

D () In two or all of the last three years did the actual expendituratgevom
budgeted expenditure by an amount equivalent to more than 15% of budgeted
expenditure
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PI-2 Composition of expenditure out-turn compared to original approved budget
The original version of this indicator appears in Annex 3

Where the composition of expenditure varies considerably from the originaltptidgbudget will

not be a useful statement of policy intent. Measurement against thigéndeguires an empirical
assessment of expenditure out-turns against the original budgetudtaggregate level. As budgets are
usually adopted and managed on an administrative (ministry/degafagency) basis, this is the
preferred basis for assessment, but a functional or prograsi ibaaiceptable, provided that the same
basis is used for both appropriation and reporting execution. Aditnénistrative level, variance is to be
calculated for the main budgetary heads (votes) of mirgstdepartments and agencies, which are
included in the approved budgelf a functional classification is used, variance should tseda@n the
GFS/COFOG ten main functions. If a program basis is used, they should bevieigimdain” programs.

Changes in the overall level of expenditure (assessBtin will translate into changes in spending for
administrative (functional/program) budget heads. The first dilmensf this indicator measures the
extent to which reallocations between budget heads during executiencbatributed to variance in
expenditure composition. In addition to excluding debt service and donor fpngjedt expenditure (as
in PI-1), contingency itemare not included in the calculation.

The second dimension recognizes that while it is prudent to inclu@enaunt to allow for unforeseen
events in the form of a contingency reserve (although this simmtltbe so large as to undermine the
credibility of the overall budget), accepted good practice,iregjghat these amounts be vired to those
votes against which the unforeseen expenditure is recorded (in wthds, that expenditure is not
charged directly to the contingency vote). Assessors shouldsdigbe budgeting and accounting
treatment of discernable contingency items in the narratike. Chlibration is based on the volume of
expenditure recorded against the contingency vote (excepafmférs to a Disaster Fund or something
similar) as this represents a deviation from policy intent.

Where part of the budget is protected from spending cuts for either policpdeagty reduction
spending) or regulatory reasons (e.g. compulsory welfare payments)ilitslsow up as a composition
variance. Assessors are requested to report on the basis for andiptetdcted spending.

! In case the number of main budgetary heads exc@®dhe composition variance shall be assesseddstdhe largest heads that together
make up 75% of the budget — there should be a romiraf 20 heads represented in the case of adnaitivgror program classification — with
the residual heads (excluding contingency itemgyegated into one line.

2 Contingency items should only include clearly defiritems which are unallocated at budget preparditoe but used to cover shortfalls in
spending in any budget unit during execution. Thay include a reserve allocation for wage increassg held centrally but distributed to
budget users once the level of increase has béeds@r agreed with unions). These are usuallgtdished either as a separate vote, or as a
sub-vote under the Ministry of Finance, with a diganarked title such as “contingency reserve” enédnticipated/miscellaneous expenditure”.
Contingencies established within budget user vassyell as any vote suspected of really beingcatkd for contingencies, should NOT be
included.
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Dimensionsto be assessed (Scoring M ethod M 1):

(i)
(ii)

Extent of the variance in expenditure composition during the |ast yrears, excluding
contingency items (the methodology to rate this dimension is set outfoothete).

The average amount of expenditure actually charged to the contingeeayveotthe last
three years.

Score

Minimum Requirements (Scoring Method M 1)

A

() Variance in expenditure composition exceeded 5 % in no moreotharf the last threp
years.
(i) Actual expenditure charged to the contingency vote waavenage less than 3% of the
original budget.

(i) Variance in expenditure composition exceeded 10 % in no more than ondast tineee
years

(i) Actual expenditure charged to the contingency vote was on averagehanr@ but less
than 6% of the original budget.

(i) Variance in expenditure composition exceeded 15 % in no more than ondast theee
years. (ii) Actual expenditure charged to the contingency vote was on eveoag than 6%
but less than 10% of the original budget.

(i) Variance in expenditure composition exceeded 15 % in at least tihe fst three years.
(if) Actual expenditure charged to the contingency vote was on averagehaore0% of the
original budget.

3 The steps in calculation for each year are asvsli@n Excel for easy formula-based calculationtan
downloaded from the website www.pefa.org, whiclo ateludes an example):

For each budget head selected for composite varianalysis (i.e. excluding contingency items), aiale the “adjusted” budget (this
is {the original budget for each head, multiplieddggregate actual expenditure divided by aggregadget.}).

For each budget head, calculate the deviation leetwetual expenditure and adjusted budget.

Add up the absolute value of the deviations fobaliget heads (absolute value = the positive

difference between the actual and the budget fijufo not use percentage deviations.

Calculate this sum as a percentage of the totaktel] budget (i.e. total actual expenditure).

Establish in how many years the percentage pokusegled 5, 10 or 15, and go to the scoring PI-2 tabdetermine the final score.

10
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PI-3 Aggregate revenue out-turn compared to original approved budget
The original version of this indicator appears in Annex 3

An accurate revenue forecast is a key input to the preparatiarciafdible budget. Optimistic revenue
forecasts can lead to unjustifiably large expenditure altmtmtand to larger fiscal deficits should
spending not be reduced in response to an under-realization of re@mtres other hand, pessimism in
the forecast can result in the proceeds of an over-realizagiog used for spending that has not been
subjected to the scrutiny of the budget process. As the consequencegmfealization are more severe,
especially in the short term, the criteria used to scorentisator allow comparatively more flexibility
when assessing revenue over-realization.

It is recognized that the revenue out-turn can deviate fronoriganally approved budget for reasons
unrelated to the underlying quality of the forecast, such as a majoeconomic shock. For this reason,
the calibration allows for one unusual or outlier. year to budgd by focusing on significant deviations
from the forecast which occur in two or more of the three years covered agstresment.

The indicator is limited to domestic revenue, which may include ,wirgdfallch as proceeds from
the sale of assets.

The narrative to support the rating should:

» describe the sources of data (which will normally be drawn from budgettExemports
or annual financial statements), noting any concerns about their styitabdi reliability;

» provide background information on the institutional arrangements fonuevierecasting;

* note any special factors that affect revenue composition, forecastsgréomnance (e.qg.,
dependence on revenue from natural resource; sources of economic and re\aititg vol
significant tax reforms; unanticipated macroeconomic developmenitgjfalls.); and,

» discuss any inter-dependence between PI-3 and other indicators, espédially P
(expenditure out-turns) and D-1 (direct budget support, which includes extewaliee
and concessional loans).

Dimension to be assessed

(i) Actual domestic revenue compared to domestic revenue in the oggapalioved budget.

Score | Minimum Requirements (Scoring Method M1)

A Actual domestic revenue was between 97% and 106% of budgeted
domestic revenue in at least two of the last three years

B Actual domestic revenue was between 94% and 112% of budgeted
domestic revenue in at least two of the last three years

C Actual domestic revenue was between 92% and 116% of budgeted
domestic revenue in at least two of the last three years

D Actual domestic revenue was below 92% or above 116% of budgeted
domestic revenue in two or all of the last three years

Pl-4. Stock and monitoring of expenditure payment arrears

11
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Expenditure payment arrears are expenditure obligations that een incurred by government, for
which payment to the employee, supplier, contractor or loan créslibeerdue, and constitutes a form of
non-transparent financing. A high level of arrears can indi@atember of different problems such as
inadequate commitment controls, cash rationing, inadequate budgeticanforcts, under-budgeting of
specific items and lack of information. Expenditure arrearsnasghat the outstanding payment is due
under a specific legal obligation or contractual commitment, wthielgovernment has entered, and may
include due but unpaid claims for salaries, pensions, suppliesceservents, interest on domestic and
external debt. Delays or reductions in transfers of subsidies mamisgo autonomous government
agencies and other levels of government would not constitutersamakess they are part of a legal
obligation (specifying amount and timing of each payment) or canahagreement. A provision for a
transfer in the annual budget law or appropriations act would nttdli constitute a legal obligation.
Unpaid amortization of loan principal is not considered an arredhifindicator, since amortization is
not expenditure, but a financing transaction.

Local regulations or widely accepted practices may specifynaineunpaid claim becomes in arrears. If
such a local practice is applied in measuring the stockre&ms, then its content and basis should be
described in the narrative. The default for the assessment, éigwenld be internationally accepted
business practices according to which a claim will be coreiderarrears if payment has not been made
within 30 days from government’s receipt of supplier's invaiegm (for supplies, services or works
delivered), whereas the failure to make staff payroll paymenteamt a deadline for payment of interest
on debt immediately results in the payment being in arrears.

This indicator is concerned with measuring the extent to which tharsteck of arrears, and the

extent to which the systemic problem is being brought under control and addM4sle special
exercises to identify and pay off old arrears may be necessary, thioiié effective if new

arrears continue to be created (payments due during the &sbyenot made). Most fundamentally,
however, is the assessment of the existence and completengata ain arrears, without which no
assessment can be made.

Dimensionsto be assessed (Scoring M ethod M 1):

® Stock of expenditure payment arrears (as a percentageuaf atal expenditure for the
corresponding fiscal year) and any recent change in the stock.

(i) Availability of data for monitoring the stock of expenditure pagtrarears.

Score Minimum Requirements (Scoring Method M 1)

A (i) The stock of arrears is low (i.e. is below 2% of total expenel)
(i) Reliable and complete data on the stock of arrears mergted through routin
procedures at least at the end of each fiscal year (and includes anfég)e pro
B () The stock of arrears constitutes 2-10% of total expenditure; aredishevidence that it
has been reduced significantly (i.e. more than 25%) in the last two years.
(i) Data on the stock of arrears is generated annually, bpinwiabe complete for a few
identified expenditure categories or specified budget institutions.
C () The stock of arrears constitutes 2-10% of total experditind there is no evidence
that it has been reduced significantly in the last two years.
(i) Data on the stock of arrears has been generated bgsitdne comprehensive ad hoc
exercise within the last two years.
D () The stock of arrears exceeds 10% of total expenditure.
(i) There is no reliable data on the stock of arrears from the lasjeers.

D

12
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PI-5. Classification of the budget

A robust classification system allows the tracking of spending on the foljodumensions:

administrative unit, economic, functional and program. Where atdnthternational classification

practices are applied, governments can report expenditure inf@mat and track poverty-reducing
andother selected groups of expenditure. The budget will benpgds@ a format that reflects the most
important classifications (usually administrative combined hwiéconomic, functional and/or

programmatic) and the classification will be embedded in theatcof accounts to ensure that all
transactions can be reported in accordance with any of the classiscased.

In countries where a poverty reduction strategy is a core element in thargeness overall policy
framework, the definition of poverty reducing expenditure is nogniigked directly to the classification
of the budget.

The international standard for classification systems isGbeernment Finance Statistics (GFS) which
provides the framework for economic and functional classificatibriransactions. Under the UN-
supported Classification of Functions of Government (COFOG)¢twisi the functional classification
applied in GFS, there are ten main functions at the highesit é&d 69 functions at the second (sub-
functional) level.

No international standard for programmatic classification gx&td this type of classification is used in
widely deviating ways across countries. However, progransifitegion can be an important tool in

budget formulation, management and reporting (ref. indicator Plab®)the way in which is it applied

should be explained in the narrative if the highest score is assigned onitis bas

Dimension to be assessed (Scoring Method M 1):

() The classification system used for formulation, execution and reportihg cEntral Government’s
budget.

Score Minimum Requirements (Scoring M ethod M 1)

A () The budget formulation and execution is based on administragis@omic and sub-
functional classification, using GFS/COFOG standards orralate that can produce consistent
documentation according to those standards. (Program classificasignsubstitute for sul
functional classification, if it is applied with a level détail at least corresponding to sub-
functional.)

B (i) The budget formulation and execution is based on administraomomic and functional
classification (using at least the 10 main COFOG functjarsihg GFS/COFOG standards or a
standard that can produce consistent documentation according to those standards

C () The budget formulation and execution is based on administi@d economic classificatign
using GFS standards or a standard that can produce consistent mkatiamexccording to those
standards.

D () The budget formulation and execution is based on a diff@lassification (e.g. not GFS

compatible or with administrative break-down only).
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PI-6. Comprehensiveness of information included in budget documentation

Annual budget documentation (the annual budget and budget supporting documents), as submitted
to the legislature for scrutiny and approval, should allow a compldate@iaf central government

fiscal forecasts, budget proposals and out-turn of previous. yaaagdition to the detailed information
on revenues and expenditures, and in order to be considered complatsyuaebudget documentation
should include information on the following elements:

1.

Noaswd

o

Macro-economic assumptions, including at least estimates oégadg growth, inflation and
exchange rate.

Fiscal deficit, defined according to GFS or other internationaitygrézed standard.

Deficit financing, describing anticipated composition.

Debt stock, including details at least for the beginning of thertwear.

Financial Assets, including details at least for the beginning ofithent year.

Prior year’'s budget outturn, presented in the same format as the budgsaipropo

Current year’s budget (either the revised budget or theatéed outturn), presented in the same
format as the budget proposal.

Summarized budget data for both revenue and expenditure according to the mairfi theads
classifications used (ref. PI-5), including data for the current amibpeeyear.

Explanation of budget implications of new policy initiativesthwestimates of the budgetary
impact of all major revenue policy changes and/or some major changgeetaliture programs.

Dimension to be assessed (Scoring Method M 1):

(i) Share of the above listed information in the budget documentatish necently issued by the central
government (in order to count in the assessment, the full spéofficd the information benchmark must
be met).

Score

Minimum Requirements (Scoring Method M 1)

(i) recent budget documentation fulfils 7-9 of the 9 information benchmarks

(i) recent budget documentation fulfils 5-6 of the 9 information benchmarks

(i) recent budget documentation fulfils 3-4 of the 9 information benchmarks

0w >

(i) recent budget documentation fulfils 2 or less of the 9 informatiorhinearks
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PI-7. Extent of unreported government operations

Annual budget estimates, in-year execution reports, year-endifihatatements and other fiscal reports
for the public, should cover all budgetary and extra-budgetary tagiaf central government to allow a
complete picture of central government revenue, expendituressaall categories, and financing. This
will be the case if (i) extra-budgetary operations (cemgakrnment activities which are not included in
the annual budget law, such as those funded through extra-budgetary éwedskignificant or if any
significant expenditures on extra-budgetary activities areided in fiscal reports, and if (ii) activities
included in the budget but managed outside the government’s budget mamagedngccounting system
(mainly donor funded projects) are insignificant or included in governmeat feggorting.

While donor project funding is partially outside government cbiffrarticularly for inputs provided in-
kind i.e. supplied and paid under contracts to which the governmeat & party) , MDAs in charge of
implementing donor funded projects should at least be able tapradequate financial reports on the
receipt and use of donor funding received in cash. Donors. assistatie government in providing full
financial information on project support (including inputs in-kind) i€8ssd in indicator D-2.

Dimensionsto be assessed (Scoring M ethod M 1):
(i) The level of extra-budgetary expenditure (other than donorefiiptojects) which is unreported i.e.

not included in fiscal reports.
(ii) Income/expenditure information on donor-funded projects which is includfscal reports.

Dimension | Minimum requirements (Scoring Method M1).

A () The level of unreported extra-budgetary expenditure (dtier donor funded project
is insignificant (below 1% of total expenditure).

(i) Complete income/expenditure information for 90% (valuejlafor-funded projects i
included in fiscal reports, except inputs provided in-kind OR donmddd project
expenditure is insignificant (below 1% of total expenditure).

)
N—

n

B (i) The level of unreported extra-budgetary expenditure (dttear donor funded projects)
constitutes 1-5% of total expenditure.
(i) Complete income/expenditure information is included indliseports for all loarn
financed projects and at least 50% (by value) of grant financed groject

C (i) The level of unreported extra-budgetary expenditure (abi@@r donor funded projects)
constitutes 5-10% of total expenditure.
(i) Complete income/expenditure information for all loan firehgrojects is included in
fiscal reports.

D (i) The level of unreported extra-budgetary expenditure (dttear donor funded projects)
constitutes more than 10% of total expenditure.
(ii) Information on donor financed projects included in fiscalorés is seriously deficien
and does not even cover all loan financed operations.

—
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PI-8. Transparency of Inter-Governmental Fiscal Relations

While the performance indicator set is focused on PFM by cegtraérnment, Sub-National (SN)
Governmentsin many countries have wide-ranging expenditure responsibilltietederal states, the
fiscal relationship between the central (federal or ungmvernment and the individual states is typically
established in the Constitution of the Union or Federation. Inr aihees, specific laws determine the
layers of SN government, the expenditure responsibilities arehwe sharing arrangements. Transfers
falling in these categories are usually unconditional grangsusle of which will be determined by SN
governments through their budgdtsaddition, central government may provide conditional (earmarked)
grants to SN governments to implement selected serviceedebwnd expenditure responsibilities e.g. by
function or program, on a case by case bdgis. overall level of grants (i.e. the vertical allocajiwill
usually be budget policy decisions at the central governmentsetian or as part of constitutional
negotiation processes and is not assessed by this indicator. étowlear criteria, such as formulas, for
the distribution of grants among SN government entities (i.é&zdrdal allocation of funds) are needed to
ensure allocative transparency and medium-term predictability of fwadable for planning and
budgeting of expenditure programs by SN governments. It is also crucial fan@khments that

they receive firm and reliable information on annual allocatfoore central government well in advance
of the completion (preferably before commencement) of their own budgetatieparocesses.

Given the increasing tendency for primary service deliverpd managed at sub-national government
levels, correct interpretation of sectoral resourcgcation and actual spending effort require tracking of
expenditure information at all levels of government accortingectoral categories (which may or may
not correspond to the GFS functional classification), even whenstinist the legal form in which the
budget is executed. Generation of a full overview of expemdiaiiocations by general government
requires that SN government can generate fiscal data vhssification that is comparable to central
government and that such information is collected at least Bywrarad consolidated with central
government fiscal reports. SN governments may not have atibing to report directly to central
government. Collection and consolidation of fiscal data for g&rgovernment, therefore, may not
necessarily be undertaken by central government, but rathernaianal statistical office. For the
coverage to be meaningful, the consolidated reporting célfisformation should be of a reasonable
guality, include all tiers of general government, and be presentbdtbran ex-ante (budgeted) and an
ex-post (actual) basis. Ex-post information should be sourced from routine asg@ysstiems.

Dimensionsto be assessed (Scoring method M 2):

0] Transparent and rules based systems in the horizontal allocatooy &SN governments of
unconditional and conditional transfers from central government (both budgetectizadd a
allocations);

(i) Timeliness of reliable information to SN governments on theacations from central
government for the coming year;

(iii) Extent to which consolidated fiscal data (at least on revenue armdikpre) is collected
and reported for general government according to sectoral categories.

* Funding provided to deconcentrated units of central government (which do not rel\actmuntability
mechanisms) is not covered by the scope of this indicator.
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Dimension

Minimum requirementsfor dimension score.

Scoring M ethodology M 2

() Transparency
and objectivity
in the horizontal
allocation
among SN
governments

Score = A: The horizontal allocation of almost all transfers (at 1€@86 by value)
from central government is determined by transparent and rules baseadssyste
Score = B: The horizontal allocation of most transfers from central goventr(at
least 50% of transfers) is determined by transparent and rules basadssy

Score = C: The horizontal allocation of only a small part of transfecsnfrcentral
government (10-50%) is determined by transparent and rules based systems.
Score = D: No or hardly any part of the horizontal allocation of trarsfrom centra
government is determined by transparent and rules based systems.

(i) Timeliness
of reliable
information to
SN governments
on their
allocations

Score = A: SN governments are provided reliable information on the aidosato be
transferred to them before the start of their detailed budgeting precesse
Score = B: SN governments are provided reliable information on the allocations
transferred to them ahead of completing their budget proposals, tssighdicant
changes to the proposals are still possible.

Score = C: Reliable information to SN governments is issued before thieastthe
SN fiscal year, but too late for significant budget changes to be made.

Score = D: Reliable estimates on transfers are issued after SNrgoeat budgets

have been finalized, or earlier issued estimates are not reliable.

to be

(i) Extent of
consolidation of
fiscal data for
general
government
according to
sectoral
categories

Score = A: Fiscal information (ex-ante and ex-post) that is consistent eeitttral
government fiscal reporting is collected for 90% (by valuE)S® government
expenditure and consolidated into annual reports within 10 months ehthef the
fiscal year.

Score = B: Fiscal information (ex-ante and ex-post) that is consistefiit @@ntral
government fiscal reporting is collected for at least 76yov@lue) of SN governmer
expenditure and consolidated within 18 months of the end of the fiscal year.
Score = C: Fiscal information (at least ex-post) that is consisterh wentral
government fiscal reporting is collected for at least ahreports 60% (by value) @
SN government expenditure and consolidated into annual reporta @éhnonths of
the end of the fiscal year.

Score = D: Fiscal information that is consistent with central govesnmfiscal
reporting is collected and consolidated for less than 60% (by value) of SN gowue
expenditure OR if a higher proportion is covered, consolidationantwal reports

—

=

nme

D

takes place with more than 24 months delay, if at all.
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PI-9. Oversight of aggregatefiscal risk from other public sector entities

Central government will usually have a formal oversight role in celdb other public sector

entities and should monitor and manage fiscal risks with nationmications arising from activities of
sub-national (SN) levels of government, autonomous government ag€AGA) and public enterprises
(PE), including state-owned banks, but may also for politicabrsalse obliged to assume responsibility
for financial default of other public sector entities, wherdanmal oversight role exists. Fiscal risks can
be created by SN government, AGAs and PEs and inter aliahtalterim of debt service defaulting (with
or without guarantees issued by central government), operationes loessed by unfunded quasi-fiscal
operations, expenditure payment arrears and unfunded pension obligations.

Central government should require and receive quarterly finasta&&ments and audited year-end
statements from AGAs and PEs, and monitor performance agamstifil targets. AGAs and PEs often
report to parent line ministries, but consolidation of infororais important for overview and reporting
of the total fiscal risk for central government. Where SNegoments can generate fiscal liabilities for
central government, their fiscal position should be monitored, at ttman annual basis, again with
consolidation of essential fiscal information.

Central government’s monitoring of these fiscal risks should entt® take corrective measures arising
from actions of AGAs, PEs and SN governments, in a manner @nisigth transparency, governance
and accountability arrangements, and the relative responsibifiticentral government for the rest of the
public sector.

Dimensionsto be assessed (Scoring M ethod M 1):
® Extent of central government monitoring of AGAs and PEs.
(i) Extent of central government monitoring of SN governments. fiscaiqgos

Score Minimum requirements (Scoring methodology: M1)

A () All major AGAs/PEs submit fiscal reports to centgaivernment at least six-monthly, as
well as annual audited accounts, and central government consolidatd risk issues into @
report at least annually.
(i) SN government cannot generate fiscal liabilities fentcal government OR the net fisgal
position is monitored at least annually for all levels of $Megnment and central government
consolidates overall fiscal risk into annual (or more frequent) report

B () Al major AGAs/PEs submit fiscal reports including aedi accounts to central
governments at least annually, and central government coneslideérall fiscal risk issues
into a report. (i) The net fiscal position is monitoredesst annually for the most importgnt
level of SN government, and central government consolidates overallriisk into a report.

C () Most major AGAs/PEs submit fiscal reports to cenialernments at least annually, but a
consolidated overview is missing or significantly incomplete.
(i) The net fiscal position is monitored at least annuédlythe most important level of SN
government, but a consolidated overview is missing or significantly iplede

D () No annual monitoring of AGAs and PEs takes place, or it is significarttynplete.
(i) No annual monitoring of SN governments. fiscal position sailace or it is significantly
incomplete.
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PI-10. Public Accessto key fiscal information

Transparency will depend on whether information on fiscal plpasitions and performance of the
government is easily accessible to the general public or at leastdiaant interest groups.

The narrative of the assessment should comment on the qualibfooihation made available (e.g.
understandable language and structure, appropriate layout, summaridedyé documents) and the
means used to facilitate public access (such as the pres#tesiesale of major documents at no more
than printing cost and notice boards for mainly locally relewafiormation). The extent to which the
means are appropriate depends on the nature of the documentdtitve @haracteristics of the relevant
interest or user groups, such as access to different media.

Elements of information to which public access is essential include:

() Annual budget documentation: A compfeset of documents can be obtained by the public through
appropriate means when it is submitted to the legislature.

(i) In-year budget execution reports: The reports are rdutimade available to the public through
appropriate means within one month of their completion.

(iif) Year-end financial statements: The statements aderazailable to the public through appropriate
means within six months of completed audit.

(iv) External audit reports: All reports on central governnmmnsolidated operations are made available
to the public through appropriate means within six months of completed audit.

(v) Contract awards: Award of all contracts with value &bapprox. USD 100,000 equiv. are published
at least quarterly through appropriate means.

(vi) Resources available to primary service units: mition is publicized through appropriate means at
least annually, or available upon request, for primary seonds with national coverage in at least two
sectors (such as elementary schools or primary health clinics).

Dimension to be assessed (Scoring Method M 1):

() Number of the above listed elements of public access to informatiois fhifilled (in order
to count in the assessment, the full specification of the informatimchbsark must be met).

Score | Minimum Reguirements (Scoring M ethod M 1)

A (i) the government makes available to the public 5-6 of the 6 listed ¢&§pes

information

B (i) the government makes available to the public 3-4 of the 6 listed d§pes
information

C (i) the government makes available to the public 1-2 of the 6 listeddf/pes
information

D () the government makes available to the public none of the 6 tigied
of information

> Complete. means that the documents made publielijadle contains the all of information listed unéedicator
P1-6, to the extent this information exists.
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PI-11. Orderliness and participation in the annual budget process

While the Ministry of Finance (MOF) is usually the drivertbe annual budget formulation process,
effective participation in the budget formulation process byrothinistries, departments and agencies
(MDAs) as well as the political leadersfjiimpacts the extent to which the budget will reflect macro-
economic, fiscal and sector policies. Full participation requée integrated top-down and bottom-up
budgeting process, involving all parties in an orderly and Vimehnner, in accordance with a pre-
determined budget formulation calendar.

The calendar should allow for passing of the budget law bdierstart of the fiscal year as well as for
sufficient time for the other MDAs to meaningfully prepdheir detailed budget proposals as per the
guidance. Delays in passing the budget may create uncerahioty the level of approved expenditures
and delays in some government activities, including majorractst Clear guidance on the budget
process should be provided in the budget circular and budget formulagimmamincluding indicative
budgetary ceilings for administrative units or functional areas.

In order to avoid last minute changes to budget proposals, iptamt that the political leadership is
actively involved in the setting of aggregate allocatiorast{gularly for sectors or functions) from an
early stage of the budget preparation process. This shouldibgethihrough review and approval of the
allocation ceilings in the budget circular, either by approvingiheéget circular or by approving a
preceding proposal for aggregate allocations (e.g. in a budget outlook paper).

Dimensionsto be assessed (Scoring method M 2):

0] Existence of and adherence to a fixed budget calendar;

(i) Clarity/comprehensiveness of and political involvemenhaguidance on the preparation of
budget submissions (budget circular or equivalent);

(iii) Timely budget approval by the legislature or similarly maad@ody (within the last three
years);

NOTE: The MDAs concerned for the purpose of this indicator are thbwh are directly charged

with responsibility for implementing the budget in line withteegolicies and which directly receive
funds or authorization to spend from the MOF. Department and agetheieseport and receive
budgetary funds through a parent ministry should not be considered in tbensese

® By political leadership. is meant the leadershighefexecutive, such as the Cabinet or equivalety.b
Involvement of the legislative in review of budgebposals is covered by indicator PI-27.
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Dimension

Minimum requirementsfor dimension score.
Scoring M ethodology M2

(i) Existence of
and adherence to
a fixed budget
calendar

Score = A: A clear annual budget calendar exists, is generally adheibtallows
MDAs enough time (and at least six weeks from receipt obthdget circular) ta
meaningfully complete their detailed estimates on time.

Score = B: A clear annual budget calendar exists, but some delays tme
experienced in its implementation. The calendar allows MDAsoretble time (at
least four weeks from receipt of the budget circular) sbrtfwest of them are able 1
meaningfully complete their detailed estimates on time.

Score = C: An annual budget calendar exists, but is rudimentary and atibb
delays may often be experienced in its implementation, and aMiWss so little
time to complete detailed estimates, that many fail to complete thesty ti

Score = D: A budget calendar is not prepared OR it is generally not edlierOR
the time allowed for MDAs. budget preparation is clearly insigfic to make
meaningful submissions.

(i) Guidance on
the preparation of
budget

submissions

Score = A: A comprehensive and clear budget circular is issued to MDAghw
reflects ceilings approved by Cabinet (or equivalent) ptorthe circular's
distribution to MDAs.

Score = B: A comprehensive and clear budget circular is issued to MDAg;hv
reflects ceilings approved by Cabinet (or equivalent). @pjzroval takes place aft
the circular distribution to MDAs, but before MDAs have completadir
submission.

Score = C: A budget circular is issued to MDAs, including ceilings forivigilal
administrative units or functional areas. The budget estimatesreviewed an
approved by Cabinet only after they have been completed in ailsdeyaMDAsS,
thus seriously constraining Cabinet’s ability to make adjustments.

Score = D: A budget circular is not issued to MDAs OR the quality ofdineular is
very poor OR Cabinet is involved in approving the allocations oniyadiately
before submission of detailed estimates to the legislattihes having ng
opportunities for adjustment.

1%

(iii) Timely
budget approval
by the legislature

Score = A: The legislature has, during the last three years, approvedutiget
before the start of the fiscal year.

Score = B: The legislature approves the budget before the start fitiaé year, but
a delay of up to two months has happened in one of the last three years.
Score = C: The legislature has, in two of the last three years, apprinedudget
within two months of the start of the fiscal year.

Score = D: The budget has been approved with more than two months delay
of the last three years.
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PI-12. Multi-year perspectivein fiscal planning, expenditur e policy and budgeting

Expenditure policy decisions have multi-year implications, and imeisaligned with the availability of
resources in the medium-term perspective. Therefore, multi-\geat forecasts of revenue, medium term
expenditure aggregates for mandatory expenditure and potentit fieéncing (including reviews of
debt sustainability involving both external and domestic debt) must be thdaftmn for policy changes.

Expenditure policy decisions or options should be described in sectorsttategnents, which

are fully costed in terms of estimates of forward expenditimetiding expenditures both of a recurring
nature as well as those involving investment commitments lagid tecurrent cost implications) to
determine whether current and new policies are affordablénwaiggregate fiscal targets. On this basis,
policy choices should be made and indicative, medium-term satgoations be established. The extent
to which forward estimates include explicit costing of the iogpion of new policy initiatives, involve
clear, strategy-linked selection criteria for investments aral integrated into the annual budget
formulation process will then complete the policy-budget link.

Countries that have effectively introduced multi-annual program budgegnrikely to show good
performance on most aspects of this indicator. In this regard, assessdrsutxstitute programs.
for functions in dimension (i), and for sector strategies in dimensiognand (iv) of the

indicator.

Dimensionsto be assessed (Scoring method M 2):

(i) Preparation of multi -year fiscal forecasts and functionatatlons;

(i) Scope and frequency of debt sustainability analysis

(iif) Existence of sector strategies with multi-year costing afiment & investment expenditure;
(iv) Linkages between investment budgets and forward expenditure testima
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Dimension Minimum requirementsfor dimension score. Scoring Methodology M2
(i) Multi-year | Score = A: Forecasts of fiscal aggregates (on the basis of mainocee@f economig
fiscal forecasts and functional/sector classification) are prepared for adtléhree years on a rolling
and functional annual basis. Links between multi-year estimates and subsesgtting of annual
allocations budget ceilings are clear and differences explained
Score = B: Forecasts of fiscal aggregates (on the basis of ca@gories of economic
and functional/sector classification) are prepared for &t le@o years on a rolling
annual basis. Links between multi-year estimates and subsesptting of annua|
budget ceilings are clear and differences are explained.
Score = C: Forecasts of fiscal aggregates (on the basis of the raddgaries of
economic classification) are prepared for at least two years oring redinual basis.
Score = D: No forward estimates of fiscal aggregates are undertaken
(i) Scope and Score= A: DSA for external and domestic debt is undertaken annually.
frequency  off Score=B: DSA for external and domestic debt is undertaken at leastchmiey the
debt last three yearsScore = C: A DSA for at least for external debt undertaken once
sustainability | during last three years.
analysis Score = D: No DSA has been undertaken in the last three years
(i) Existence| Score = A: Strategies for sectors representing at least 75% of primary etgrenekist
of costed sector with full costing of recurrent and investment expenditure, broadly consisiintiscal
strategies forecasts.
Score = B: Statements of sector strategies exist and are fullg@doBtoadly consistent
with fiscal forecasts, for sectors representing 25-75% of primary expendi
Score = C: Statements of sector strategies exist for severalrmaagiors but are only
substantially costed for sectors representing up to 25% ofapriexpenditure OR
costed strategies cover more sectors but are inconsistent witlgatggiscal forecasts.
Score = D: Sector strategies may have been prepared for some séctbrgne of
them have substantially complete costing of investments and recurrentiexgend
(iv) Linkages| Score = A: Investments are consistently selected on the basis ofantlesector
between strategies and recurrent cost implications in accordande seittor allocations and
investment included in forward budget estimates for the sector.
budgets and Score = B: The majority of important investments are selected on the bbsétevant
forward sector strategies and recurrent cost implications in accardaitic sector allocations
expenditure and included in forward budget estimates for the sector.
estimates Score = C: Many investment decisions have weak links to sector stestegid thei

recurrent cost implications are included in forward budget astsnonly in a few (bu
major) cases.

Score = D: Budgeting for investment and recurrent expenditure are seaiogiesses

—

with no recurrent cost estimates being shared.
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P1-13. Transparency of Taxpayer Obligations and Liabilities

Effective assessment of tax liability is subject to the oveaatrol environment that exists in the

revenue administration system (ref. PI-14) but is also very dependent oretiiérdiolvement and
co-operation of the taxpayers from the individual and corporate private Sdotarcontribution to
ensuring overall compliance with tax policy is encouraged agititdded by a high degree transparency
of tax liabilities, including clarity of legislation and admiméive procedures, access to information in
this regard, and the ability to contest administrative rulings on tax tyabili

A good tax collection system encourages compliance and limits diidivhegotiation of tax liability by
ensuring that tax legislation is clear and comprehensive and linaits discretionary powers (especially
in decisions on tax assessments and exemptions) of the governmees @mtidlved, such as e.g. the
revenue administration (RA), the ministry of finance and investment pramagencies.

It should be noted that a country’s RA may comprise several entities, eabicbfhas revenue
collection as its principal function (e.g. an Inland Revenue Agency and a Custbnasi#y). All

of those entities should be included in the assessment of the revexted imdlicators PI-13, PI-14
and PI-15, where it is relevant.

Taxpayer education is an important part of facilitating taxpagerpliance with registration, declaration
and payment procedures. Actual and potential taxpayers need easy tcuser friendly, comprehensive
and up-to-date information on the laws, regulations and procedurepdsted on government websites,
made available through taxpayer seminars, widely distributed longdgpamphlets and other taxpayer
education measures). Potential taxpayers also need to be meadecdvtheir liabilities through taxpayer
education campaigns.

Taxpayers. ability to contest decisions and assessment made by the eelraimistration requires

the existence of an effective complaints/appeals mechaheanguarantees the taxpayer a fair treatment.
The assessment of the tax appeals mechanism should reflect taeaexia practice of such a system, its
independence in terms of organizational structure, appointments rartdi its powers in terms of
having its decisions acted upon as well as its functionalitgrins of access (humber and size of cases),
efficiency (case processing periods), and fairness (balance intsgrdic

Dimensionsto be assessed (Scoring method M 2):

)] Clarity and comprehensiveness of tax liabilities

(i) Taxpayer access to information on tax liabilities and admirnisér@rocedures.
(iii) Existence and functioning of a tax appeals mechanism.
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Dimension

Minimum requirementsfor dimension score. Scoring Methodology M2

(i) Clarity and
comprehensivenes
of tax liabilities

Score = A: Legislation and procedures for all major taxes are compreleeast
sclear, with strictly limited discretionary powers of the governmetities involved.
Score = B: Legislation and procedures for most, but not necessarily all, major
are comprehensive and clear, with fairly limited discretipnpowers of the
government entities involved.
Score = C: Legislation and procedures for some major taxes are comprehg
and clear, but the fairness of the system is questioned @usulistantia
discretionary powers of the government entities involved.

Score = D: Legislation and procedures are not comprehensive and clearder
areas of taxation and/or involve important elements of admatiisé discretion in
assessing tax liabilities.

taxes

2nsive

(i) Taxpayers.
access td
information on tax
liabilities and
administrative
procedures

Score A: Taxpayers have easy access to comprehensive, user fraerlyp-to-
date information tax liabilities and administrative procedufor all major taxes
and the RA supplements this with active taxpayer education campaigns.
Score = B: Taxpayers have easy access to comprehensive, user friendlp-tmd
date information on tax liabilities and administrative procedfmesome of the
major taxes, while for other taxes the information is limited.
Score = C: Taxpayers have access to some information on tax liabibines
administrative procedures, but the usefulness of the infmmas$ limited due
coverage of selected taxes only, lack of comprehensiveness andb@ing up-to-
date.

Score = D: Taxpayer access to up-to-date legislation and procedural igesies
seriously deficient.

(i) Existence and
functioning of a
tax appeals
mechanism.

Score A: A tax appeals system of transparent administrative proesdwith
appropriate checks and balances, and implemented through indep
institutional structures, is completely set up and effectiveperating with
satisfactory access and fairness, and its decisions are proctptyugon.

Score = B: A tax appeals system of transparent administrative procedti
completely set up and functional, but it is either too early sesssits effectivenes
or some issues relating to access, efficiency, fairnesdamtieé follow up on its
decisions need to be addressed.

Score = C: A tax appeals system of administrative procedures has ktalighed
but needs substantial redesign to be fair, transparent and effective.

endent

Score = D: No functioning tax appeals system has been established
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PI-14. Effectiveness of measuresfor taxpayer registration and tax assessment

Effectiveness in tax assessment is ascertained by anciiaarbetween registration of liable taxpayers
and correct assessment of tax liability for those taxpayers.

Taxpayer registration is facilitated by control mechanisms introducételyevenue administration (RA).
Maintenance of a taxpayer database based on a unique taigeyfication number is an important
element of such a control system, but is most effective if aoeabivith other government registration
systems that involve elements of taxable turnover and assetlis as e.g. issue of business licenses,
opening of bank accounts and pension fund accounts). In addition, RAs should @araptiance with
registration requirements through occasional surveys of poteatiphyers e.g. by selective, physical
inspection of business premises and residences.

Ensuring that taxpayers comply with their procedural obligations ofyakpegistration and tax
declaration is usually encouraged by penalties that may vitlty tve seriousness of the fault.
Effectiveness of such penalties is determined by the extent to whidtigeaee sufficiently high
to have the desired impact, and are consistently and fairly administered.

Modern RAs rely increasingly on self-assessment and uséang&ted auditing of taxpayers as a key
activity to improve compliance and deter tax evasion. Ineviteddeurce constraints mean that audit
selection processes must be refined to identify taxpayers aabldaactivities that involve the largest
potential risk of non-compliance. Indicators of risk are fiteguency of amendments to returns and
additional tax assessed from tax audit work. Collection anlysasaf information on non-compliance
and other risks is necessary for focusing tax audit desvénd resources towards specific sectors, and
types of taxpayers have the highest risk of revenue leakage $oious issues of non-compliance
involve deliberate attempts of tax evasion and fraud, which mee collusion with representatives of
the RA. The ability of the RA to identify, investigate and ssstully prosecute major evasion and fraud
cases on a regular basis is essential for ensuring that taxpewygiy evith their obligations.

Dimensionsto be assessed (Scoring method M 2):
® Controls in the taxpayer registration system.

(i) Effectiveness of penalties for non-compliance with registnaind declaration obligations
(iii) Planning and monitoring of tax audit and fraud investigation programs.
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Dimension Minimum requirementsfor dimension score. Scoring Methodology M2
() Controls | Score = A: Taxpayers are registered in a complete database sysitn]
in the comprehensive direct linkages to other relevant governmestnagn system
taxpayer and financial sector regulations.
registration | Score = B: Taxpayers are registered in a complete database systeraome
system. linkages to other relevant government registration systerdsfinancial secto
regulations.
Score = C: Taxpayers are registered in database systems for indivaies,
which may not be fully and consistently linked. Linkages to o
registration/licensing functions may be weak but are then supplethdy
occasional surveys of potential taxpayers.
Score = D: Taxpayer registration is not subject to any effective otstor
enforcement systems
(i) Score = A: Penalties for all areas of non-compliance are set sifigi high to
Effectiveness| act as deterrence and are consistently administered.
of penalties | Score = B: Penalties for non-compliance exist for most relevantsafeat are
for non- not always effective due to insufficient scale and/or inconsisteninedration.
compliance | Score = C: Penalties for non-compliance generally exist, but substg
with changes to their structure, levels or administration are needgaetthem a red
registration | impact on compliance.
and tax Score = D: Penalties for non-compliance are generally non-existen
declaration | ineffective (i.e. set far too low to have an impact or rarely imposed).
(i) Planning | Score A: Tax audits and fraud investigations are managed and report
and according to a comprehensive and documented audit plan, with cia
monitoring of | assessment criteria for all major taxes that apply sedfsasgent.
tax audit Score = B: Tax audits and fraud investigations are managed and report
programs. according to a documented audit plan, with clear risk assessminia for

audits in at least one major tax area that applies self-assessment.
Score= C: There is a continuous program of tax audits and fraud investigal
but audit programs are not based on clear risk assessment criteria.

Score = D: Tax audits and fraud investigations are undertaken on an ad hoq

s

r

ther

intial
I

t or

ed on
rori

ed on

tions,

t basis

if at all.

27



PEFA PFM Performance Measurement Framework — Reéviaauary 2011

PI-15. Effectivenessin collection of tax payments

Accumulation of tax arrears can be a critical factor undermining high budgetaumgnsutvhile the ability

to collect tax debt lends credibility to the tax assessmemteps and reflects equal treatment of all
taxpayers, whether they pay voluntarily and need close follow upleVakof tax arrears itself does not
necessarily correlate to the effectiveness of the taratmh system, since a major tax assessment drive
may substantially increase tax arrears. However, the RAi§ydbilcollect the taxes assessed is critical,
unless the overall level of arrears is insignificant. Bathe arrears collection effort relates to resolution
of tax debt in dispute. In some countries, tax arrears in dispusditute a significant part of the total tax
arrears, for which reason there may be a major differencesbptgross and net arrears (including and
excluding disputes respectively).

Prompt transfer of the collections to the Treasury is eés$dat ensuring that the collected revenue is
available to the Treasury for spending. This may take plébereby having a system that obliges
taxpayers to pay directly into accounts controlled by the Treasury (possbiged by a bank) or, where
the RA maintains it own collection accounts, by frequent andtfahsfers from those accounts to
Treasury controlled accounts (time periods mentioned do not include dethgshianking system).

Aggregate reporting on tax assessments, collections, arredréransfers to (and receipts by) the
Treasury must take place regularly and be reconciled, wherepajape, in order to ensure that the
collection system functions as intended, that tax arrears are monitortdteansienue float is minimized.

Dimensionsto be assessed (Scoring M ethod M 1):

)] Collection ratio for gross tax arrears, being the percenta@g @frrears at the beginning of a
fiscal year, which was collected during that fiscal year (aveshtiee last two fiscal years).

(i) Effectiveness of transfer of tax collections to the Stag by the revenue administration.

(iii) Frequency of complete accounts reconciliation between tax asseisswollections, arrears
records and receipts by the Treasury.

Score | Minimum requirements (Scoring methodology: M 1)

A (i) The average debt collection ratio in the two most redscalfyears was 90% or aboye
OR the total amount of tax arrears is insignificant (i.es fd®n 2% of total annual
collections).
(ii) All tax revenue is paid directly into accounts controlledtiy Treasury or transfers
to the Treasury are made daily.
(i) Complete reconciliation of tax assessments, collectiamegars and transfers fo
Treasury takes place at least monthly within one month of end of month.

B () The average debt collection ratio in the two most refischl years was 75-90% and
the total amount of tax arrears is significant.

(i) Revenue collections are transferred to the Treasury at |eabtyy
(i) Complete reconciliation of tax assessments, collectiamsgars and transfers to
Treasury takes place at least quarterly within six weeks of end of quarte

C (i) The average debt collection ratio in the two mosemediscal years was 60-75% and
the total amount of tax arrears is significant

(i) Revenue collections are transferred to the Treasury at |esshin
(i) Complete reconciliation of tax assessments, collectiamegars and transfers fo
Treasury takes place at least annually within 3 months of end of the year.

D (i) The debt collection ratio in the most recent year belsw 60% and the total amount
of tax arrears is significant (i.e. more than 2% of total annualctiolies).

(i) Revenue collections are transferred to the Treasury lessarbgtilan monthly
(i) Complete reconciliation of tax assessments, collectiamsgars and transfers to
Treasury does not take place annually or is done with more than 3 months’ delay.
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PI-16. Predictability in the availability of fundsfor commitment of expenditures

Effective execution of the budget, in accordance with the work planstagdiat the spending
ministries, departments and agencies (MDAS) receive relialdenation on availability of funds
within which they can commit expenditure for recurrent and capital inpbis indicator assesses
the extent to which the central ministry of finance provides reliabberivdtion on the availability
of funds to MDAs, that manage administrative (or program) budget headst€s} in the central
government budget and therefore are the primary recipients of $aaiation from the ministry
of finance. The MDAs concerned in this indicator are the same asc¢boserned in indicator PI-
11.

In some systems, funds (commitment ceilings, authority to spend or teaoktash) are released

by the ministry of finance in stages within the budget year (nhgmuarterly etc). In others, the passing
of the annual budget law grants the full authority to spend dtagi@ning of the year, but the ministry of
finance (or other central agency) may in practice impodaysleon ministries in incurring new
commitments (and making related payments), when cash flow problesas To be reliable, the amount
of funds made available to an entity for a specific period should not be dediurdeg that period.

Predictability for MDAs in the availability of funds is fétated by effective cash flow planning,
monitoring and management by the Treasury, based on regulardiabterforecasts of cash inflows and
of major, atypical outflows (such as the cost of holding lectien and discrete capital investments)
which are linked to the budget implementation and commitment plansndividual MDAs, and
incorporates the planned in-year borrowing to ensure adequate liquidity Gine.

Governments may need to make in-year adjustments to tadlogan the light of unanticipated events
impacting revenues and/or expenditures. The impact on predigtadnid on the integrity of original
budget allocations is minimized by specifying, in advance, an adjostmechanism that relates
adjustment to the budget priorities in a systematic ams$peaent manner (e.g. protection of particular
votes or budget lines that are declared to be high prioritysagr ,poverty related.). In contrast,
adjustments can take place without clear rules/guidelinesirobe undertaken informally (e.g. through
imposing delays on new commitments). While many budget adjustroanttake place administratively
with little implication for the expenditure composition outturntfa@ more aggregate level of budget
classifications, other more significant changes may chargedtual composition at fairly aggregate
administrative, functional and economic classification leveldes for when the legislature should be
involved in such in-year budget amendments are assessed in PI-27 and not covered here.

The adherence of MDAs with the ceilings for expenditure commitment amagoas is not
assessed here, but is covered by indicator PI-20 on internal controls.

Dimensionsto be assessed (Scoring M ethod M 1):

)] Extent to which cash flows are forecast and monitored.
(i) Reliability and horizon of periodic in-year information to MDAs ailings for expenditure
commitment

(iii) Frequency and transparency of adjustments to budget allocatioich, avh decided above
the level of management of MDAs.
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Score Minimum requirements (Scoring methodology: M 1)

A (i) A cash flow forecast is prepared for the fiscal year, and areagdainthly on the basis of
actual cash inflows and outflows.
(i) MDAs. are able to plan and commit expenditure for astiesix month in advance |n
accordance with the budgeted appropriations.
(iii) Significant in-year adjustments to budget allocation tplace only once or twice inja
year and are done in a transparent and predictable way

B (i) A cash flow forecast is prepared for the fiscal yaad updated at least quarterly, on the
basis of actual cash inflows and outflows.
(i) MDAs are provided reliable information on commitmenilings at least quarterly in
advance. (iii) Significant in-year adjustments to budget atlons take place only once pr
twice in a year and are done in a fairly transparent way.

C (i) A cash flow forecast is prepared for the fiscahryebut is not (or only partially and
infrequently) updated.
(i) MDAs are provided reliable information for one or two months in advance
(i) Significant in-year budget adjustments are frequent, botlertaken with some
transparency.

D (i) Cash flow planning and monitoring are not undertaken or of very poor quality

(i) MDAs are provided commitment ceilings for less thamanth OR no reliable indicatio
at all of actual resource availability for commitment.

(i) Significant in-year budget adjustments are frequent and notidangansparent manner.

=]
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PI-17. Recording and management of cash balances, debt and guar antees

Debt management, in terms of contracting, servicing and repayared the provision of government
guarantees are often major elements of overall fiscal geament. Poor management of debt and
guarantees can create unnecessarily high debt serviceaodstan create significant fiscal risks. The
maintenance of a debt data system and regular reporting onfea&unes of the debt portfolio and its
development are critical for ensuring data integrity andaeél®enefits such as accurate debt service
budgeting, timely service payments, and well planned debt roll-over.

An important requirement for avoiding unnecessary borrowing and intasts is that cash balances in
all government bank accounts are identified and consolidated (ingltibse for extra-budgetary funds
and government controlled project accounts). Calculation and conswlidat bank accounts are
facilitated where a single Treasury account exists or eviadr accounts are centralized. In order to
achieve regular consolidation of multiple bank accounts not heldattgntimely electronic clearing and
payment arrangements with the government’s bankers will generaigbieed.

Critical to debt management performance are also the preperding and reporting of government
issued guarantees, and the approval of all guarantees by agirgkament entity (e.g. the ministry of
finance or a debt management commission) against adequate and tramcspearent

Undertaking of debt sustainability analyses is covered undei-yealt perspectives in PI-12, whereas
monitoring of liabilities arising from guarantees issued is covered tisdal risk oversight in PI-9.

Dimensionsto be assessed (Scoring method M 2):
(i) Quality of debt data recording and reporting
(i) Extent of consolidation of the government’s cash balances
(i) Systems for contracting loans and issuance of guarantees.
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Dimension Minimum requirementsfor dimension score.
Scoring M ethodology M 2
(i) Quality of | Score = A: Domestic and foreign debt records are complete, updatecemnakciled on g
debt data monthly basis with data considered of high integrity. Comprehemsaragement an
recording and| statistical reports (cover debt service, stock and operatiares)produced at lea
reporting quarterly

Score = B: Domestic and foreign debt records are complete, updated and ledc
quarterly. Data considered of fairly high standard, but minor rd@ian problems
occur. Comprehensive management and statistical reports @elveservice, stock an
operations) are produced at least annually.

Score = C: Domestic and foreign debt records are complete, updated anditedat
least annually. Data quality is considered fair, but some gapseaonciliation problem
are recognized. Reports on debt stocks and service are produceacoatyonally of
with limited content.

Score = D: Debt data records are incomplete and inaccurate to a significant degree.

[72)

(i) Extent of
consolidation
of the
government’s
cash balances

Score = A: All cash balances are calculated daily and consolidated.

Score = B: Most cash balances calculated and consolidated at lessiywbut some

extra-budgetary funds remain outside the arrangement.

Score = C: Calculation and consolidation of most government cash balaneegpltade
5 at least monthly, but the system used does not allow consolidation of bank balance

Score = D: Calculation of balances takes place irregularly, iflataad the system use

does not allow consolidation of bank balances.

A

2S

(iii) Systems
for
contracting
loans and
issuance of
guarantees.

Score = A: Central government’s contracting of loans and issuance ochmggas are

made against transparent criteria and fiscal targets, ava/salapproved by a sing
responsible government entity.
Score = B: Central government’s contracting of loans and issuance of rdaasaare
made within limits for total debt and total guarantees, dwdys approved by a sing
responsible government entity.

Score = C: Central government’s contracting of loans and issuance ohmggas are

always approved by a single responsible government entity, butbaigecided on th
basis of clear guidelines, criteria or overall ceilings.

Score = D: Central government’s contracting of loans and issuance camgeas are

19}

approved by different government entities, without a unified overview mesthani
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P1-18. Effectiveness of payroll controls

The wage bill is usually one of the biggest items of govemregpenditure and susceptible to weak
control and corruption. This indicator is concerned with the pafgolpublic servants only. Wages for
casual labor and discretionary allowances that do not formrop#re payroll system are included in the
assessment of general internal controls (P1-20). However, atiffeegments of the public service may be
recorded in different payrolls. All of the more importantsath payrolls should be assessed as the basis
for scoring this indicator, and mentioned in the narrative.

The payroll is underpinned by a personnel database (in some eadiséstice “nominal roll” and not
necessarily computerized), which provides a list of all stffo should be paid every month and which
can be verified against the approved establishment list and the individs@ahipelrrecords (or staff files).
The link between the personnel database and the payroll is a key control. &myna@mts required to the
personnel database should be processed in a timely manner througlye report, and should result in
an audit trail. Payroll audits should be undertaken regularigieintify ghost workers, fill data gaps and
identify control weaknesses.

Dimensionsto be assessed (Scoring M ethod M 1):

(i) Degree of integration and reconciliation between personneldeemd payroll data.
(ii) Timeliness of changes to personnel records and the payroll

(i) Internal controls of changes to personnel records and the payroll.

(iv) Existence of payroll audits to identify control weaknesses agiMast workers.

Score Minimum requirements (Scoring methodology: M 1)

A (i) Personnel database and payroll are directlielihto ensure data consistency and monthly
reconciliation.
(i) Required changes to the personnel recordspaydoll are updated monthly, generally|in
time for the following month’s payments. Retroaetigdjustments are rare (if reliable data
exists, it shows corrections in max. 3% of salayments).

(iif) Authority to change records and payroll éstricted and results in an audit trail.
(iv) A strong system of annual payroll audits exist identify control weaknesses and/or ghost
workers.

B (i) Personnel data and payroll data are not diydotked but the payroll is supported by full
documentation for all changes made to personnekdsceach month and checked against|the
previous month’s payroll data.
(i) Up to three months delay occurs in updatirfgcbanges to the personnel records and
payroll, but affects only a minority of changesti@active adjustments are made occasionally.
(i) Authority and basis for changes to persomeelords and the payroll are clear.
(iv) A payroll audit covering all central governnieentities has been conducted at least onge in
the last three years (whether in stages or asingke ®xercise).

C (i) A personnel database may not be fully maintibat reconciliation of the payroll wit
personnel records takes place at least every sithmo

(i) Up to three months delay occurs in processihgnges to personnel records and payroll for
a large part of changes, which leads to frequerdaetive adjustments.

(iii) Controls exist, but are not adequate to eadull integrity of data.

(iv) Partial payroll audits or staff surveys haweh undertaken within the last 3 years.

=

D (i) Integrity of the payroll is significantly undeained by lack of complete personnel records
and personnel database, or by lacking reconcilidietween the three lists.
(ii) Delays in processing changes to payroll aachimal roll are often significantly longer than
three months and require widespread retroactivesadgnts.

(i) Controls of changes to records are deficiemd facilitate payment errors.
(iv) No payroll audits have been undertaken withia last three years.
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PI-19 Transpar ency, competition and complaints mechanismsin procurement
Theoriginal version of thisindicator appearsin Annex 3

Significant public spending takes place through the public proamemsystem. A well functioning
procurement system ensures that money is used effectowrelchieving efficiency in acquiring inputs
for, and value for money in, delivery of programs and senligethe government. The principles of a
well functioning system need to be stated in a well defined randparent legal framework that clearly
establishes appropriate policy, procedures, accountability andolson®ne of the key principles
established by the legal framework is the use of transpasent competition as a means to obtain fair
and reasonable prices and overall value for money.

While the procurement system operates within its own framevitobenefits from the overall control
environment that exists in the PFM system, including publiessc¢o information, internal controls
operated by implementing agencies, and external audit. The gnoent system also contributes to many
aspects of the PFM system, providing information that enabbdsstic budget formulation, providing
access to information to stakeholders that contribute to public awassessnsparency, and supporting
efficiency and accountability in delivery of government prografihe following indicators impact on or
are influenced by procurement: PI-4, PI-10, PI-12, P-20, PI-21, PI-24, PI-26 and PI-28).

However, unique to the public procurement process is the involveshgarticipants from the private
sector and the civil society who are key stakeholders in themetof the procurement process. A good
procurement system uses the participation of these stakehotd@artaof the control system in the
process for submission and resolution of complaints in a fair, transpadegendent and timely manner.
The timely resolution of complaints is necessary to allowrachbwards to be reversed if necessary and
limit remedies tied to profit loss and costs associatdtl bid or proposal preparation after contract
signatures. A good process also includes the ability to refeesodution of the complaints to an external
higher authority for appeals.

Public dissemination of information through appropriate means (@yergment or agency level
websites, procurement journals, national or regional newspapergnmand from procurement bodies)
on procurement processes and its outcomes are key elemaatssphtency. In order to generate timely
and reliable data, a good information system will capture data on procurteamesatctions and be secure.

Dimensionsto be assessed (Scoring method M 2):

() Transparency, comprehensiveness and competition in the legal arataggtramework.
(i) Use of competitive procurement methods.

(iif) Public access to complete, reliable and timely procuremeotrvation.

(iv) Existence of an independent administrative procurement complagtésrsy

While dimension (i) is concerned with the existence and scopieedegal and regulatory framework,
dims (ii), (iii) & (iv) focus on the operation of the system.
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e
ents

Dimension Minimum requirementsfor dimension score (Scoring Methodology M 2)

() Transparency, | The legal and regulatory framework for procurement should:

comprehensiveness

and competition in| (i) be organized hierarchically and precedence is clearly establishe

the legal and (i) be freely and easily accessible to the public through appropriatesmea

regulatory (iii) apply to all procurement undertaken using government funds

framework (iv) make open competitive procurement the default method of Enmeunt and
define clearly the situations in which other methods can be uskbav this is to
be justified;
(v) provide for public access to all of the following procuremgriormation:
government procurement plans, bidding opportunities, contract awarddai@non
resolution of procurement complaints;
(vi) provide for an independent administrative procurement weypeocess for
handling procurement complaints by participants prior to contract signature.
SCORE = A: the legal framework meets all six of the listed requirements
SCORE = B: the legal framework meets four or five of the six listed requergm
SCORE = C: the legal framework meets two or three of the six listed requirem
SCORE = D: the legal framework meets one or none of the six listed requirem

(i) Use of When contracts are awarded by methods other than open coompetiey are

competitive justified in accordance with the legal requirements:

procurement SCORE = A: In all cases.

methods SCORE = B: For at least 80% of the value of contracts awarded.

SCORE = C: For at least 60% of the value of contracts awarded.
SCORE = D: For less than 60% of the value of contracts awarded,

OR reliable data is not available.

"N.B. Coverage is limited to Government funds, edirig SOEs (the OECD DAQViethodology for Assessing
Procurement Systemsbvers all public funds).
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(i) Public
access to
complete,
reliable and
timely
procurement
information

Key procurement information (government procurement plans, bidupgrtunities,
contract awards, and data on resolution of procurement complgintade available t
the public through appropriate means.

SCORE = A: All of the key procurement information elements are compdete
reliable for government units representing 90% of procurement apergby value
and made available to the public in a timely manner through appropriate. means
SCORE = B: At least three of the key procurement information elemaete@mnplete
and reliable for government units representing 75% of procureoparations (by
value) and made available to the public in a timely manner through appropeits.m
SCORE = C: At least two of the key procurement information elemergscamplete
and reliable for government units representing 50% of procureoparations (by
value) and made available to the public through appropriate means.

SCORE = D: The government lacks a system to generate substantialeaabler
coverage of key procurement information,

OR does not systematically make key procurement information availatile faublic.

(iv) Existence
of an
independent
administrative
procurement
complaints
system.

Complaints are reviewed by a body which:

(i) is comprised of experienced professionals, familiar whik fegal framework fo

procurement, and includes members drawn from the private seadorivil society as

well as government;
(if) is not involved in any capacity in procurement transastor in the process leadir
to contract award decisions;

(iii) does not charge fees that prohibit access by concerned parties;
(iv) follows processes for submission and resolution of compldivds are clearly
defined and publicly available;

(v) exercises the authority to suspend the procurement process;

(vi) issues decisions within the timeframe specified in the relgslations; and

(vii) issues decisions that are binding on all partieshwit precluding subseque
access to an external higher authority).

SCORE = A: The procurement complaints system meets all seven criteria.
SCORE = B: The procurement complaints system meets criteria (i),n@)tlaree of the
other five criteria.

SCORE = C: The procurement complaints system meets criteria {i)arii one of the
other five criteria.

SCORE = D: The procurement complaints system does not meet critea(iij) and
one other criterion,

[

D

9

OR there is no independent procurement complaints review body.
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PI-20. Effectiveness of internal controlsfor non-salary expenditure

An effective internal control system is one that (a) ievant (i.e. based on an assessment of risks and
the controls required to manage the risks), (b) incorporatesnarehensive and cost effective set of
controls (which address compliance with rules in procurement aihdr expenditure processes,
prevention and detection of mistakes and fraud, safeguard omation and assets, and quality and
timeliness of accounting and reporting), (c) is widely understawdi @mplied with, and (d) is
circumvented only for genuine emergency reasons. Evidence offtéutiveiness of the internal control
system should come from government financial controllers, regukrnal and external audits or other
surveys carried out by management. One type of information ceudirbr or rejection rates in routine
financial procedures.

Other indicators in this set cover controls in debt managénpayroll management and management of
advances. This indicator, therefore, covers only the controtpEraliture commitments and payment for
goods and services, casual labor wages and discretionary afitaffances. The effectiveness of
expenditure commitment controls is singled out as a separaenglon of this indicator due the
importance of such controls for ensuring that the government’'s payhkgations remain within the
limits of projected cash availability, thereby avoiding creation of edibere arrears (ref. indicator PI-4).

Dimensionsto be assessed (Scoring M ethod M 1):

(i) Effectiveness of expenditure commitment controls.

(i) Comprehensiveness, relevance and understanding of other intertmal ndes/ procedures.
(iif) Degree of compliance with rules for processing and recordimgdidions.

Score

Minimum requirements
(Scoring methodology: M1)

A

(i) Comprehensive expenditure commitment controls are in @adeeffectively limit commitment
to actual cash availability and approved budget allocations (as revised).

(i) Other internal control rules and procedures are relevauat,irrcorporate a comprehensive g
generally cost effective set of controls, which are widely understood.
(iif) Compliance with rules is very high and any misuse of diiredl and emergency procedures
insignificant.

[72)

nd

S

(1) Expenditure commitment controls are in place and effdgtlimit commitments to actual cag
availability and approved budget allocations for most typesxpenditure, with minor areas

exception.

(if) Other internal control rules and procedures incorporatengprehensive set of controls, which

widely understood, but may in some areas be excessive (e.g. througtatituplin approvals) an
lead to inefficiency in staff use and unnecessary delays.

(i) Compliance with rules is fairly high, but simplified/engency procedures are used occasior
without adequate justification.

(1) Expenditure commitment control procedures exist and atillyaeffective, but they may ng
comprehensively cover all expenditures or they may occasionally lag¢edol

(i) Other internal control rules and procedures consist ofsiclset of rules for processing a
recording transactions, which are understood by those diriestiyved in their application. Som

rules and procedures may be excessive, while controls may be defickeeas of minor importance|

(iif) Rules are complied with in a significant majorityteéinsactions, but use of simplified/emerget
procedures in unjustified situations is an important concern.

cy

(i) Commitment control systems are generally lacking OR thegoatiely violated.
(ii) Clear, comprehensive control rules/procedures are lackingpér omportant areas.
(iif) The core set of rules are not complied with on a reuind widespread basis due to direct bre

ach

of rules or unjustified routine use of simplified/emergency procedure
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P1-21. Effectiveness of internal audit

Regular and adequate feedback to management is required on threngece of the internal control
systems, through an internal audit function (or equivalentregstaonitoring function). Such a function
should meet international standards such as the ISPiRlferms of (a) appropriate structure particularly
with regard to professional independence, (b) sufficient dneaidmandate, access to information and
power to report, (c) use of professional audit methods, includikgssessment techniques. The function
should be focused on reporting on significant systemic issuesaitioreto: reliability and integrity of
financial and operational information; effectiveness and efiy of operations; safeguarding of assets;
and compliance with laws, regulations, and contracts. Internat awuditions are in some countries
concerned only with pre-audit of transactions, which is here aanesigbart of the internal control system
and therefore assessed as part of indicator PI-20.

Specific evidence of an effective internal audit (or systemsitoring) function would also include a
focus on high risk areas, use by the SAIl of the internal audlitrtse and action by management on
internal audit findings. The latter is of critical importargiece lack of action on findings completely
undermines the rationale for the internal audit function.

The internal audit function may be undertaken by an organizatitnanandate across entities of the
central government (such as government inspection general or IGF) or byeseparaal audit functions
for individual government entities. The combined effectivenesdl stich audit organizations is the basis
for this indicator.

Dimensionsto be assessed (Scoring M ethod M 1):

(i) Coverage and quality of the internal audit function.

(ii) Frequency and distribution of reports.

(iif) Extent of management response to internal audit findings.

Score Minimum requirements (Scoring methodology: M 1)

A () Internal audit is operational for all central governmentities, and generally meet
professional standards. It is focused on systemic issues (at least SG#6 tifne).
(i) Reports adhere to a fixed schedule and are distributéltetaudited entity, ministry af
finance and the SAI.
(iii) Action by management on internal audit findings is prompd comprehensive across
central government entities.

B (i) Internal audit is operational for the majority of centgallernment entities (measured |y
value of revenue/expenditure), and substantially meet profekstandards. It is focused on
systemic issues (at least 50% of staff time).
(i) Reports are issued regularly for most audited estiéind distributed to the audited entjty,
the ministry of finance and the SAI.

(iif) Prompt and comprehensive action is taken by many (but not all) manager

C (i) The function is operational for at least the most importantral government entities and
undertakes some systems review (at least 20% of stadj,tioot may not meet recognized
professional standards.
(i) Reports are issued regularly for most government egtithut may not be submitted |to
the ministry of finance and the SAI.

(ii) A fair degree of action taken by many managers on major issu@dtentwith delay

D (i) There is little or no internal audit focused on systems monitoring.
(i) Reports are either non-existent or very irregular.
(i) Internal audit recommendations are usually ignored (with few eioet

® International Standards for the Professional Readti Internal Audit, issued by the Institute ofeimal Auditors.
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PI-22. Timeliness and regularity of accountsreconciliation

Reliable reporting of financial information requires constdrgcking and verification of the recording
practices of accountants — this is an important part ofnatexontrol and a foundation for good quality
information for management and for external reports. Timelyfeeglient reconciliation of data from
different sources is fundamental for data reliability. Twdtical types of reconciliation are (i)
reconciliation of accounting data, held in the government’s §owith government bank account data
held by central and commercial banks, in such a way that no materialrtifferare left unexplained; and
(i) clearing and reconciliation of suspense accounts and advaeces icash payments made, from
which no expenditures have yet been recorded. Advances would inadudeadvances and operational
imprests, but not budgeted transfers to autonomous agencies am¥e&Nngents which are classified as
expenditures when they are effected, even if reporting oneanyarked portion of the transfers is
expected periodically.

Dimensionsto be assessed (Scoring method M 2):

() Regularity of bank reconciliations
(i) Regularity of reconciliation and clearance of suspense accountsieawlcas.

Dimension Minimum requirementsfor dimension score.

Scoring M ethodology M 2

() Regularity | Score = A: Bank reconciliation for all central government bank accoulkes péace at
of bank least monthly at aggregate and detailed levels, usually within 4 weeksl of period.
reconciliations| Score = B: Bankreconciliation for all Treasury managed bank accounts take plac
least monthly, usually within 4 weeks from end of month.

Score = C: Bank reconciliation for all Treasury managed bank accounts pédce
quarterly, usually within 8 weeks of end of quarter.

Score = D: Bank reconciliation for all Treasury managed bank accoungspiake less
frequently than quarterly OR with backlogs of several months.

(i) Regularity | Score = A: Reconciliation and clearance of suspense accounts and advarecpkata
of at least quarterly, within a month from end of period and with be¥ances brough
reconciliation | forward.
and clearance | Score = B: Reconciliation and clearance of suspense accounts and adteakegdace
of suspense | at least annually within two months of end of period. Somewats have uncleared
accounts and | balances brought forward.
advances Score = C: Reconciliation and clearance of suspense accounts and advarmcpkta
annually in general, within two months of end of year, but a signifinanber of
accounts have uncleared balances brought forward.

Score = D: Reconciliation and clearance of suspense accounts and advarmcpkta
either annually with more than two months. delay, OR less frequently.

—
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P1-23. Availability of information on resour cesreceived by service délivery units

Problems frequently arise in front-line service delivery upitsviding services at the community level
(such as schools and health clinics) in obtaining resoureésvidre intended for their use, whether in
terms of cash transfers, distribution of materials in king. (@rugs and school books) or provision of
centrally recruited and paid personnel. The intended resourcisipromay not be explicit in budget
documentation, but is likely to form part of line ministries ingrbudget estimates preparation. Front
line service delivery units, being furthest in the resoaflmation chain, may be the ones to suffer most
when overall resources fall short of budget estimates, or wigaerHevel organizational units decide to
re-direct resources to other (e.g. administrative) purposes. fagrde significant delays in transfers of
resources to the unit whether in cash or in kind. Tracking of sufohmation is crucial in order to
determine, if the PFM systems effectively support front-lineisemelivery.

Information about the receipt of resources by service unitstés ¢dicking. The accounting system, if
sufficiently extensive, reliable and timely, should providis tnformation, but frequently information on
expenditures in the field is incomplete and unreliable andloe df information disrupted by different
and unconnected systems being used at different levels of gover(mmesitprimary service delivery
units typically being the responsibility of sub-national governs)erRoutine data collection systems,
other than accounting systems (i.e. statistical systene), axist and be able to capture the relevant
information along with other service delivery information. RulExpenditure Tracking Surveys,
inspections, audits (whether by internal or external auditorsther ad hoc assessments may constitute
alternative information sources.

Dimension to be assessed (Scoring Method M 1):

(i) Collection and processing of information to demonstrate ébeurces that were actually received (in
cash and kind) by the most common front-line service delivery (fuitsis on primary schools and
primary health clinics) in relation to the overall resountegle available to the sector(s), irrespective of
which level of government is responsible for the operation and funding ofuhdse

Score Minimum requirements (Scoring methodology: M1)

=

A () Routine data collection or accounting systems providablgiinformation on all types ¢
resources received in cash and in kind by both primary schadlgramary health clinics across
the country. The information is compiled into reports at least annually.

=h

B () Routine data collection or accounting systems providahieliinformation on all types
resources received in cash and in kind by either primary schoptemary health clinics across
most of the country with information compiled into reports astl@amnually; OR special surveys
undertaken within the last 3 years have demonstrated the lenedmifrces received in cash gnd
in kind by both primary schools and primary health clinics aamsst of the country (including
by representative sampling).

C (i) Special surveys undertaken within the last 3 years Haw®nstrated the level of resources
received in cash and in kind by either primary schools or pyirhaalth clinics covering
significant part of the country OR by primary service dalvunits at local community level i
several other sectors.

=Y

D (i) No comprehensive data collection on resources to sedeleery units in any major sector
has been collected and processed within the last 3 years.
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PI-24. Quality and timeliness of in-year budget reports

The ability to “bring in” the budget requires timely and regutémrmation on actual budget performance
to be available both to the ministry of finance (and Cabinethanitor performance and if necessary to
identify new actions to get the budget back on track, and to thesM&®Ananaging the affairs for which
they are accountable. The indicator focuses on the ability taugeodomprehensive reports from the
accounting system on all aspects of the budget (i.e. flashtseporelease of funds to MDAs are not
sufficient). Coverage of expenditure at both the commitment b@adayment stage is important for
monitoring of budget implementation and utilization of fundsasdel. Accounting for expenditure made
from transfers to deconcentrated units within central govenhrsuch as provincial administrations)
should be included.

The division of responsibility between the ministry of finaned Bne ministries in the preparation of the
reports will depend on the type of accounting and payment systeperation. The role of the ministry

of finance may be simply to consolidate reports provided byniiméstries (and where applicable, from

deconcentrated units) from their accounting records; in otlsesdae ministry of finance may undertake
the data entry and accounting for transactions in which caselihef the line ministry is reduced,

perhaps to reconciling ministry of finance data with their oeeords; in yet other cases ministry of
finance can generate reports out of integrated, computerized dogowystems. The important

requirement is that data is sufficiently accurate to be of reabumséparties.

Dimensionsto be assessed (Scoring M ethod M 1):

(i) Scope of reports in terms of coverage and compatibility with budgetates
(i) Timeliness of the issue of reports

(i) Quality of information

Score Minimum requirements (Scoring methodology: M 1)

A (i) Classification of data allows direct comparison te thiginal budget. Information
includes all items of budget estimates. Expenditure is coverbdtatcommitmen
and payment stages.

(i) Reports are prepared quarterly or more frequently, aneédsithin 4 weeks of
end of period.

(iif) There are no material concerns regarding data accuracy.

B (i) Classification allows comparison to budget but only with saggregation
Expenditure is covered at both commitment and payment stagesefiorR are
prepared quarterly, and issued within 6 weeks of end of quarter.
(i) There are some concerns about accuracy, but data ismeegenerally
highlighted in the reports and do not compromise overall consistency/ essfuln

C (i) Comparison to budget is possible only for main administratigadings
Expenditure is captured either at commitment or at payment stage (not both
(i) Reports are prepared quarterly (possibly excluding fitgrter), and issue
within 8 weeks of end of quarter.

(i) There are some concerns about the accuracy of infawmatihich may no
always be highlighted in the reports, but this does not fundameuatalermine thei
basic usefulness.

o

D (i) Comparison to the budget may not be possible acrogmaitl administrative
headings.
(i) Quarterly reports are either not prepared or oftemeidsvith more than 8 weeks
delay.

(i) Data is too inaccurate to be of any real use.
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PI-25. Quality and timeliness of annual financial statements

Consolidated year-end financial statements (for French heotageries: ,le loi de reglement. supported
by ,les comptes de gestion. or ,CGAF.) are critical fansparency in the PFM system. To be complete
they must be based on details for all ministries, independenttohepas and deconcentrated units. In
addition, the ability to prepare year-end financial statemardstimely fashion is a key indicator of how
well the accounting system is operating, and the quality of decoraintained. In some systems,
individual ministries, departments and deconcentrated units ifisa@cial statements that are
subsequently consolidated by the ministry of finance. In more teattaystems, all information for the
statements is held by the ministry of finance. Validation offittencial statements through certification
by the external auditor is covered in indicator PI-26. Submisdicanioual financial statements from
AGAs that are part of central government are covered in indica®@r PI-

In order to be useful and to contribute to transparency, finatatehsents must be understandable to the
reader, and deal with transactions, assets and liabilitiegémsparent and consistent manner. This is the
purpose of financial reporting standards. Some countries havewripublic sector financial reporting
standards, set by government or another authorized body. To bellyeaeceptable, such national
standards are usually aligned with international standards ascthe International Federation of
Accountants. International Public Sector Accounting Standards (IR®A®hich some are relevant for
countries that adopt accrual based accounting, while others are reteveasl-based systems.

Dimensionsto be assessed (Scoring M ethod M 1):

(i) Completeness of the financial statements

(i) Timeliness of submission of the financial statements
(iif) Accounting standards used

Score Minimum requirements
(Scoring methodology: M1)
A () A consolidated government statement is prepared annuallinaludies full information or

revenue, expenditure and financial assets/liabilities. (i§ Jtatement is submitted for external
audit within 6 months of the end of the fiscal year.
(iif) IPSAS or corresponding national standards are applied for shstats.

B () A consolidated government statement is prepared annudigy Tnclude, with few
exceptions, full information on revenue, expenditure and financial disdslities

(i) The consolidated government statement is submittedXi@rnal audit within 10 months of
the end of the fiscal year.

(i) IPSAS or corresponding national standards are applied.

C (i) A consolidated government statement is prepared anndafigrmation on revenue,
expenditure and bank account balances may not always be complébes botissions are not
significant.
(i) The statements are submitted for external auditiwil® months of the end of the fisgal
year.
(i) Statements are presented in consistent format ovee tivith some disclosure of
accounting standards.

D (i) A consolidated government statement is not prepareda#ignOR essential information |s
missing from the financial statements OR the financial recaoeda poor to enable audit.
(i) If annual statements are prepared, they are generalsubotitted for external audit withi
15 months of the end of the fiscal year

(iif) Statements are not presented in a consistent formattioveror accounting standards a
not disclosed.

]

=

e
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PI-26. Scope, nature and follow-up of exter nal audit

A high quality external audit is an essential requirement featmg transparency in the use of public
funds. Key elements of the quality of actual external auditpcisen the scope/ coverage of the audit,
adherence to appropriate auditing standards including independetimeedternal audit institution (ref.
INTOSAI and IFAC/IAASB), focus on significant and systemi€&MP issues in its reports, and
performance of the full range of financial audit such as rditialuf financial statements, regularity of
transactions and functioning of internal control and procuremsystems. Inclusion of some aspects of
performance audit (such as e.g. value for money in major infragteumontracts) would also be expected
of a high quality audit function.

The scope of audit mandate should include extra-budgetary fundsutortbmous agencies. The latter
may not always be audited by the Supreme Audit Institution ($&l}he use of other audit institutions
may be foreseen. The scope indicates the entities and sofifaesls that are audited in any given year.
Where SAl capacity is limited, the audit program may be plannethd\SAl in line with legal audit
obligations on a multi-year basis in order to ensure thast important or risk-prone entities and
functions are covered annually, whereas other entities and functions roayebed less frequently.

While the exact process will depend to some degree on thensyst government, in general the
executive (the individual audited entities and/or the ministriinance) would be expected to follow up
of the audit findings through correction of errors and of systemknesses identified by the auditors.
Evidence of effective follow up of the audit findings includes igsuance by the executive or audited
entity of a formal written response to the audit findings iatiihg how these will be or already have been
addressed. The following year's external audit report may progidgéence of implementation by

summing up the extent to which the audited entities have clearedgadies and implemented audit
recommendations.

Dimensionsto be assessed (Scoring M ethod M 1):

(i) Scope/nature of audit performed (incl. adherence to auditing stapdards
(ii) Timeliness of submission of audit reports to legislature.

(i) Evidence of follow up on audit recommendations.
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Score

Minimum requirements
(Scoring methodology: M1)

(i) All entities of central government are audited anryuedivering revenue, expenditu
and assets/liabilities. A full range of financial audits aothe aspects of performan
audit are performed and generally adhere to auditing standards, foouassignificant
and systemic issues.

(ii) Audit reports are submitted to the legislature withimdnths of the end of the perig
covered and in the case of financial statements from their receipe laydit office.

(iif) There is clear evidence of effective and timely follow up.

re

nd

(i) Central government entities representing at |€3%4 @f total expenditurésre audited

annually, at least covering revenue and expenditure. A wide rarfgeo€ial audits are

performed and generally adheres to auditing standards, focusinggmificant and
systemic issues.

(ii) Audit reports are submitted to the legislature withim8nths of the end of the periq
covered and in the case of financial statements from their receipe laydit office.

(i) A formal response is made in a timely manner, but therdittle evidence of
systematic follow up.

(i) Central government entities representing at lea¥t 60total expenditures are audit
annually. Audits predominantly comprise transaction level testmg) reports identify
significant issues. Audit standards may be disclosed to a direiteent only. (ii) Audit
reports are submitted to the legislature within 12 months oérideof the period covere
(for audit of financial statements from their receipt by the auditors

(iif) A formal response is made, though delayed or not very thbrdugt there is little
evidence of any follow up.

() Audits cover central government entities representiegs than 50% of tota
expenditures or audits have higher coverage but do not highlight the sigridsaes.

(if) Audit reports are submitted to the legislature nmbign 12 months from the end of t
period covered (for audit of financial statements from their receiptebgutitors).

(i) There is little evidence of response or follow up.

|

° This percentage refers to the amount expenditutieeoéntities covered by annual audit activitiesloes not refer
to the sample of transactions selected by the @gdior examination within those entities.
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PI-27. Legidative scrutiny of the annual budget law

The power to give the government authority to spend reststiaat legislature, and is exercised through
the passing of the annual budget law. If the legislature datesgorously examine and debate the law,
that power is not being effectively exercised and will undeenthe accountability of the government to
the electorate. Assessing the legislative scrutiny and@ebahe annual budget law will be informed by
consideration of several factors, including the scope of the rsgrtlie internal procedures for scrutiny
and debate and the time allowed for that process.

Adequacy of the budget documentation made available to the legislataveried by PI-6.

In-year budget amendments constitute a common feature of annual lpuogesses. In order not to
undermine the significance of the original budget, the autharizati amendments that can be done by
the executive must be clearly defined, including limits on exienthich expenditure budgets may be
expanded and re-allocated and time limits for the executivesepi&tion of amendments for retro-active
approval by the legislature. These rules must also be adhered to.

Dimensionsto be assessed (Scoring M ethod M 1):

(i) Scope of the legislature’s scrutiny.

(if) Extent to which the legislature’s procedures are well-déistadal and respected.

(i) Adequacy of time for the legislature to provide &pense to budget proposals both the detailed
estimates and, where applicable, for proposals on macro-fapglegates earlier in the budget
preparation cycle (time allowed in practice for all stages cordhine

(iv) Rules for in-year amendments to the budget without ex-ante approval legisiature.

Score M inimum regquirements (Scoring methodology: M 1)

A (i) The legislature’s review covers fiscal poéisi medium term fiscal framework and medium term
priorities as well as details of expenditure anceraie.
(i) The legislature’s procedures for budget reviave firmly established and respected. They
include internal organizational arrangements, swach specialized review committees, gnd
negotiation procedures.

(i) The legislature has at least two months taew the budget proposals.
(iv) Clear rules exist for in-year budget amendradmnt the executive, set strict limits on extent and
nature of amendments and are consistently respected

B (i) The legislature’s review covers fiscal podisiand aggregates for the coming year as well as
detailed estimates of expenditure and revenue.

(ii) Simple procedures exist for the legislaturietsiget review and are respected.
(iii) The legislature has at least one month tdeenthe budget proposals.

(iv) Clear rules exist for in-year budget amendmadny the executive, and are usually respedted,
but they allow extensive administrative reallocasio

C (i) The legislature’s review covers details operditure and revenue, but only at a stage where
detailed proposals have been finalized.
(i) Some procedures exist for the legislature’sigeet review, but they are not comprehensive and
only partially respected.

(iii) The legislature has at least one month taeenthe budget proposals.
(iv) Clear rules exist, but they may not always fespected OR they may allow extens|ve
administrative reallocation as well as expansiotot#l expenditure.

D (i) The legislature’s review is non-existent oxtremely limited, OR there is no functionirg
legislature.

(ii) Procedures for the legislature’s review ar@xistent or not respected.
(iif) The time allowed for the legislature’s revielw clearly insufficient for a meaningful debate
(significantly less than one month).
(iv) Rules regarding in-year budget amendments mgt but are either very rudimentary or
unclear,OR they are usually not respected.
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PI-28. Legidative scrutiny of external audit reports

The legislature has a key role in exercising scrutiny dwerekecution of the budget that it approved. A
common way in which this is done is through a legislative comaj#feor commission(s) that examines
the external audit reports and questions responsible parties about thgsfiotiihe reports. The operation

of the committee(s) will depend on adequate financial and techmr@saurces, and on adequate time
being allocated to keep up-to-date on reviewing audit reports.cohmmittee may also recommend

actions and sanctions to be implemented by the executive, in additamlopting the recommendations

made by the external auditors (ref. PI-26).

The focus in this indicator is on central government egfitiecluding autonomous agencies to the extent
that either (a) they are required by law to submit augionts to the legislative or (b) their parent or
controlling ministry/department must answer questions and take actithe agencies. behalf.

Timeliness of the legislature’s scrutiny can be affected tsurge in audit report submissions, where
external auditors are catching up on a backlog. In such situationsprtimaittee(s) may decide to give
first priority to audit reports covering the most recemoréing periods and audited entities that have a
history of poor compliance. The assessment should favorably considetesuents of good practice and
not be based on the resulting delay in scrutinizing reports covering rstartgeriods.

Dimensionsto be assessed (Scoring M ethod M 1):

(i) Timeliness of examination of audit reports by the laglige (for reports received within the last three
years).

(ii) Extent of hearings on key findings undertaken by the legislature.

(iiif) Issuance of recommended actions by the legislature and impleiarigtthe executive.

Score Minimum requirements (Scoring methodology: M1)

A (i) Scrutiny of audit reports is usually completed by thediagiire within 3 months from
receipt of the reports.
(i) In-depth hearings on key findings take place consistentlly responsible officers
from all or most audited entities, which receive a qualified or aderdie opinion.
(i The legislature usually issues recommendations ommadt be implemented by the
executive, and evidence exists that they are generally implemented.

B (i) Scrutiny of audit reports is usually completed by theslagirre within 6 months from
receipt of the reports.
(i) In-depth hearings on key findings take place with responsitileers from the audited
entities as a routine, but may cover only some of the entitlésh received a qualified or
adverse audit opinion.
(iif) Actions are recommended to the executive, some ofclwtare implemented,
according to existing evidence.

C (i) Scrutiny of audit reports is usually completed by tlgislature within 12 months from
receipt of the reports.
(i) In-depth hearings on key findings take place occasionedlyer only a few audited
entities or may include with ministry of finance officials wnl(iii) Actions are
recommended, but are rarely acted upon by the executive.

D () Examination of audit reports by the legislature doestaké¢ place or usually takes
more than 12 months to complete.

(i) No in-depth hearings are conducted by the legislature.
(iif) No recommendations are being issued by the legislature.
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D-1. Predictability of Direct Budget Support

Direct budget support constitutes an important source of revEmueentral government in many

countries. Poor predictability of inflows of budget support afféd@sgovernment’s fiscal management in
much the same way as the impact of external shocks on domestitieecollection. Both the shortfalls

in the total amount of budget support and the delays in theamdystribution of the in-flows can have

serious implications for the government’s ability to implement itigbtias planned.

Direct budget support consists of all aid provided to the gowemhrireasury in support of the
government’s budget at large (general budget support) or for spectbcsséthen received by the
government’s treasury, the funds will be used in accordance hétiprocedures applying to all other
general revenue. Direct budget support may be channeled throughtesepagaint donor holding
accounts before being released to the treasury. The narshibrdd explain possible reasons for the
observed deviation between forecasts and actual disbursembitis,could include non-implementation
or delay of actions agreed with the government as condition for disbursement.

Dimensionsto be assessed (Scoring M ethod M 1):

(i) Annual deviation of actual budget support from the forecast prdwgi¢he donor agencies at least six
weeks prior to the government submitting its budget proposals tedistature (or equivalent approving
body). (ii) In-year timeliness of donor disbursements (compliance witlegatgr quarterly estimates)

Dimension (ii) should be assessed on the basis of the quartstipwtion of actual budget support
inflows compared to the distribution according to the agreed plan.wEghted disbursement delay
would be calculated as the percent of funds delayed multiplied by thgenaiquarters of the delay (so
if 10% of the actual inflows arrive in the fourth quarterteéasl of the first quarter as planned, the
weighted delay is 30%).

Score Minimum requirements (Scoring methodology: M 1)

A (i) In no more than one out of the last three years has direct thsuggort outturn falle
short of the forecast by more than 5%.

(i) Quarterly disbursement estimates have been agredd deinors at or before the
beginning of the fiscal year and actual disbursements délsighted) have not exceeded
25% in two of the last three years.

B (i) In no more than one out of the last three years has direct tosujggort outturn fallen
short of the forecast by more than 10%.
(i) Quarterly disbursement estimates have been agre#id dwnors at or before the
beginning of the fiscal year and actual disbursements délsighted) have not exceeded
25% in two of the last three years.

C (i) In no more than one out of the last three years has direct tsujggort outturn fallen
short of the forecast by more than 15%.
(i) Quarterly disbursement estimates have been agre#d dwinors at or before the
beginning of the fiscal year and actual disbursements délsighted) have not exceeded
50% in two of the last three years.

D (i) In at least two of the last three years did diragidet support outturn fall short of the
forecast by more than 15% OR no comprehensive and timely fofecake year(s) wa
provided by the donor agencies.

(i) The requirements for score C (or higher) are not met.

UJ
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D-2. Financial information provided by donors for budgeting and reporting on project and
program aid

Predictability of disbursement of donor support for projects mograms (below referred to only as
projects) affect the implementation of specific line items in the bu@geject support can be delivered in
a wide range of ways, with varying degrees of government inv@ae in planning and management of
resources. A lower degree of government involvement leads tdepr®bin budgeting the resources
(including presentation in the budget documents for legislativeoagrand in reporting of actual
disbursement and use of funds (which will be entirely the demesponsibility where aid is provided in-
kind). While the government through its spending units should be abteidget and report on aid
transferred in cash (often as extra-budgetary funding or throughatepank accounts), the government
is dependent on donors for budget estimates and reporting on impleamefdataid in-kind. Donor
reports on cash disbursements are also important for recaanilitween donor disbursement records
and government project accounts.

Dimensionsto be assessed (Scoring M ethod M 1):
(i) Completeness and timeliness of budget estimates by donors fat sugpeort.
(i) Frequency and coverage of reporting by donors on actual donor flowsfectsupport.

Score Minimum requirements (Scoring methodology: M 1)

A () All donors (with the possible exception of a few donorsvjaling insignificant
amounts) provide budget estimates for disbursement of project atdges consistent
with the government’s budget calendar and with a breakdown camisitith the
government’s budget classification.

(i) Donors provide quarterly reports within one month of end-oftguasn the all
disbursements made for at least 85% of the externally fingmogect estimates in the
budget, with a break-down consistent with the government budget clagsificati

B (i) At least half of donors (including the five largestpyide complete budget estimates
for disbursement of project aid at stages consistent withgtwernment's budge
calendar and with a breakdown consistent with the government’s budgeicadtissif

(i) Donors provide quarterly reports within one month of end-of-guaoh the all
disbursements made for at least 70% of the externally fingmrogect estimates in the
budget with a break-down consistent with the government budget classification.

—

C (i) At least half of donors (including the five largestpypde complete budget estimates
for disbursement of project aid for the government’s comingpfiigear, at least three
months prior its start. Estimates may use donor classificatiol not be consistent with
the government’s budget classification.
(i) Donors provide quarterly reports within two months of endnadrter on the all
disbursements made for at least 50% of the externally fingmogect estimates in th
budget. The information does not necessarily provide a break-dowrstemtsiith the
government budget classification.

D

°2]
—

D (i) Not all major donors provide budget estimates for dislouese of project aid at lea
for the government’s coming fiscal year and at least three months pstarits

(i) Donors do not provide quarterly reports within two month of end-oftqgu@n the
disbursements made for at least 50% of the externally fingorogect estimates in the
budget.
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D-3. Proportion of aid that is managed by use of national procedures

National systems for management of funds are those ektblis the general legislation (and related
regulations) of the country and implemented by the mainstreammareagement functions of the

government. The requirement that national authorities useadiffédonor-specific) procedures for the

management of aid funds diverts capacity away from mandgengational systems. This is compounded
when different donors have different requirements. Conversely, ¢hef mgtional systems by donors can
help to focus efforts on strengthening and complying with the natpoakdures also for domestically

funded operations.

The use of national procedures mean that the banking, authorizatimorement, accounting, audit,
disbursement and reporting arrangements for donor funds areuthee as those used for government
funds. All direct and un-earmarked budget support (general or seasad) will by definition use
national procedures in all respects. Other types of donor fusdittyas e.g. earmarked budget support,
basket funds and discrete project funding may use some or no elements of petice@ures.

Dimension to be assessed (Scoring M ethod M 1):
(i) Overall proportion of aid funds to central government that are managegthmational procedures.

This proportion should be arrived at as an average of the pimpaf donor funds that use national
systems for each of the four areas of procurement, payment/ accounting, aueiatidg respectively.

Score Minimum requirements (Scoring methodology: M 1)

A (i) 90% or more of aid funds to central government are managed throatginal
procedures.

B (i) 75% or more of aid funds to central government are managed throatginal
procedures.

C (i) 50% or more of aid funds to central government are managed throatginal
procedures.

D (i) Less than 50% of aid funds to central government are marthgedgh nationa
procedures.

49



PEFA PFM Performance Measurement Framework — Reéviaauary 2011

Annex 2

The PFM Performance Report
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The PFM Performance Report

This document aims to assist in the preparation of the Prilblamcial Management Performance Report
(PFM-PR) by providing a description of the information providedheyreport and how this information
is recorded. It is complementary to the document on the set of high-levep&fdrimance indicators.

The PFM-PR aims to provide a comprehensive and integrated mesess PFM performance of a
country, based in particular on an indicator-led analysis of theckements of a PFM system, and to
assess the extent to which institutional arrangements wgihwernment support timely planning and
implementation of PFM reforms. All relevant information isluded in the body of the report, and its
annexes are generally not used to elaborate on detailed aspects ofithe repo

The structure of the report is the following:

STRUCTURE OF THE PFM-PR

Summary assessment
1. Introduction
2. Country background information

2.1. Description of country economic situation
2.2. Description of budgetary outcomes
2.3. Description of thelegal and institutional framework for PFM

3. Assessment of the PFM systems, processes and institutions
3.1. Budget credibility
3.2. Comprehensiveness and transpar ency
3.3. Policy-based budgeting
3.4. Predictability and control in budget execution
3.5. Accounting, recording and reporting
3.6. External scrutiny and audit
3.7 Donor practices
3.8. Country specificissues (if necessary)

4. Government reform process
4.1. Description of recent and on-going reforms
4.2. Ingtitutional factor s supporting reform planning and implementation

Annex 1: Performance I ndicators Summary
Annex 2: Sour ces of information

The rest of the document gives indications on the information provided by treaeg
how it is reported in the document. It follows the structure of the PFM-PR.
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Summary Assessment

This section aims to provide an integrated and strategic pictureFdfl performance, including the
extent to which the PFM system impacts on the achievementaaimes of aggregate fiscal discipline,
strategic allocation of resources and efficient service delivery

The indicative length of this section is three to four pages.
The summary assessment provides the following information:
(i) Integrated assessment of PFM performance

The detailed indicator-led assessment is summarized along the sdiroeresions of PFM
performance identified in the Performance Measurement Framework:

1. Credibility of the budget - The budget is realistic and is implemented as intended.

2. Comprehensiveness and transparency - The budget and fiscal risk oversight are comprehensive and
fiscal and budget information is accessible to the public.

3. Policy-based budgeting - The budget is prepared with due regard to government policy.

4. Predictability and control in budget execution - The budget is implemented in an orderly and
predictable manner and there are arrangements for the sexefotontrol and stewardship in the use of
public funds.

5. Accounting, recording and reporting — Adequate records and information are produced, maintained
and disseminated to meet decision-making control, management and reportinggurpos

6. External scrutiny and audit - Arrangements for scrutiny of public finances and follow-upthmsy
executive are operating.

In synthesizing the performance of the PFM system, the amayms at identifying the main PFM
weaknesses and does not simply repeat the detailed list of weaknessisdderstection 3. The analysis
captures in particular the interdependence between tlegatitfdimensions, i.e. the extent to which poor
performance for one of the core dimensions is likely to infleeihe performance of the PFM system in
relation to the other dimensions.

(i) Assessment of the impact of PFM weaknesses

This part analyzes the extent to which the performance ofs$sessed PFM system appears to be
supporting or affecting the overall achievement of budgetary oas@nthe three levels, i.e. aggregate
fiscal discipline, strategic allocation of resourcesfticient service delivery. In other words, it provides
an understanding of why the weaknesses identified in PFM perfoenaatter for this country. The
assessment does not examine the extent to which budgetary outammeshieved (e.g. whether
expenditures incurred through the budget have their desired effeetiucing poverty or achieving other
policy objectives), but rather uses information from fiscal and experdiblicy analysis (as

captured in the section 2 of the report) to assess the extevttich the PFM system constitutes an
enabling factor for achievement of the planned budgetary outcomes.
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The table in Appendix {at the end of this section) is provided as an aid for makilsgassessment. It
outlines how poor PFM performance may impact the achievemenggege fiscal discipline, strategic
allocation of resources and service delivery. It is organaedg the six core dimensions of PFM
performance and the three levels of budgetary outcomes. Appendix 1 does not paaseribanical link
between weaknesses of the PFM system and achievement ofahdetiels of budgetary outcomes, but
aims rather to support the thinking over the impact of PFM wealeseand why they matter for the
country.

(iii) Prospectsfor reform planning and implementation

This part assesses the extent to which institutional amagmgis within the government support a timely
and adequate reform planning and implementation process.

In addition, for aid-dependent countries, a statement is includedistimg donor practices and on the
extent to which they affect PFM performance.

Section 1: Introduction

The objective of the introduction is to understand the context and the plycesich the
PFM-PR was prepared and to outline the scope of the PFM assessment.

The indicative length of this section is one page.
The introduction includes the following:

» Objective of the PFM-PR, including why it has been undertaken at this time and its contanbuti
to on-going country activities.

* Process of preparing the PFM-PR, including (i) the donors associated in the preparation of the
report, with a description of their role and contribution (lead doparticipating donors,
financing, consultations, etc) and, (ii) involvement of government in thea@gon of the report.

» The methodology for the preparation of the report, such as reliance on information sources,
interviews, etc.

» The scope of the assessment as provided by the PFM-PR: Public financial management at the
level of central government (including ministries, depantise autonomous agencies and
deconcentrated entities) may cover only a limited amount of public expesdinat take place in
a country, depending of the devolution of responsibilities to sub-nagomarnments and public
enterprises. Therefore, the report identifies the shangubfic expenditures that is made by
central government. The importance of autonomous agencies in ¢gnteahment operations is
specified due to their operations being outside the budget managanteaccounting system of
the central government unit. In addition, the report providesnrdtion on the relative shares of
public expenditures made by other entities.
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Institutions Number of entities % of total public expenditures

Central government*

—

Autonomous governmer
agencies

Sub-national governments

* Includes ministries, departments and deconcentrated entities.

Section 2: Country Background Information
The objective of this section is to provide information on thentty whose PFM system is being
assessed, to allow sufficient understanding of the wider context to Bfévins as well as the core
characteristics of the PFM system in that country.
The indicative length of this section is four to five pages.
The section is structured along the following lines and provides tlogviofy information:

SUB-SECTION 2.1: DESCRIPTION OF THE COUNTRY ECONOMIC SITUATION

» Country context, including population, income level, percentage of population libielgw the
poverty line, growth rate, inflation, economic structure and main challéogdsvelopment.

* Overall government reform program, with a focus on the main issues that are likely to
influence public financial management.

» Rationalefor PFM reformsin relation to the overall government reform program.

SUB-SECTION 2.2: DESCRIPTION OF BUDGETARY OUTCOMES

The information for this sub-section is drawn from existing fiscal andnekipee policy
analysis or other relevant studies.

» Fiscal performance: The report includes a short comment on the main trends in figgaégate
discipline for the last three years, based on the infoomgirovided by the following table. It
also integrates other relevant information, for example on the deht stoc

Central government budget (in percent of GDP

FY1 FY2 FY3

Total revenue

- Own revenue
- Grants

Total expenditure

-Non-interest expenditure
- Interest expenditure

Aggregate deficit (incl. grants)

Primary deficit

Net financing

- external

- domestic
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» Allocation of resources: The report includes information onréreds in sectoral and, if possible,
economic allocation of resources. It also provides a statemmetite priorities embodied in the
national strategy (e.g. PRSP) and the extent to which budgeatains reflect the priorities of
government.

Actual budgetary allocations by sectors (as a per centage of total expenditures)

FY-1 FY-2 FY3

Health

Education

Agriculture

Etc.

Actual budgetary allocations by economic classification
(as a per centage of total expenditures)

FY-1 FY-2 FY3

Current expenditures

- Wages and salaries

- Goods and services

- Interest payments

- Transfers

- Others

Capital expenditures

« Additional information, such as proportion of funds allocated at the local level or any
information related to service delivery or operational efficiency, dbeladded, if available.

SUB-SECTION 2.3: DESCRIPTION OF THE LEGAL AND INSTITUTIONAL FRAMEWORK FOR PFM

* The legal framework for PFM: the report describes the legal provisions that determine the
fundamental rules that are guiding the PFM system. It would ievelbrief description of recent
changes made to the legal framework, if relevant.

* The ingtitutional framework for PFM: the report describes the responsibilities of the main
entities involved in PFM, including for the different levels ggvernment (central and sub-
national governments), the different branches of government (ex&clgislative, and the
judiciary) as well as for the public enterprises or autonongowernment agencies. Additional
information on the broad responsibilities for public financial ngangent in the Ministry of
Finance and between the Ministry of Finance and the line niésissr welcome. Recent changes
in responsibilities can be mentioned, including trends towards deceaticadipf expenditures.

* Thekey features of the PFM system: the report describes the key features of the PFM system,
including the degree of centralization of the payment systetimectype of jurisdictional control
exercised by the external audit body.

The information provided is descriptive and does not intendakena statement on compliance with
existing rules or effective roles played by the legislaturé external audit. Such issues are captured in
the detailed assessment of the PFM system (section 3).
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Section 3: Assessment of the PFM systems, processes and institutions

The objective of this section is to provide an assessment of theekegrak of the PFM
system, as captured by the indicators, and to report on progress made in imihaséng

is the following:

3.1. Budget credibility

3.2. Comprehensiveness and transpar ency

3.3. Policy-based budgeting

3.4. Predictability and control in budget execution
3.5. Accounting, recording and reporting

3.6. External scrutiny and audit

3.7 Donor practices

3.8. Country specificissues (if necessary)

The indicative length of this section is about eighteen to twenty pages.
SUB-SECTIONS 3.1 TO 3.7

Each sub-section discusses the reéevant indicators. For example, the subsection 3.2 on
comprehensiveness and transparency reports on indicators 5 to 10.rigepafléicts the order of the
indicators.

The discussion of each of the indicatdistinguishes between the assessment of the present situation
(theindicator-led analysis) and a description of the reform measures being introduced to address
the identified weaknesses. The assessment based on the indicator and the reporting oesgrege
separated in two different paragraphs, in order to avoid confusi@rebn what the situation is and what
is happening in terms of reforms.
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Reporting the indicator-led analysis
Reporting on the indicator-led analysis is undertaken in the following manner

* The text gives a clear understandindta# actual performance of each of the PFM dimensions
captured by the indicators and the rationale for its scoring. Each dimension of the iratidgsit
discussed in the text and addressed in a way that enables undegstdntie specific level (A,
B, C or D) achieved by the dimension.

* The report indicates the factual evidence (including quanttatata), that has been used tq
substantiate the assessment. The information is speciicewdr possible (e.g. in terms of
guantities, dates and time spans).

* Any issues of timeliness or reliability of data or eviderscadted. If no information exists either
for a whole indicator or one of its dimension, the text expliaghentions it. If it is felt that
scoring is still possible despite a lack of information for oh¢he dimension, the rationale for
the scoring is made explicit.

» At the end of the discussion of each indicator, a table spedifie scoring along with a brief
explanation for the scoring.

As a complement to the indicator scoring, reporting on progress'® ismadein relation to each of the
indicator topics (if relevant, i.e. when there are recent or on-going reforasores). It aims to capture
the dynamic of reforms in the country while retaining sufficient rigosseasing on-going changes:

Reporting on progress is basedfactual evidence and focuses on:
(i) Small improvementsin PFM performance not captured by theindicators
For example:

» Indicator 4(stock and monitoring of expenditure payment arrears): In Yearcountry rated B
on this indicator, partly because the stock of arrears stod% a&tnd partly as a result of efforts
made recently in reducing the stock of arrears. In Year ttiok of arrears stands at 3%. The
rating of the indicator remains B, but the report should notetbgress made in reducing the
stock of arrears.

» Indicator 12(multi-year perspective in fiscal planning, expenditure pdiocgt budgeting: In Year
1, a country has two out of ten sector strategies that dyectidted. The two sectors represent
35% of total primary expenditure. In Year 3, one additional settategy is costed. The sector
represents 10% of total primary expenditure. The progress madeatoefuence the rating of
the indicator, but the report should note the progress made in improving thenaader

°The level of performance of the PFM system, as captured by thetordiaaflects a combination of
historical, political, institutional and economic factors and ismexessarily representative of recent or
on-going efforts made by government to improve PFM performance. Improvement cotting ©f the
indicators may take some years given the four-point scal@éebhigh-level indicators. This is why the
PFM-PR introduces some reporting on progress made in improving PFM perforraaageused by the
indicators
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(ii) Reforms implemented to date, that have not yet impacted PFM performance or for which no
evidence exists on their impact on PFM performance
For example:

» Indicator 21(effectiveness of internal audit): In Year 1, the country rated D omitiiisaitor as no
internal audit function existed. In Year 3, an internal audit departhmsbeen created in the
Ministry of Finance, but is still very weak. The reformreation of the internal audit department
— has not yet impacted PFM performance, but should be noted in the report.

» Indicator 19(competition, value for money and controls in procurement): A new procurésment
was adopted one year ago, but no analysis has been made sineabsess its impact on the
use of open competition for award of contracts, etc. Since dermse is available on the impact
of this new legislation, the rating of the indicator shouldbbsed on the latest evidence of
procurement practices, i.e., prior to the adoption of the new legislation. Thitsiepald note the
existence of the new procurement law and the lack of evidence coliecssess its impact.

Reference to government reform plans or description of existingditionality selected by the
international finance institutions or donors (i.e. reform measuetstoy be implemented) are not
considered as sufficient evidence for demonstrating progress.

An upward arrow can be used next to the score (e.gh )Do indicate progress, but its use is limited to
cases as described above under (i) small improvements in PHbpEnce not captured by the
indicators, and (ii) reforms implemented to date that haveyebimpacted PFM performance or for
which no evidence on their impact on PFM performance exists.

SUB-SECTION 3.8

The PFM-PR provides information on country-specific issues tleateasential for a comprehensive
picture of PFM performance and that are not fully captured bintteators. This sub-section is based on
available information. Below are some examples of such country spssifies:

1) Sub-national gover nments:

The performance indicators capture local government issueselation to the clarity of inter-
governmental fiscal relations (PI1-8), the comprehensivenefiscaf risk oversight (P1-9) and the extent
to which spending ministries and agencies are able to plancemichit expenditures in accordance with
budgets and work plan (PI-16). In countries where a significant proportion of expenditeiexecuted at
the sub-national level and where information is available PfREI-PR provides some information on
PFM performance at the local level. This section does haoweteseek to substitute for any assessment
done at the sub-national level.

2) Public enterprises

The performance indicators capture public enterprise issueslation to the comprehensiveness of
aggregate fiscal risk oversight (PI-9). Depending on the impoetaf these entities, a comprehensive
overview of the PFM system may therefore require a desmmiof the relationships between the central
government and those entities or the performance of those entitiemgalePFM, to the extent
information exists.

3) Management of revenuesin natural resourcesrich countries
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Revenues from natural resources may constitute an important sbunceme for certain countries and
may be subject to specific financial management arrangenidngssection may in such cases present a
description the performance of those arrangements.

4) Any other issuesrelevant for a comprehensive picture of PFM performance.

Section 4: Government reform process

This section aims to describe the overall progress made ®rrgoent in improving PFM performance
and to provide some forward-looking perspective on the factorsathalikely to affect future reform
planning, implementation and monitoring.

The indicative length of this section is about two to three pages.
SUB SECTION 4.1: DESCRIPTION OF RECENT AND ON-GOING REFORMS

The most important recent and ongoing reforms are briefly summarizeddtslad
description of those takes place in section 3) to give a thrust ofaimepnogress made by
government in strengthening the PFM system.

SUB-SECTION 4.2:  INSTITUTIONAL FACTORS SUPPORTING REFORM PLANNING
AND IMPLEMENTATION

This part of the report provides forward-looking perspective of the extent to whichinstitutional
factors are likely to support the reform planning and implementation process.

The following identifies several factors that are likedybe relevant in supporting an effective reform
process in many country contexts. In each case, this part #fRlePR takes into account recent and
ongoing reform experiences and identifies, where appropriate, additmunaly specific factors to those
suggested below.

» Government leadership and ownership is likely to contribute to a more effective PFM reform
process by setting the objectives, direction and pace fofms, clarifying organizational
responsibilities for the reform process and addressing, in aytimahner, any resistance to
change. Consideration may be given to the level and nature ofalaitigagement in the reform
process, the extent to which the government articulates a comgpedise for PFM reforms, the
dissemination of the government vision in public documents (PR$Esifis PFM strategy or
action plan, etc.) and the provision of resources by governmeiiMor&orms. Cross reference
to the extent to which the reform process is progressingrding to government plans can be
included if found relevant.

e Coordination across government is likely to contribute to a more prioritized and sequenced
reform agenda, as existing capacities of different enttieslevels of government are taken into
account in planning and implementing reforms. In assessing téet éx which arrangements for
coordination are in place, consideration may be given to the extemhich relevant entities,
especially line ministries, are associated in the refdeaision making process, the existence of
mechanisms to ensure timely decisions-making especially fas-ctasng reforms, the clarity of
roles and responsibilities in the implementation of reforms an@stistence of a focal point in
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government for coordination of donors in relation to PFM raforAssociation of the Parliament
and the external audit in the PFM reform process may also be considenedalevant.

» Impact of the PFM reforms is likely to depend on the extent tohwhidsting arrangements
support asustainable reform process. In this context, consideration may be given to the extent
to which the reform process is driven by government expertectinical assistance, whether
reforms are being associated with comprehensive capacity-building msogral consideration is
being given to retaining trained staff. Any information on fundinthefrecurrent costs, resulting
from the implementation of reforms, may also be included, if relevant.

The assessment of those institutional factors is as factual as possible and does not rely on government
plans or commitmentsT he report does not make recommendations for the reform program of the
government and does not include a judgment as to whether theugevereform program addresses the
right PFM weaknesses or whether the proposed reform measures aréeadequa
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PFM-PR Annex 1

This annex provides a summary table of the performance indic&or each of the indicators, the table
specifies the scoring assigned along with a brief explanation focoh@g.

Indicator Scoring Brief Explanation and
Cardinal Data used

lllustrative Example: B

1. Aggregate expenditure out-tufn Actual primary expenditure (excluding

compared to original approved budget donor funded projects) in 2003 was| 8
percent below the originally budgeted
expenditure, whereas in 2002 and 2004
expenditure was below budget by 4%
and 3% respectively.

2.

PFM-PR Annex 2

The annex indicates all existing analytical work that was tuselkvelop the PFM Performance Report.
Examples might include government reports, Country Financial ktability Assessments (CFAA),

Public Expenditure Reviews (PERs), Country Procurement AssasdReports (CPAR), audit reports,
etc.
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PEFA PFM Performance Measurement Framework — Reéviaauary 2011

Annex 3

Original Indicators PI-2, PI-3 and PI-19
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PI-2. Composition of expenditure out-turn compared to original approved budget

Where the composition of expenditure varies considerably frorortgmal budget, the budget will not
be a useful statement of policy intent. Measurement agaiistindicator requires an empirical
assessment of expenditure out-turns against the original budgetubtaggregate level. As budgets are
usually adopted and managed on an administrative (ministry/agbasig, the administrative basis is
preferred for assessment, but a functional basis is an abteglternative. At administrative level,
variance shall be calculated for the main budgetary heads )(@dtasnistries, independent departments
and agencies, which are included in the approved btidtiétinctional classification is used, it should be
based on the GFS/COFOG ten main functions.

Changes in overall level of expenditure (assessed in Pl-L}rasislate into changes in spending for
administrative (and functional) budget lines. This indicator 2)Pimeasures the extent to which
reallocations between budget lines have contributed to earienexpenditure composition beyond the
variance resulting from changes in the overall level of exparediTo make that assessment requires that
the total variance in the expenditure composition is calcukateédcompared to the overall deviation in
primary expenditure for each of the last three years.

Variance is calculated as the weighted average deviatibmebe actual and originally budgeted
expenditure calculated as a percent of budgeted expendituhe dxasis of administrative or functional
classification, using the absolute value of devidfidn order to be compatible with the assessment in PI-
1, the calculation should exclude debt service and donor funded project exygendit

Dimension to be assessed (Scoring Method M 1):
® Extent to which variance in primary expenditure compositioreesed overall deviation in
primary expenditure (as defined in PI-1) during the last three years.

Score Minimum Requirements (Scoring Method M 1)

A (i) Variance in expenditure composition exceeded overall dexiat primary expenditure
by no more than 5 percentage points in any of the last three years.

B (i) Variance in expenditure composition exceeded overall demiat primary expenditure
by 5 percentage points in no more than one of the last three years.

C () Variance in expenditure composition exceeded overall dewiat primary expenditure
by 10 percentage points in no more than one of the last three years.

D (i) Variance in expenditure composition exceeded overall demiat primary expenditure
by 10 percentage points in at least two out of the last three years.

! In case the number of main budgetary heads exdggith€ deviation should be calculated for the 28est heads (by amount)
or for the largest heads that represent 75% of étedgexpenditure if the latter number of headangdr than 20. The deviation
for the remaining headlines should be done on greaggted basis i.e. as if they constituted one &tldgad only.

2 The steps in calculation for each year are asvalltan Excel spreadsheet for easy calculation eadolwnloaded from the
website www.pefa.orgalso including an example):

¢ For each budget head that contributed to primapeediture, calculate the deviation between actwpéediture and
the original budget.

« Add up the absolute value of the deviations foballiget heads (absolute value = the positive diffee between the
actual and the budget figures). Do not use pergerdaviations.

e Calculate this sum as a percentage of the totajdted primary expenditure.

* Deduct the percentage of overall primary expendimeviation for each year (calculated for Pl-1l)atdve at the
number of percentage points by which expenditurepmsition variance exceeded overall expendituréatien.

e Go to the scoring table above and establish in imawy years the percentage points exceeded 5 or 10.
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PI-3. Aggregate revenue out-turn compared to original approved budget

Accurate forecasting of domestic revenue is a criticabfaim determining budget performance, since
budgeted expenditure allocations are based upon that forecasimparison of budgeted and actual
revenue provides an overall indication of the quality of revenue fonegasti

External shocks may however occur, that could not have beemdbratd do not reflect inadequacies in
administration, they should be explained in the narrative. Thigratéon allows for a top score even if
during one year in the last three the outturn is substantiafgreiift from the forecast e.g. as a result of a
major external shock occurring during budget execution.

For this indicator, information from budget execution reports or falernment accounts should be
used to the extent available (rather than data from otheresoswuch as a revenue authority or the central
bank). The narrative should explain the sources of data and any m®megarding consistency or
reliability, which may also be highlighted by assessment of revenue dateit@ation in PI-14.

Dimension to be assessed (Scoring Method M 1):
(i) Actual domestic revenue collection compared to domestienue estimates in the original, approved
budget.

Score Minimum Requirements (Scoring Method M 1)

A (i) Actual domestic revenue collection was below 97% of budgetadestic revenue
estimates in no more than one of the last three years.

B (i) Actual domestic revenue collection was below 94% of budgetadestic revenue
estimates in no more than one of the last three years.

C (i) Actual domestic revenue collection was below 92% of budgetadestic revenue
estimates in no more than one of the last three years.

D (i) Actual domestic revenue collection was below 92% of budgetadestic revenue
estimates in two or all of the last three years.
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PI-19. Competition, value for money and controlsin procurement

Significant public spending takes place through the public proamemsystem. A well-functioning
procurement system ensures that money is used effectively and effioi@mely competition in the award
of contracts has been shown to provide the best basis foviachédficiency in acquiring inputs for and
value for money in delivery of programs and services by thergment. This indicator focuses on the
guality and transparency of the procurement regulatory framiein terms of establishing the use of
open and fair competition as the preferred procurement methodedimgs the alternatives to open
competition that may be appropriate when justified in specific, defiheatisns.

The procurement system benefits from the overall control @mwvient that exists in the PFM system,
including internal controls operated by implementing agencies ateinak control undertaken by
external audit, ref. P1-20, PI-21, PI-22 and PI-26.

Unique to the public procurement process, however, is thet direolvement of participants from the
private sector who, along with citizens, are direct stakeholders in the outédingeprocurement process.
A good procurement system uses the participation of these stadeshatdpart of the control system by
establishing a clear regulated process that enables thessidomand timely resolution of complaints
submitted by private sector participants. Access to the mamed information on complaints allows
interested stakeholders to participate in the control of the system.

Dimensionsto be assessed (Scoring method M 2):

)] Evidence on the use of open competition for award of constrhett exceed the nationally
established monetary threshold for small purchases (perceffitdgeraimber of contract awards
that are above the threshold);

(i) Extent of justification for use of less competitive procoeat methods.

(iii) Existence and operation of a procurement complaints mechanism
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Dimension

Minimum requirementsfor dimension score.

Scoring M ethodology M2

(DUse of open competition fd
award of contracts that exce
the nationally establishe
monetary threshold for smg
purchases

rScore = A: Accurate data on the method used to award pt
edontracts exists and shows that more than 75% of contracts abg
dthreshold are awarded on the basis of open competition.
[IScore = B: Available data on public contract awards shows that
than 50% but less than 75% of contracts above the thresho
awarded on basis of open competition, but the data may n
accurate.
Score = C: Available data shows that less than 50% of contr
above the threshold are awarded on an open competitive bas
the data may not be accurate.
Score = D: Insufficient data exists to assess the method used to @
public contracts OR the available data indicates that usepenh
competition is limited.

ublic
ve the

nore
d are
Dt be

acts
s, but

award

(ii) Justification for use of les
competitive procuremer
methods

sScore = A: Other less competitive methods when used are justifig
taccordance with clear regulatory requirements.
Score = B: Other less competitive methods when used are justifié
accordance with regulatory requirements.
Score = C: Justification for use of less competitive methods is w
or missing.
Score = D: Regulatory requirements do not clearly establish ¢
competition as the preferred method of procurement.

2d in

2d in

eak

pen

(i) Existence and operation of
procurement complaint
mechanism

aScore = A: A process (defined by legislation) for submission
stimely resolution of procurement process complaints is operatid
subject to oversight of an external body with data on resolufig
complaints accessible to public scrutiny.
Score = B: A process (defined by legislation) for submitting &
addressing procurement process complaints is operative, but
ability to refer resolution of the complaint to an external hig
authority.

Score = C: A process exists for submitting and address
procurement complaints, but it is designed poorly and does
operate in a manner that provides for timely resolution of caimtsl
Score = D: No process is defined to enable submitting and addre
complaints regarding the implementation of the procurement pro

and
no

ind
lacks

her

5ing
not

5Sing
cess.
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