Informative Note
On the Draft Law on Public Finances
And Budgetary and Fiscal Accountability
General Context 

Establishment of certain principles and rules that would lead to consolidation of the budget and fiscal discipline, as well as provision of transparent procedures for development and administration with regard to the national public budget and its components are indispensable conditions to accomplish the objective of medium- and long-term macroeconomic stability and financial sustainability, set in a number of policy and strategic planning documents of the Government, such as:

· Government’s Activity Program „European Integration: Freedom, Democracy, Well-being” for 2011-2014;

· Economic Stabilization and Re-launch program approved by the Government’s Decision No. 790 dated on December 1, 2009;

· National Development Strategy approved by the Law No. 295-XVI dated on December 21, 2007;

· Other programs and strategies, as well as agreements signed with international organizations.

At the same time, taking into account the European integration objective of the Republic of Moldova, strengthening of the budget and fiscal discipline and increased transparency in the field through implementation of international good practices are primary objectives to be accomplished in the context of undertaken commitments.
This draft law is developed in the context of activities under the public finance management system reform and shall substitute the current Law No.847-XIII dated 24 May 1996 on the budget system and budget process, along with amendment of other laws and standard acts regulating specific fields and separate elements of the budget system. 
The following have been as support in the draft law development: 

· Provisions of the current law on the budget system and budget process that are still valid from the viewpoint of promoted reforms and recent initiatives on revision of the budget legislation, as well as budget planning and accomplishment methodologies developed within the Public Finance Management Project; 

· Recommendations given by international experts and development partners in the reports and studies carried out in the Republic of Moldova on budget legislation and existing budget management practices
, as well as good organic legislation practices of other countries with regard to public finances (Slovenia, Slovakia, Albania, Romania, Georgia);

· Public finance management manuals of the International Monetary Fund and the World Bank (IMF Manual on Fiscal Transparency, IMF Code of Good Practices on Fiscal Transparency, World Bank Handbook on Public Expenditure Management).
Problem Issues and Objectives 

A set of reforms have been promoted within the last decade with the purpose of consolidation and improvement of public finance management (e.g. introduction of medium-term budget strategic planning based on programs and efficiency, consolidation of the treasury system, modernization of the internal public financial control system, etc.). Within this timeframe, the legislation in the field has been improved and amended accordingly to support the promoted reforms. 
Nevertheless, assessment of the current public finance management system outlined in studies and reports on public expenditure management and financial accountability analysis highlights certain deficiencies of the legal framework. The main deficiencies are described below: 

· The process of budget strategic planning, especially with regard to establishment of political priorities and expenditure limits is still quite difficult, often leading to delays in approval of Medium-Term Expenditure Framework (MTEF). Thus, the MTEF document’s forecast has been rather an internal document of the Government within the last years and has not become that guiding instrument for the Government and the Parliament in defining the budget and fiscal strategy as the basis for draft annual budgets. 
· The current legislation does not establish clear budget and fiscal rules that have to guide the budget and fiscal policy, while the list of principles could be completed with new principles that would ensure macroeconomic stability and financial sustainability, efficient and performance based budget management.
· Despite of pilot introduction of budgeting elements based on programs and performance, the current legislation does not stipulate the obligation and accountability of CPA and budgetary institution to attain results in accordance with the allocated resources. Performance has not become the main subject of discussions in the process of resource allocation and reporting on their application.

· The existing budget legislation does not clearly and distinctly establish roles and responsibilities of the participants in the budget process (Parliament, Government, Ministry of Finances, central and local public authorities, budgetary institutions, etc.). The limited capacities of public authorities have gradually lead to excessive concentration of budget management functions at the level of the Ministry of Finance, while the corresponding authority and duties of specialized central public authorities are insignificant. Moreover, the public authority subdivisions responsible for budget management have become more of a technical operational service without the capacity necessary to perform budget analysis and strategic planning. 

· Procedures, rules, and systems of classification and record used in planning and management of public funds, such as projects financed from external sources, state social insurance budget (hereinafter referred to as SSIB), mandatory health insurance funds (hereinafter referred to as MHIF) still differ from the state budget management procedures and systems.  

· There is a series of deficiencies related to budget review in the course of the budget year, cash flow planning and management, balance management, etc. There is also a need for additional efforts to finalize and implement new budget classification and accounting systems.

Proceeding from the above-mentioned deficiencies and taking into consideration international good practices, this draft law envisages the following main objectives:

1.  Consolidation of the general budget discipline by establishment of common budgetary principles and fiscal rules for all the components of the national public budget;

2.  Comprehensive regulation of the budget process and improvement of procedures for development, approval, and administration of budgets at all levels;

3.  More efficient budget resource management through establishment of new rules for generation and management of revenue collected by the budgetary authorities/institutions, including projects financed from external sources, as well as revision of the role and structure of budget reserves;

4.  Delimitation of competences and extension of the participants’ authority in the budget process, along with increasing level of their responsibility.
Change/Reform Fields
A set of improvements changes in terms of both structure and contents are proposed in the draft law.
Law Structure and Scope 
In terms of structure, the draft law contains 8 chapters, as follows:

Chapter I „General Provisions” – determines the object, scope, and main definitions.

Chapter II „Principles, Rules and Responsibilities” – sets the general budget principles and rules common for all the national public budget components, as well as delimits competences and responsibilities of the budget process participants.

Chapter III „National Public Budget” – determines the national public budget components and regulates inter-budgetary relations, stipulates provisions on budget reserve formation, as well as determines the sources of provision and budget rules for budgetary authorities/institutions.

Chapter IV „Budget Process” – sets deadlines for the budget calendar, regulates MTEF and annual budget development procedures, as well as budget execution and reporting rules. As a difference to the current law and taking into account the experience of other countries (Slovenia, Albania, Slovakia), the law describes the stages of the budget process, as well as specifics of each national public budget component within each stage. 

Chapter V „Financial Monitoring” – determines the financial monitoring object and responsibilities of self-financed public authorities/institutions
, of trading companies and ventures wholly or partially owned by the state. 
Chapter VI „Public Financial Control and External Audit” – contains general provisions on requirements for internal public financial control, financial inspection and external audit.

Chapter VII „Legal Accountability” – identifies restrictions and penalties on diversion of budget means, as well as actions leading to legal accountability.
Chapter VIII „Final and Transitory Provisions” – regulates the law enactment and establishes requirements for corresponding legislation abrogation and amendment.

As a difference to the current law, the scope of this law shall extend to cover both budgetary authorities/institutions and self-financed public authorities/institutions, state/municipal companies, trading companies wholly or partially owned by the state, which are to be subject to financial monitoring.
Below, see the description of the main changes to the contents proposed in the draft law by the pursued objective.

1. Consolidation of the General Budgetary and Fiscal Discipline 

One of the main changes stipulated in the draft law refers to introduction of budgetary-fiscal rules (chapter 1, section 2) to guide the budget and fiscal policy. Thus, this law establishes certain limits on the maximum possible level of annual increase of budget expenditure and the upper level of annual budget deficit (art.12). Moreover, it stipulates approval by the Parliament of medium term macro-fiscal limits and their obligingness for the next budget cycle (art.47).  
The list and contents of the existing budget principles has also been reviewed and a special emphasis has been made on the universality and transparency principles. At the same time, the list of principles has been completed by new principles, such as the balancing principle (art.8), budget stability and sustainability principle (art.9), performance principle (art.10).

A special emphasis in the draft law is made on regulations for making decisions with financial impact (art.13). According to international good practices all draft legislative or regulatory acts with implication on budgets shall to be subject to financial expertise. In the same time, policy decisions with financial impact on the budget adopted during the budget year shall to be applied only upon availability of financial resources in the corresponding budgets. The draft law, also, prohibits the establishment through legislation, other than annual budgetary law/decision, the amounts or percentage rates, for certain areas, sectors or specific programs.
Also, the draft law contains additional provisions on sources of revenue generation, structure of budget expenditure, and sources of financing of the national public budget, as well as determines the bases for inter-budgetary relations between its components (cap. III).

As a difference to the current law and taking into consideration the experience of other countries, the draft law stipulates limitation of the number of budget rectifications to two during the budget year, as well as establishes obligatory requirements for submission of proposals on budget rectification (art.59), especially with assessment of the medium-term financial impact.
2. Comprehensive regulation and establishment of unified procedures for budget planning and administration at all levels 
This draft law is proposed to be a main organic law in the field of public finances and establishes general principles and rules common for all the national public budget components. At the same time, taking into consideration the local autonomy principles and initiatives on fiscal decentralization, specific regulations on local budgets and inter-budgetary relations between local budgets of level one and two will still remain to be established by legislation on local public finances.

The draft law foresees unification of national public budget component development, approval, and administration procedures. Thus, it stipulates extension and implementation of medium-term budget planning, as well as program- and performance-based methods for all the national public budget components, with focus on allocation of resources in conformity with policy priorities and expenditure limits established annually within the medium-term budget framework. It also stipulates application of a single budget classification system for all the national public budget components. 
A special attention in the draft law is paid to the Medium-Term Budget Framework (currently, Medium-Term Expenditure Framework) and creation of conditions to ensure consistency with annual budget laws. Thus, the draft law contains additional regulations on development and approval of the Medium-Term Budget Framework (art.45), examination and preliminary approval by the Parliament of macro-fiscal limits and amendments to the legislation related to budget and fiscal policy (art.46), thus increasing the role of MTBF as a guiding instrument for the Government and Parliament in defining the budget and fiscal strategy, which lay the basis for annual draft budgets. 
The draft law stipulates certain changes in the format of presentation and approval of annual budget laws/decisions. Thus, both at the central and local level, budgets of public authorities/institutions shall be developed based on program classification, while information notes to annual budget laws/decisions shall include indicators in a three-year perspective, of which first-year indicators are subject to approval, while estimations for the following two years are of an indicative nature and serve as a basis for the following budget planning cycle. 

The draft law has a separate article (art.44) regulating the budget calendar, stipulating the main deadlines for the budget process with focus on the responsibilities of the Government and the Parliament, while the Ministry of Finance shall be responsible for establishing the intermediate activities and particular deadlines in the budget calendar with regard to central and local public authorities.
In order to ensure compliance with the budget calendar and guarantee of discipline in the budget process, the draft law sets out specific deadlines for approval by the Parliament and presentation of draft budgets of independent public authorities
. At present, legal provisions on approval of independent public authority budgets covered by specific laws regulating activity of these institutions vary from law to law with no requirements for compliance with the budget calendar and a general budget planning methodology.
3. Increasing efficiency in the  budget resource management 
This law gives special attention to the manner the budgetary authority/institution is formed and managed (chapter 3, section 5). Thus, the resources of a budgetary authority/institution are to be formed of:

· General resources of the central or local budgets (presently, the main component);

· Own revenue collected by budgetary authorities/institutions (presently, special resources, special funds) and
· Resources for projects financed from external sources.

At the same time, it stipulates change in the way resources collected by state-financed authorities/institutions are managed (art.40), and namely to target those at financing the overall approved expenditure of the corresponding authorities/institutions with no connection to specific expenses. Thus, expenditure of budgetary authorities/institutions shall be approved and reported as a whole without division by sources of financing. Except for resources for projects financed from external sources, that will further be used for the purposes mutually agreed with donors and stipulated in the signed agreements. At the same time, when establishing the volume of general revenue allocated to budgetary authorities/institutions, the volume of revenue collected by respective authorities/institutions and brought in during the year shall be taken in consideration. If the approved volume of revenue collected by budgetary authorities/institutions is exceeded, this will not make a ground to increase expenditure, but shall rather substitute general revenue, and if the approved volume of revenue is not collected, the expenditure shall be cut correspondingly by the lacking amount. 
The aim of these changes is prohibition of exceptions from the budget universality principle and general budget management rules, as well as to avoid competition of public institutions in independent fundraising and rather focus them on their basic mission – that of rendering quality public services. This new approach to management of revenue collected by institutions is also meant to lead to (i) a better budget planning for consolidation of a connection between policies and allocation of resources (allocation efficiency); (ii) more efficient application of budget resources (technical efficiency) by avoiding requests for financing from the general budget revenue, when substantial funds are accumulated on the accounts of public institutions, thus, abusively covering expenditure from general revenues of the budget; (iii) consolidation of the general budgetary and fiscal discipline by facilitation of control over macro-fiscal targets (revenue, expenditure, deficit); (iv) reduction of financial fraud risks and (v) simplification of procedures and rationalization of budget management costs.  

Another major change in the draft law refers to the change in the structure and role of budget reserves, pursuing distingwishing of two types of contingency funds: 

· The reserve fund of the Government/local public authorities for emergency expenditure incurred during the year, which has not been possible to foresee and provide for in the initially approved budgets (art.33, 34); and 

· Government’s intervention fund used exclusively in case of natural calamities, epidemics, financial crises, as well as in other emergency cases (art.33).

With the aim of increasing flexibility and improving budget management, as well as making more efficient use of resources, it is stipulated to annul the practice of developing and approving the financing plans of budgetary institutions with monthly distribution of budget allocations. At the same time, the draft law provides for establishment and publication of quarterly budget forecasts for revenue, expenditure, and balance of the national public budget and its components, as well as of requirements for their monitoring and reporting (art.57), as well as proposes to consolidate the budget liquidity prognosis and management by time periods – quarters, months, weeks, days (art.62). 
With the aim of covering the temporary cash discrepancies, the draft law foresees the right of the state budget, state social insurance budget, mandatory health insurance fund, and local budget administrators to take/give loans with a repay period during the same budget year on a contract basis from/to the budgets of other levels managed in the Single Treasury Account (STA). 

The draft law stipulates the obligation to make collections and payments to the national public budget through the STA of the Ministry of Finance, interdicting budgetary institutions to open bank accounts in financial institutions without an authorization of the Ministry of Finance. At the same time, the Ministry of Finance and administrators of the state social insurance budget and mandatory health insurance funds will still have the right to contract commercial banks for performing certain operations related to cash execution of the budget (art.60), the selection process being organized every three years.
According to the art.68 of the draft law, it is stipulated to close at the end of the year unused budget allocations and cash balances on treasury accounts of the budgetary authorities/institutions, except for projects financed from external sources. However, the same article stipulates that the cash balances on the accounts of the NPB components, recorded at the end of the budget year, are transitory for the following budget year. It also establishes certain specific regulations related to cash balances recorded on accounts of budgetary institutions located abroad, as well as the unused amount of special targeting transfers from the state budget to other budgets, the latter need to be repaid to the state budget.
4. Increased transparency and delimitation of roles in the budget process 
Increased budget and fiscal transparency is another main objective of the draft law, which offers an improved wording of the transparency principle (art.11) in conformity with the IMF Code on Fiscal Transparency. Thus, along the obligatory requirements for publishing legislative and regulatory acts in the field, the transparency principle also covers requirements for clear establishment of roles and transparent procedures in the budget process, as well as publication of comprehensive budget information in a manner that would be clear and accessible for the public. Also, the draft law stipulates responsibility of public authorities to make the budgets of public authorities and subordinate institutions, as well as reports on their implementation public.
A special emphasis in the draft law is made on clear delimitation of competences in the budget and fiscal field and extension of participants’ authorities in the budget process along with increased level of their responsibility.

In order to highlight the participants and their responsibilities in the budget process based on a comparative study of the budget legislation of other countries (the example of Romania, Albania, Georgia), the draft law contains a separate chapter on competences and responsibilities of the participants in the budget process (chapter 2 section 3). Thus, this section delimits competences and responsibilities of the Parliament, the Government, the Ministry of Finance, central and local public authorities, budget institutions, as well as public authorities/institutions responsible for the state social insurance budget and mandatory health insurance funds.
The draft law stipulates increased role of the Parliament in strategic planning of the budget (art.46). So, based on Medium-Term Budget Framework the Parliament shall approve the medium term macro-budgetary limits and legislative modifications resulting from the budget and fiscal policy,  that will stay at the basis of annual budget law development.
In the context of strategic planning, the new law shall stipulate additional authority of specialized central public authorities in development, approval, reporting and publication of sector expenditure strategies, as well as setting of expenditure priorities (art.19). It also stipulates that together with financial reports, central public authorities shall report on implementation of programs and progress achieved in the fields of their competence.

It also stipulates regulations on distribution and detailing of budget allocations according to budget classification (art.56), as well as the Government’s authority, and of public authorities with regard to redistribution of budget allocations in the budget execution process (art.58). 
At the same time, the draft law stipulates consolidation of the role of the Ministry of Finances in general coordination of the public finance management process, methodological regulation, monitoring and analysis of the national public budget components. 

Impact Analysis
The draft law on public finances and budgetary and fiscal accountability will have a beneficial impact both under the regulatory aspect and from the economic and social point of view, bringing the public finance management system to a new qualitative level. 
Thus, introduction of budget rules and establishment of macro-fiscal limits with regard to the budget deficit level, overall expenditure and staff expenditure shall raise the aggregated fiscal and budget discipline and shall ensure sustainability of public finances in medium to long term perspective. At the same time, new approaches with regard to management of owned revenue of budgetary authorities/institutions will lead to a more efficient application of budget resources.
Complex regulation and unification of budget resource management procedures, as well as clear delimitation or roles and responsibilities in the budget process, shall lead to improvement of budget management and shall facilitate the process of decision-making on the budget. At the same time, improved rules and transparent budget management procedures, especially of external financial assistance, shall raise awareness of external partners and facilitate investment attraction from outside.
At the same time, implementation of this law shall present new challenges for all the participants involved in management of public finances. Thus, the Parliament, especially the specialized committee, has to consolidate the budget analysis capacity in the process of examining the medium-term macro-fiscal limits and annual budget laws. The government will require better capacities to establish policy priorities for resource allocation. The Ministry of Finances will require improved capacities to establish a realistic macro-fiscal framework, implement and use the new integrated financial management information system. Ministries and other public administration bodies will require improved capacities to formulate realistic budget proposals within certain strict budget ceilings, as well as to formulate, implement and report on the programs budget based on performance and result.
An important role in successful implementation of this law lies with complementary reforms in other associated fields, such as public administration reform, public financial control and audit system reform, fiscal decentralization reform and others. 
Adequate implementation of provisions of this law supported by the new integrated financial management information system, improved methodologies for medium-term budget planning and based on programs and performance, implementation of modern financial control and internal audit practices shall create support to ensure efficient and sustainable management of public financial resources.
Public Consultations and Expertise
In February-March of this year, the process of public consultations on the draft law took place in accordance with the legislation on transparency of the decisional process. In this sense, the draft was placed on the web page of the Ministry of Finances for general public information (1 February and 26 April). At the same time, the draft law was remitted for endorsement to central and local public authorities and other interested parts (National Confederation of Trade Unions and National Confederation of Employers, Local Authority Congress, Mayors and Local Community Association, IDIS „Viitorul”, CAI „Expert-Grup”). 
64 authorities/institutions (including the 35 local public authorities) were requested to participate in the consultation process, but endorsements were received from 40. Information on submission of endorsements by public authorities and other organizations within public consultation on the draft law is attached on 3 pages.

Following the recommendations received within public consolation process on the draft law, the Ministry of Finances organized two public debate sessions on the draft law, with participation of the Chart of Account, Ministry of Health, Ministry of Labour and Social Protection, Ministry of Education, Ministry of Interior, Ministry of Defence, Social Insurance House and Health Insurance Company. Minutes of these meetings are placed at:  http://www.mf.gov.md/ro/TranspDeciz/ProiecDeciz/. 

Taking into consideration the importance of adjusting the national budget legislation to international good practices, the draft law was also consulted with external development partners (IMF, WB, CE Delegation, and ECDO).
In accordance with the procedures established for legislative and regulatory act development and presentation for approval, the draft law has been subject to corruptibility and legal expertise. 

A summary of recommendations received on the public finance and budget and fiscal accountability draft law and results of their examination by the Ministry of Finance are enclosed to this note on 169 sheets. 

Minister                                                                Veaceslav Negruta

� Public Expenditure and Financial Accountability (PEFA) Assessment Reports and Country Policy and Institutional Assessment (CPIA), ECDO Budget Revision Report


� This category of authorities includes public institutions that, according to their founding law or regulatory act, carry out their activity on the basis of self-management and self-financing, except for those that are independent from executive authorities and accountable exclusively to the Parliament.


� This category includes public authorities, whose budgets, according to the law, are approved individually by the Parliament and further included in the state budget. Presently, this category includes the following public authorities – Parliament, President’s Office, Court of Accounts, Constitutional Court, Supreme Court of Justice, Superior Council of Magistracy, Coordinating Broadcasting Council, as well as courts and courts of appeal. 
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