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PUBLIC FINANCIAL MANAGEMENT ASSESSMENT 
 

  
A. Macro-Fiscal Context 
 
1. Rapid economic growth. Cambodia has achieved rapid economic growth exceeding 
7% in average per annum since 2011, driven by solid performances in industry, services, and 
agriculture. Solid growth in 2014 is estimated at 7.0% slightly lower than the 7.3% average of 
the previous three years. Prolonged expansion has lifted Cambodia’s gross national income per 
capita toward the $1,045 threshold for entry into lower-middle income status. The growth rate is 
expected to continue in the medium-term. An influx of foreign direct investment is supporting the 
rapid structural transformation of the economy from low-value-added activities in traditional 
growth areas to integration into higher-value-added global supply chains. The economy remains 
however vulnerable to external shocks and natural disasters.  
 
2. Fiscal situation and outlook. The government continued to rein in the fiscal deficit in 
2014. Robust domestic demand and stronger tax collection lifted revenue to an estimated 
15.7% of GDP, while expenditure as a ratio to GDP declined slightly to 19.8%, narrowing the 
fiscal deficit excluding grants to an estimated 4.1% of GDP. Foreign loans and grants funded 
the fiscal deficit. This year’s budget targets a 10.1% increase in government spending and a 
budget deficit of 4.8% of GDP excluding grants. The target for domestic revenue is 12.1% 
higher than for last year’s budget. 

 
3. Millennium Development Goals. The government is committed to achieving the 
Millennium Development Goals (MDG) by 2015, but progress has been mixed. Cambodia is an 
early achiever in many areas, particularly in reducing income poverty, expanding primary school 
enrollment, and combatting HIV and tuberculosis. Indicators that are likely to be met by 2015 
include primary education completion and gender parity in secondary education. Overall 
enrollment rates in secondary school however are low. Progress is slow in reducing child 
malnutrition and infant and child mortality, and providing access to basic sanitation. These 
targets are not expected to be met on time. Sanitation coverage is particularly low in rural areas, 
where just 22% of households had toilets in 2011. The forest cover of 57% is slightly below the 
MDG target of 60%. With the classification of forest to include plantations such as rubber, palm 
oil, and eucalyptus, it is possible that Cambodia will meet the MDG target in 2015. 

 
B. Public Financial Management 

 
4. Public Expenditure and Financial Accountability (PEFA) assessment.  The overall 
ratings of the PEFA assessment conducted in 20101 indicate a mixed assessment for 
Cambodia. Of the 29 items rated, 2 (6.9%) were rated A; 4 were rated B (13.8%); 15 were rated 
C or C+ (51.7%); while 8 were rated D (27.6%). While single, system-wide ratings are not 
recommended under the PEFA methodology, both mean and median ratings tend towards 
Cambodia being a C-level country as far as public financial management (PFM) is concerned.  

 
5. PFM reform strategy. The importance of PFM is reflected in the Rectangular Strategy 
Phase 3 (2013–2018)2 and the National Strategic Development Plan (NSDP, 2014–2018).3 The 
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Government of Cambodia has been implementing a number of reforms to promote governance 
and public sector efficiency and improved service delivery and has made significant progress in 
reforming public expenditure policy in the past decade since the Public Financial Management 
Reform Program (PFMRP) was launched in 2004. The PFMRP aims at mobilizing resources 
and improving efficiency and accountability in public expenditures that would lead to achieve 
high rates of economic growth and poverty reduction. The PFMRP is a multi-platform approach, 
with each platform meant to build on previous achievements.  

 
6. The first stage (budget credibility) of the program was undertaken from 2005–2007, 
focusing on improving budget credibility. The second stage (budget accountability), which is 
being implemented from 2008 until 2015, aims to consolidate the gains on budget credibility 
while moving the reform focus towards financial accountability. During the third stage, between 
2016 and 2020, reforms will emphasize the linkages between planning and budgeting, 
incorporating program budgeting processes and the deconcentration of responsibilities to 
budget owners. Finally, during the fourth stage, between 2021 and 2025, reforms will focus on 
the implementation of results-based budgeting and other initiatives aimed at improving the 
accountability of budget processes. A strategic direction document, the Cambodia Budget 
System Reform, 2013–2020 (issued in June 2013), aims to promote results-based budgeting 
across all government line ministries.  

 
7. A  PFMPR progress report was recently published and this assessment draws on its 
findings.4 The report concludes that “variable progress has been achieved since 2012. In three 
objectives good progress has been achieved and in eleven objectives moderate progress has 
been achieved”. Of the 32 recommendations made in the 2012 External  Advisory Panel report,5 
25 have either been, or are in the process of being, addressed, four are either superseded or no 
longer valid: and three have yet to be fully addressed” (p. vii). The main recommendations 
concern a more comprehensive analysis and communication strategy to stakeholders and the 
need for the National Audit Authority (NAA) to participate more fully in the PFMRP reforms.  

 
8. Stage 1 of PFM reforms, which aimed to promote budget credibility, was completed in 
2007. The elimination of chronic cash shortage and payment arrears, were important 
achievements under Stage 1. The 2012 External Advisory Panel Report’s overall assessment 
was that the PFMRP implementation was then on track to achieve Stage 2’s outcomes. Work on 
revenue mobilization, public debt management, cash and bank account management, and 
public procurement has continued under Stage 2. Focus areas include: (i) improving budget 
preparation and execution; (ii) introducing budget entities; (iii) updating budget classifications 
and new chart of accounts; (iv) introducing the financial management information system (FMIS 
which is known as the “FMIS treasury centric model”), which was to be applied initially at the 
central and provincial treasuries; (v) procurement; and (vi) budget accountability through 
strengthening internal audit and oversight capacity of the NAA.  All ministries were required to 
prepare PFM action plans for implementation of the PFMRP’s Stage 2.   
 
9. During Stage 2, progress has also been made on budget classifications and new chart of 
accounts, and implementation of a FMIS at the Ministry of Economy and Finance (MEF) and 
provincial treasuries. The capacity of internal audit of line ministries particularly in audit 
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planning, execution, quality of audit reports and follow-ups on audit recommendations has 
gradually improved. The capacity of the NAA has also been progressively improved including its 
engagement with the National Assembly about discussions on audit reports of public accounts, 
and the implementation of audit recommendations. The 2015 EAP report notes the need to 
recognize, within the planned activities and actions the impact of the FMIS for example within 
cash management and planning, accounts payable and payment processes, arrears 
management and treasury and provincial management accounting. With regard to program 
budgeting, the report highlights the need for program budgeting to extend beyond budget 
preparation into budget monitoring and reporting which requires improved budget execution 
information from the FMIS.    

 
10. Advance works for Stage 3, which is expected to formally start in 2016, have also begun 
notably in budget preparation and execution and program budgeting that links budget to sector 
policies, outputs, and outcomes. Establishment of budget entities planned under Stage 4, has 
recently been initiated by some ministries. The government has selected ten pilot ministries to 
introduce program budgeting and budget entities. Despite the above achievements, remaining 
areas for improvements include the following: (i) improving comprehensiveness of the three-
year rolling budget strategic plans and the annual budget; (ii) further adoption and 
operationalization of budget entities; (iii) financial management and accounting, including IT 
accounting and its link-up with the FMIS; (iv) capacity of internal audit, including audit 
management systems, quality audit reports, internal control frameworks, systematic follow-ups 
on audit recommendations and the ability to conduct audits in automated environments;  
(v) effective implementation of Procurement Law (2012); and (vi) further improvements for the 
NAA cooperation with the National Assembly, timely publication of audit reports, and extending 
the scope and coverage in audit of public institutions and subnational administrations (SNAs). 
These remaining areas are expected to be included under the implementation of Stage 3. 

 
11. Legislative and policy framework. The Law on the Public Finance System (2008) is 
basically modern and provides an adequate basis for progressive implementation of the 
PFMRP. The 1997 Laws on Taxation and Customs (and related subdecrees, guidelines etc.) 
regulate the collection of taxation and customs revenues. The Audit Law (2000) regulates 
external and internal audit matters. The revised Constitution (1999) and the Law on 
Administrative Management of the Capital, Provinces, Municipalities, Districts and Khans 
(Organic Law 2008) provide the core foundations for the decentralization and deconcentration 
reforms. The Law on Administrative Management of Communes and Sangkats (2001) is also of 
fundamental importance as it ushered in the commencement of local level democracy.  The Law 
on Sub-national Fiscal Regime and Property Management for Sub-national Administrations 
(2012) regulates public financial management at the subnational level. Important legislative 
developments for corruption mitigation include penalty provisions in the Public Finance Law 
(2008), strengthening the Penal Code for Corrupt Offenses (2009), and passing the  
Anti-Corruption Law (2010).  

 
12. Institutional capacities. The MEF exercises strong central control over public finance 
matters, including the PFMRP. A dual budget system has emerged with MEF in charge of 
preparing and managing the recurrent budget, while the Ministry of Planning ostensibly has 
powers to prepare and manage a public investment program. Most externally financed 
investments involve development partners dealing with line ministries, the Council for the 
Development of Cambodia and MEF’s Department of Investment Cooperation. MEF’s 
Department of Investment Cooperation prepares and manages both the government-operated 
externally and domestically-financed capital/development budgets. The MEF’s Financial Affairs 
Department (FAD), the General Department of Treasury, the Public Procurement Department, 
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and the Cash Management Units are all closely involved with budget execution. The FAD has 
financial controllers located in 21 key ministries. The Taxation and the Customs and Excise 
Departments are also part of the MEF structure.  
 
13. A PFM Reform Steering Committee, established through subdecree 23 dated  
17th January 2014, is now responsible for leading, preparing, facilitating, monitoring and 
inspecting the government’s PFMRP implementation in cooperation with development partners. 
The committee is chaired by the MEF and supported by a PFM Reform Secretariat. A Technical 
Working Group, comprising representatives of government institutions and development 
partners, meets six-monthly to discuss progress and constraints of the PFM reform.  
   
14. Program budgeting. Government capacity for budget preparation (strategic planning, 
program budgeting, and budget execution) is being gradually improved. At the start of each 
budget cycle, the government produces a Macroeconomic Policy Framework and then develops 
a Public Financial Policy Framework using a Medium-Term Expenditure Framework (MTEF). 
The MTEF, which forecasts on the basis of economic and functional classifications, is updated 
annually to provide forward budget planning from a “top-down” perspective. Based on the 
MTEF, line ministries prepare annual and medium-term 3-year rolling Budget Strategic Plans 
(BSPs), inclusive of the public investment program, which link budgets to sector policies and 
priority strategies. The BSPs and program budgets are prepared annually using a “bottom-up” 
approach with inputs from line ministries within fixed timelines. In 2007 eight ministries were 
selected to pilot program budgeting commending in 2007–2008 with mixed results. The list was 
expanded to ten line ministries for the 2015.  
 
15. Expenditure management, accounting and financial management. Capacities in 
budget preparation and execution, financial management and accounting, procurement, internal 
and external audit, and monitoring and evaluation are still limited but are being strengthened. A 
Cash Management Unit at MEF monitors budget execution and cash management of all line 
ministries. This is augmented by a comprehensive and very complex set of internal controls 
(commitment and payment order processes) which are now in place, though further 
improvements are needed. The National Treasury has rationalized government accounts held at 
commercial banks, and transferred balances to the Treasury Single Account. In addition, 
government payments, including salary administration through the banking system, have 
increased, reducing the number of cash-based transactions. MEF financial Controllers have 
been posted in line ministries, to facilitate smooth but well controlled payment processes and to 
support better preparation of commitments, expenditure mandates, and reconciliations.  
 
16. Financial reporting. The accuracy and comprehensiveness of financial reporting are 
being systematically improved through the implementation of international standard budget 
classifications, charts of accounts, and integration of capital spending. The National Treasury 
controls the government bank accounts at the National Bank of Cambodia. The Treasury 
reconciles these accounts with corresponding cash books monthly, within four weeks from the 
end of the month. In addition, cash forecasting models and approaches are expected to be 
further strengthened under the upcoming FMIS. Areas for improvements in accounting include: 
(i) adopting IT accounting, and promoting a harmonized treasury and line ministry accounting 
system in line with the upcoming FMIS; and (ii) implementing robust and computerized asset 
management systems.   
 
17. Monitoring and Evaluation (M&E). Functioning and comprehensive M&E systems are 
needed to provide feedback on progress of policy implementation. Presently, M&E systems 
across the government agencies are fragmented - externally funded projects/programs have 
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their own systems which are required to comply with the requirements of specific development 
partners. The Ministry of Agriculture, Forestry, and Fisheries; Ministry of Rural Development; 
and Ministry of Water Resources and Meteorology6 are developing M&E systems which  feed 
into the National M&E Framework being developed by the Ministry of Planning. The M&E 
systems in these ministries are gradually been accepted as a part of the PFM systems.   

 
18. Internal audit, oversight, and accountability. Internal audit functions have been 
established in most government ministries and institutions. Varying degrees of capacity and 
improvements are needed to strengthen accountability in public expenditures. There are acute 
shortages of skills in internal audit which need to be addressed. Problems of inadequate 
financial budget support for the internal audit departments to enable them to carry out their work 
plans still persist. Independence of the internal audit function is still relatively weak - the 
approval of the minister is still required to grant authority to conduct audits and submit reports. 
Internal audit continues to focus on verification of financial transactions with supporting 
documentation, rather than evaluating the adequacy of the risk management framework and 
internal control systems and performance of management. More work remains to be undertaken 
on implementing international internal auditing standards and staff training in order to achieve 
professional standards of auditing. The concept of using internal audit as a tool to assist 
management improve its performance is in the very early stages of acceptance by top 
management and  greater commitment to establish the right operating environment at the top is 
required. Additional areas for improvement of internal audit development include: (i) developing 
additional audit manuals including manuals on audit of externally  funded projects/programs and 
IT audits; (ii) applying existing internal audit policies, guidelines, and procedures;  
(iii) strengthening internal audit management systems; (iv) preparing quality audit reports;  
(v) strengthening internal control frameworks; and (vi) following up on audit recommendations.      
 
19. Public procurement.  Cambodia’s procurement system has not been fully developed to 
provide full transparency in public procurement. Recent capacity assessments in procurement, 
which draw on procurement diagnostic studies, indicate relatively limited recent progress. 
Domestically financed procurements through non-competitive and informal procedures are still 
common. Although the Public Procurement Law (2012) and the Procurement Manual for 
Externally Funded Projects/Programs (which was updated and adopted by a subdecree in 2012) 
are in place, procurement risks remain if these law and regulations are not well implemented 
and capacity not built. Additional work that has commenced on procurement includes:  
(i) development of subdecrees and other regulations to implement the Public Procurement Law; 
(ii) capacity development in procurement; (iii) a need to guard against conflicts of interest and to 
enforce penalties for breaches in procurement; (iv) development of a complaints handling 
mechanism in procurement; (v) increased use of internet based procurement procedures 
inclusive of procurement plans and procurement monitoring/reporting; and (vi) harmonization of 
the Public Procurement Law and the Internal Rules and Regulations Governing Public 
Procurement (which were issued in 2010 ahead of the Public Procurement Law); and the 
Procurement Manual for Externally Funded Projects.           
 
20. Checks and balances and accountability institutions. Checks and balances on 
executive power are not yet adequate in preventing the abuse of executive power. Although the 
press now regularly reports on issues related to corruption, human rights, land disputes, political 
and government activities, it will require oversight institutions to take more effective actions over 
time. Although the National Assembly and the NAA have increasingly exercised their oversight 
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responsibilities through parliamentary debates, including debates on budget execution reports 
submitted by the NAA, capacities of these oversight institutions need to be further strengthened 
for them to be more effective. The Anticorruption Unit (ACU) is provided for under the  
Anti-Corruption Law. The ACU has made some initial achievements, which included the arrest 
of high ranking police and court officials, who were subsequently prosecuted and imprisoned. 
Greater enforcement of laws and regulations is required to reduce corruption and state capture 
by narrow interests. Cases of administrative corruption do exist, but these are being mitigated 
by promoting participatory processes in fiscal management, improving tax and customs 
administration and through increasing use of information technology in financial transactions 
and procurement. 
 
21. External audit. The NAA has been progressively improving external audit scrutiny of 
government expenditures and revenues, borrowings, and assets. It is, however, constrained by 
its lack of capacity, resulting in its inability to extend its audit coverage to all sizable ministries 
and government institutions. Whilst donor support for capacity development has been provided 
since its inception, continued technical assistance support aligned with enhanced domestic 
provision of resources, will be imperative over the coming years to enable it to function as an 
effective tool of accountability. Priority areas for improvement of the NAA include: (i) auditing of 
financial statements of loan projects; (ii) performance audits of institutions and ministries;  
(iii) application of international standards of auditing to evaluation of the systems of internal 
control; (iv) more effective reporting and follow up; (v) communications and external relations 
and media strategies; (vi) greater coordination with the internal audit function of ministries and 
SOEs and establishing a closer working relationship with the National Assembly and the  
Anti-Corruption Unit; and (vii) strengthening the functioning and administrative arrangements of 
the National Assembly’s commission for oversight of the accountability over government 
management of finances. The NAA also needs to provide the public with greater access to 
information on audit reports.  
  


