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Samdech Prime Minister Hun Sen;  Your Excellency, Deputy Prime Minister and Minister of Economy and Finance Keat Chhon;   Your Excellency, Dr. Moniroth, Excellencies, Ladies and Gentlemen:

On behalf of the Royal Government’s development partners, it is a great pleasure for me to provide these opening remarks at this launch of the second stage of the Public Financial Management Reform Program. 

Sound Public Financial Management is at the core of Good Governance for any modern state.  It requires: 

· First, the overall management of Public Resources; 

· Second, the transparent allocation of resources to sectors in line with Government’s social and economic policy goals including, for Cambodia, rapid and sustainable economic growth and poverty reduction;

· Third, the effective and efficient use of resources to support the supply and delivery of public goods and services and; 

· Fourth, the transparent publication of information on the mobilization and use of public resources.

Together, these components provide taxpayers and other stakeholders with the assurance that their taxes and contributions to the State are directed towards achievement of the Government’s development goals and are utilized in a transparent and fully accountable manner.  
Over the last three years, the Royal Government of Cambodia has successfully undertaken a number of reforms designed to strengthen budget credibility.  

 Key to the success of these Stage I reforms to date has been Government ownership and leadership, the development of a harmonized reform program that both Government and Development Partners could support, and the full alignment of Development Partner financing around the reform program. 
These Stage I reforms have already produced significant initial results. These include:
· substantive increases in revenue collection, estimated to have increased by over 30% in fiscal year 2008;

· strengthened Budget Cycle Management that enables the budget to be prepared in a timely manner; 
· improved liquidity and more timely disbursement of funds to Executing Agencies which has resulted in more efficient budget execution and the elimination of arrears; 
· and more effective aggregate management of the budget.

These are indeed very impressive achievements.  In addition, we note the considerable preparatory efforts that have helped establish the basis for improved planning and programming of the budget, strengthening of internal audit and the design of a new financial management system during the next stage.

As we all recognize, however, this is only the beginning of the broader reform agenda and much remains to be accomplished.  During the next stage, the aim will be to maintain the reform momentum generated through Stage I while at the same time to extend the reform effort to encompass the core of Stage II as well as to commence preparations for Stage III.
The core of Stage II is strengthening financial accountability.  This will involve:

· more coordination and cooperation between key internal state actors and institutions, including the Central Agencies (MEF, MoP, CDC), Line Ministries, Sub-national Governments,  and

· more engagement and transparency with taxpayers, investors, Development Partners and civil society actors.  
The success of Stage II will depend very much on the extent to which the control of resources is delegated to Line Ministries and Sub-national Governments.  The new PFM framework in both Central and Sub-national Government executing agencies will need to support decentralized financial accountability, while maintaining aggregate central control of the budget. 
Of critical importance will be the efforts to increase the technical capacity of Executing Agencies to manage resources, account for their use and engage with internal and external stakeholders.
Development Partners very much hope that a successful Stage II will allow them to use more country systems, and to reduce the reliance on parallel executing arrangements.

Meeting these challenges will require significant changes well beyond those undertaken so far as part of Stage I and they will need to include: 
· First, full fiscal transparency in the disclosure of revenues from tax and non-tax sources including those from the emerging oil and gas sectors and other extractive industries and in the raising of loans and grants from both traditional and non-traditional sources;
· Second, explicit disclosure of Sector, Program and Project Allocations in the annual MTEF and budget process; 
· Third, clear identification of Revenue and Budget Officers who will be accountable for the mobilization, collection and management of resources, irrespective of financing source;
· Fourth, strengthening financial and internal controls through the new Integrated Financial Management System and implementation of improved internal audit;
· Fifth, the production of comprehensive interim and final financial reports on both Central and Sub-national Government operations;
· And last but not least, the production and dissemination by the National Audit Authority of timely and independent Audit Reports for review by the National Assembly and the public.

From a strategic management perspective, effective coordination and communication for budget formulation between Planning, Budget and Financial Management Units at Central Agency, Line Ministry and Sub-national Government levels will be critical.  Such coordination must eliminate duplication, ensure full integration between capital and recurrent expenditures, and secure the sustainability of investments.
From an organizational perspective, a careful review of the MEF, Line Ministry and Sub-national Government Budget and Financial Management and Accounting Units will be required.  In this context, Development Partners very much appreciate the substantive efforts made over the last year in the planning of this next stage and the careful attention to involving all stakeholders in the design process.

Moving forward, organizational restructuring, staffing change and redeployment, as well as managerial and professional skills development will all be important.  Central MEF Units will need to forgo their current role as gatekeepers and transaction processors.  Instead, they will need to see themselves as being responsible for the creation and monitoring of the enabling PFM environment within which executing agencies will plan and execute the budget.
All these will require changes in mentality, attitude and behaviour. In addition, substantive improvements in remuneration and sound leadership and management will be needed to strengthen the motivation of involved government employees and to secure the integrity of the system.  

Such changes are not, of course, necessarily easy and inevitably will be resisted by those who benefit from the softness of the existing PFM and Procurement Systems, and from fraud and corruption.  It is therefore critical that Ministers and key senior leaders in MEF, MoP, National Treasury and Executing Agencies clearly signal to all staff that maintenance of the existing operational approach is simply not an option.  In this regard, we are all most grateful to Samdech Prime Minister Hun Sen for presiding over this launch and for your strong leadership of the PFM reform program.  Your presence sends a strong signal that the Government and its senior leaders are very committed to continued PFM reforms.
On their part, Development Partners stand ready to support the second stage of the reform program and we will continue to align and harmonize our efforts around the Government-owned reform program.

The current financial crises serves to remind all of us that external events present a constant challenge to securing policy goals.  Building strong internal PFM arrangements will provide an effective way of mitigating the impact of the crises on the economy and on the lives of the most vulnerable in Cambodia. 

Samdech Prime Minister, Your Excellency, Deputy Prime Minister Keat Chhon, Your Excellency, Dr. Moniroth, Excellencies, Ladies and Gentlemen, with these thoughts I would like once again, on behalf of the Development Partners, to commend the Government on the achievements of the first stage and on the launch of the second stage of the Public Financial Management Reform Program.  Development Partners encourage the Government to provide all the necessary support to secure effective implementation.  We wish the program every success and look forward to providing continued assistance for the implementation of the program and to working with all those involved in its implementation.
Thank you!
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