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Preface
A World Bank team visited Yerevan during January 25 to February 5, 2010. The mission comprised: Mr. P. Brooke 
(Consultant), Mr. J. Kristensen (Senior Public Sector Specialist and Task Team Leader), Mr. S. Eckardt (Econo-
mist), Ms. G. Gyulumyan (Economist), Ms. N. Khackatryan (Team Assistant), Mr. V. Ramachandran (Senior 
Public Sector Specialist), Mr. E. Talero (Consultant) and Mr. A. Vatyan (Senior Financial Management Specialist). 
Mr.	Balabushko	(Economist)	and	Mr.	Sulko	(Operations	Officer)	provided	input	to	text	boxes	in	the	report	sub-
sequent to the mission. The report was peer reviewed by Henri Fortin (Senior Public Sector Specialist) and Theo 
David Thomas (Senior Public Sector Specialist).

In the Ministry of Finance, the mission met with Mr. Tigran Davtyan, Minister of Finance, Mr. Pavel Safaryan, 
First Deputy Minister , Mr. Atom Janjughazyan, Deputy Minister, Chief Treasurer, Mr. Vardan Aramyan, Deputy 
Minister, Mr. Koryun Atoyan, Advisor to the Minister, Mr. Karen Brutyan, Head of Procurement Process Regula-
tion and Budget Execution Methodology Department, Mr. Hayk Ghalumyan, Head of Expenditures Financing 
Department, Mr. Armen Hayrapetyan, Head of Macro-Economic Department, Mr. Sevak Hovsepyan, Head of 
Internal Audit Department, Ms. Gayane Zargaryan, Head of Department Budget Processing & Reporting, Mr. Ar-
shalouys Margaryan, Head of Public Debt Management Department, Mr. David Hambarzumyan, Head of Budget 
Processing Management Department, Mr. Zhirayr Titizyan, Head of Operations Department and Artak Vostanyan, 
Head of Erebuni District Treasury Department. The mission also met Mr. Gagik Minasyan, Chairman of Standing 
Committee on Financial-Credit and Budgetary Affairs in Parliament, Mr. Levon Yolyan, Deputy Chairman and 
Mr. Karen Arustamyan, Head of Methodology Department, IT and International Affairs in the Chamber of Control 
and Mr. Vahe Nikoyan, Head of Finance Department in Yerevan Municipality.

The mission worked in close consultation with Mr. Aristome Varoudakis, Country Manager for Armenia and un-
der the general guidance of Mr. Asad Alam, Regional Director for the South Caucasus Country Department, Mr. 
William Dorotinski, Sector Manager, Public Sector and Institutional Reform, Europe and Central Asia Region and 
Mr. Ahmadou Moustapha Ndiaye, Sector Manager, Financial Management, Europe and Central Asia Region. The 
report was cleared by Mr. William Dorotinski and Mr. Ahmadou Moustapha Ndiaye.  

The	mission	will	like	to	thank	all	the	officials	from	the	government	of	Armenia,	particularly	the	Ministry	of	Fi-
nance for their time, hospitality and availability to discuss all the issues in a frank and open manner.
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Summary 
The objective of this paper is to provide practical recommendations for improving the effectiveness of the public 

financial	management	system.	Previous	versions	of	this	report	provided	inputs	to	the	Armenian	Strategy	
for Reforming the Public Financial Management System. In addition, the purpose is to inform a possible 
multi-donor facility to support the implementation of the strategy. 

Key	findings	and	recommendations	are	summarized	below.	

Budget formulation 
Major	achievements	have	been	made	during	a	first	reform	phase	particularly	in	regard	to	the	planning	processes	

and macro management. Efforts have been made to prepare for using program based budgeting as a basis 
for appropriations. 

The report recommends the following steps for the next stage of reforms: 
•	 On	the	medium	term	fiscal	framework:	Further	strengthen	forecasting	and	consider	initiating	a	fiscal	risk	

assessment.
•	 On	the	medium	term	expenditure	framework:	Consistently	apply	baseline	presentation	across	all	func-

tions.
•	 On	program	budgeting:	Reassess	the	time	line	for	using	the	program	format	for	appropriation.
•	 Initiate	work	on	improving	investment	assessment	and	management.

Budget execution
Armenia has a well functioning but non-comprehensive treasury single account, stringent cash planning and man-
agement and well developed payment processing etc. Challenges in budget execution pertain to lack of a cohesive 
internal control framework and antiquated internal auditing. Major risks are associated with the exclusion of non-
commercial organization from the whole-of-government budget and budget execution systems and processes. 

The report recommends the following steps for the next stage of reforms: 
•	 On	preparation	for	program	budgeting:	Include	program	and	activity	classification	in	the	chart	of	ac-

counts	and	develop	posting	and	reporting	rules	for	this	new	classification.
•	 On	Accounting	reform:	Address	well	know	weaknesses	of	the	current	cash	base	accounting	and	report-

ing, initiate preparatory activities for strengthening of public sector accounting.
•	 On	 reporting:	 Include	non-commercial	 organizations	 in	whole-of-government	 budget	 execution	pro-

cesses. Enable line ministries to submit quarterly statements electronically. 
•	 On	public	internal	financial	control:	Establish	the	appropriate	regulatory	framework	and	an	internal	au-

dit charter, organizationally ensure the functional  independence of the Head of the Internal Audit unit 
and phase in internal auditing over a period of years starting in two to three agencies. Ensure that internal 
auditors	in	these	two	to	three	agencies	are	identified	and	trained.	

Cross cutting challenges
Key challenges pertain to stronger integration of functional processes within the Ministry of Finance, integration 
and	enhanced	capability	of	ICT	systems	and	capacity,	professionalization	and	motivation	of	financial	management	
staff across the cycle and across Government institutions.

The report recommends the following steps for the next stage of reforms: 
•	 On	an	integrated	financial	management	information	system:	Carefully	access	existing	cost	estimates,	

develop an ICT strategy for the Ministry of Finance and decide whether a standardized commercial-off-
the-shelf or a bespoke “home made” approach to implementing the system represent the best balance 
between	costs,	risks	and	benefits.	Then,	plan,	procure	or	hire	and	implement	a	new	system	as	also	rec-
ommended by the IMF, SIGMA and consultants hired by the Armenian Government. 

•	 Capacity,	organization	and	motivation:	Continue	to	expand	skill	building	across	all	functional	areas	of	
the	financial	management	system	and	develop	a	training	program	for	non-financial	managers.		
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Reform scenarios
 Substantial activities have been undertaken in preparation of the next phase of reform including in the areas 

of	program	based	budgeting,	a	government	financial	management	information	system,	debt	management,	
internal control, accounting and procurement, etc. In addition, preliminary efforts have been initiated to 
bring	the	parts	together	in	a	comprehensive	public	financial	management	reform	strategy.	However,	plan-
ning of the next phase has largely been undertaken without regard for the potential costs. 

	 The	report	recommends	that	the	strategy	for	public	financial	management	reform	in	Armenia	be	costed	and	
scaled to available funding. The report suggests different reform scenarios adjusted to funding availability: 

•	 Scenario	1:	Comprehensive	ICT	enables	business	process	re-engineering.	This	scenario	would	imple-
ment the recommendations of this report.  It is estimated that completion would take 5-6 years with the 
overall timing and critical path determined very much by the pace of implementing the full government 
financial	management	information	system.

•	 Scenario	2:	Intermediate	ICT	enabled	business	process	re-engineering.	This	solution	implies	re-engi-
neering of business processes as recommended in this report but supporting these processes though a 
much	more	limited	and	interim	financial	management	system.	

•	 Scenario	3:	Deepening	select	reform	activities.	This	scenario	implies	continuing	the	existing	reform	ap-
proach of optimizing business processes within each functional area and supporting these reforms with 
limited “ad-on” ICT systems modules. 

The main cost driver is ICT support. Scenario one would be the most resource intensive and scenario three the lest 
resource	intensive.	The	benefits	accruing	from	each	scenario	vary	correspondingly.	
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1. Introduction
Development challenges and the PFM Reform Agenda 
1. Armenia has developed very fast over the past several years. Its GDP grew on average by 11 percent 

per year between 2000 and 2008, and average income advanced from less than US$500 in 1994 to close to 
US$3,700 in 2008 before the country felt the full force of the global crisis. At the same time, overall poverty 
rates	dropped	significantly	from	over	50	percent	of	the	population	in	the	1990s	to	less	than	25	percent	in	
2008.	Macro	fiscal	management	prior	to	the	crisis	was	prudent	and	stable.	

2.	 Armenia	was	relatively	hard	hit	by	the	global	financial	crisis	in	2009	with	a	GDP	contraction	of	14.4	%	
in	2009	but	with	an	expected	re-bound	to	3-5%	growth	in	2010.	Armenia entered the crisis with a debt to 
GDP ratio of around 15 % and nearly a balanced budget. In 2010, the public debt to GDP ratio is expected to 
reach	45	%	and	the	projected	budget	deficit	is	about	5%	of	GDP	–	down	from	around	8%	in	2009.	

Figure 1. Public SPending, 2004-2009

1000
900
800
700
600
500
400
300
200
100

0

35.0

30.0

25.0

20.0

15.0

10.0

5.0

0.0
2004 2005 2006 2007 2008 2009

Public Spending, bln. AMD Public Spending, as % of GDP

Figure 2. Public external debt, 2004-2009
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Figure 3. gdP and inFlation, 2004-2009

20.0

15.0

10.0

5.0

0.0

-5.0

-10.0

-15.0

-20.0

2004 2005 2006 2007 2008 2009

GDP growt, % CPI, period average, %

Figure 4. Poverty rate, 1996-2008
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Sources: Figure 1 and 2: Ministry of Finance of Armenia, Budget Execution Reports. Figure 3 and 4: National Statistical 
Service of Armenia

3.	 Key	development	challenges	identified	by	the	Armenian	Government	and	approved	in	the	long	term	
policy document (in the Poverty Reduction Strategy Paper and later in the Sustainable Development 
Program) include continued reduction of poverty (including reducing regional disparities), enhanc-
ing human development (including through better healthcare and education), modernizing the public 
sector (including by reducing corruption and waste) and ensuring growth (through a more friendly 
and fair business environment and improved infrastructure). Correspondingly, public spending in-
creased by more than 20 percent annually from 2004 to 2008. However, public spending as a share of total 
economic activity (measured as a share of GDP) increased only by about 1 percentage point on average 
in the same period. To deliver on Armenians development goals, demands for public spending is likely to 
increase further in the years to come in an environment that is likely to be resource constrained. In addition 
to the need to reform the public provision healthcare services, introducing pension reform and improving 
financing	mechanisms	for	education	sector	financing,	 the	recent	economic	crisis	exacerbated	further	the	
strained	fiscal	space	with	its	socio-economic	and	poverty	implications.		

4.	 Sound	public	financial	management	system	is	the	key	to	achievement	Armenia’s	development	objectives.	
As the role of the public sector in education, health and infrastructure increases, so does the importance of sound 
allocation	of	budgetary	resources,	efficient	spending	and	continued	prudent	management	of	the	overall	resource	
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envelope. In addition, assurances against wasteful allocations and inappropriate use of public resources in the 
budget execution process increases in importance as the public share of the economy grows. With increasing 
debt	levels	and	a	challenging	global	environment,	the	ability	to	maintain	sound	macro	fiscal	policies,	including	
managing the overall spending level, will be an important factor in creating an enabling business environment 
and thus ensuring economic growth. Debt management, previously of mostly theoretical interest in Armenia, 
has	increased	in	real	economic	importance.	Making	the	public	sector	more	efficient	and	less	corrupt	is	one	of	
the key priorities for the Armenian Government. Sound policy-based allocation in the budget process, including 
professional public investment management, is a key tool to translating policy goals into poverty reduction and 
growth. Proper budget execution including internal and external controls as well as incentives for budget users to 
make the best use of scares resources, are important tool in combating corruption and creating a public sector that 
delivers	value	to	citizens.	While	the	current	public	financial	management	systems	by	most	accounts	are	“good	
enough” as documents in the recent PEFA self-assessment, they will not enable Armenia to deliver on the next 
generation	of	policy	and	public	sector	reform	agenda.	Improved	public	financial	management	is	the	necessary	
infrastructure for taking Armenia to its desired level of development. 

The current state of financial management in Armenia
5.	 Armenia	successfully	undertook	a	number	of	reforms	of	its	financial	management	systems	5-10	years	

ago	and	has	 subsequently	 refined	 the	 implementation	of	 these	 initiatives. Consequently, the public 
financial	management	system	in	Armenia	is	currently	functioning	reasonably	well	as	documented	in	a	num-
ber of reviews including the 2008 Public Financial Management Performance Measurement (PEFA) self 
assessment undertaken by the Armenian Ministry of Finance. 

box 1. Summary oF the PeFa SelF-aSSeSSment FindingS

Budget credibility
The budget is realistic and is largely executed as planned. 

Comprehensiveness and Transparency
Budget comprehensiveness has improved after inclusion of receipts and outlays of extrabudgetary accounts. The budget 
classification used in the Republic since 2000 conforms to the Government Finance Statistics (GFS) classification. Infor-
mation on budget policies and macroeconomic forecasts is publicly available. Transfers to local governments are made 
according to procedures established in legal acts which are accessible for local governments. However, there are some 
problems with the oversight of overall fiscal risk from other public sector entities (state and community noncommercial 
organizations and companies).

Policy-Based Budgeting
Policies are reflected in long-term strategies and medium-term expenditure frameworks (MTEFs). Budget proposal prepara-
tion has a clear institutional basis and is carried out in accordance with legislative requirements. The current process of 
introducing program budgeting has promising prospects. Program budgeting itself would be enhanced by making sector 
strategies more complete and comprehensive.

Predictability and Control in Budget Execution
Taxpayer liabilities are largely comprehensive and clear, and the discretionary powers of the tax authorities are limited. 
The system for tax appeals by taxpayers is not based on independent administrative structures. Activities are underway 
to introduce risk-based audit plans. Reliable systems are in place for recording and managing cash balances, debt and 
guarantees, and predictability in the availability of funds for commitment of expenditures and organizing procurement.

Accounting, Recording, and Reporting
Reconciliation and accounting of budget accounts and reporting are under control and regulated. Daily reconciliation of 
the single Treasury account with the corresponding account in the central Treasury is performed at aggregate and detailed 
levels, as is also done for extrabudgetary accounts.

External Scrutiny and Audit
i) Reports from the Chamber of Control are submitted to the legislature. Audits comprise predominantly transaction-level 
testing. The Chamber of Control is not authorized to issue recommendations on the annual state budget execution report. 
ii) Data presentation in reports follows classifications that conform to the budget. The reports are presented quarterly 
in a consistent format and are issued within 45 days of the end of period. There are some concerns over the accuracy 
of data for funds outside the Treasury system. However, overall, data issues do not significantly affect the accuracy of 
the statement.iii) A consolidated Government statement is prepared annually. Information on revenue, expenditure, and 
bank account balances may not always be complete, but the omissions are not significant. The consolidated statement is 
submitted for external audit within five months of the end of the fiscal year.

Source: Edited excerpts from: The Republic of Armenia, Public Financial Management Performance Measurement Report, 2008
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6. However, the Authorities recognize the potential improvements within each functional area and de-
tailed	implementation	plans,	pilots	and	specifications	for	systems	development	have	been	made	in	
the areas of budget formulation, treasury operations, reporting, procurement and internal control. 
In addition the Government has initiated the development of a comprehensive reform strategy to further 
strengthen	its	public	financial	management	system.	The	strategy	is	intended	to	form	the	basis	for	stronger	
coordination and prioritization of various reform elements to ensure proper sequencing and coherence in 
changes	across	the	financial	management	cycle.	It	is	also	intended	to	inform	donors	about	the	Government’s	
reform	priorities	and	to	mobilize	financial	resources,	including	identification	of	investment	needs	that	could	
be	financed	under	the	planned	Public	Financial	Management	investment	loan	by	the	World	Bank.	The	fi-
nalization of the strategy is anchored in the Government’s Annual Work Program for 2009 and supported 
through a prior action in the World Bank’s second Development Policy Operation for Armenia due in May, 
2010. 

Government reform objectives
7.	 The	process	for	drafting	a	Government	strategy	for	reforming	the	public	financial	management	sys-

tem	was	initiated	in	early	2009	and	a	first	draft	was	available	in	yearly	2010. Subsequent versions were 
developed	in	the	first	half	of	2010.	The	July	draft	included		i)	aims	and	a	vision	to	guide	reforms	in	general	
and for each functional area in the budget process, ii) targets for reform area, iii) a section on sequencing 
of	reforms,	iv)	a	detailing	of	priorities	for	the	first	stage,	v)	outlines	the	organizational	set-up	for	reform	
management, and vi) an action plan. 

8. The overall aim and vision of the Governments reform strategy is expressed as follows:
“The	purpose	of	 the	reforms	 is	 to	 increase	 the	efficiency	of	public	expenditure	management	 thereby	ensuring	 im-
proved	quality	of	policies	and	delivered	services,	specifically	
•	 ensuring	fiscal	discipline	which	will	contribute	to	macroeconomic	stability	and	predictability	of	budget	system;
•	 guaranteeing	the	linkage	of	funds	with	main	policies	and	priorities	through	following	up	on	strategic	approaches;
•	 ensuring	value	for	money	and	guaranteeing	efficient,	effective	and	economic	use	of	funds;
•	 ensuring	accountability	in	public	spending.		

The core vision of the reforms is: “Centralized regulation - decentralized management”. To accomplish this, public 
finance	management	system	reforms	should	facilitate	the	establishment	of	a	management	culture	which,	
•	 on	the	one	hand	ensures	centralized	(harmonized)	regulation	of	PFM-related	procedures	and	on	the	other	hand;	
•	 grants	powers	to	managers	at	all	levels	(decentralization),	and	they	have	obligation	and	accountability	for	optimal	

use of resources (managerial accountability and responsibility). 

The aim of PFM reforms shall be ensuring a PFM system acting in accordance with the following principles in all 
levels of governance:
•	 managerial	accountability	and	responsibility;
•	 availability	of	control;
•	 ongoing	improvement	of	services	delivered1”. 

9. The notion of “centralized regulation/decentralized management” conveys an intention to clearly 
assign	responsibility	for	using	resources	to	achieve	specified	results	to	managers	at	different	levels	
within the organization, to empower them to deliver those results effectively, but to do so within a 
strong	framework	of	control	defined	and	regulated	by	the	centre	through	which	managers	will	be	
held accountable. 

10.	 Based	on	previous	discussions	between	the	Government	and	the	Bank,	the	stages	around	which	indi-
vidual actions are sequenced in the revised strategy are as  follows:

•	 Stage	1	Complete	work	on	basic	systems	and	controls	while	beginning	to	build	foundations	for	result	
oriented expenditure management

  Integrate and modernize transaction related business processes with improved management and 
accounting information

  Develop Program Structure linked to the Medium Term Expenditure Framework to deepen policy 
orientation of the budget

  Selectively start to devolve budget authority, but based on readiness
  Develop performance monitoring

1  Draft Government Decree on Approving the Strategy for Reforming the Public Financial Management System, 07/07/2010.
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•	 Stage	2:	Increase	managerial	accountability	for	results.
  Gradually shift control focus towards programs and results (full implementation of Program 

Based Budgeting)
  Systematically devolve budget authority

•	 Stage	3:	Increase	emphasis	on	efficiency	and	effectiveness	achieved.	
  Budget decisions informed by performance data
  Monitoring and evaluation of budget execution based on well developed output and outcome 

indicators
  Audits focused on Value for Money

11.	 In	the	first	stage,	the	focus	would	be	on	ensuring	that	a	shift	towards	greater	focus	on	management	
accountability	 can	be	managed	both	 safely	within	adequate	 controls	while	making	 those	 controls	
more supportive/less disruptive to effective resource allocation and utilization. The policy orientation 
of the budget formulation process would be further strengthened. During implementation management 
responsibilities	at	different	levels	for	the	management	of	resources	would	be	clearly	defined	and	reflected	
in	control	and	information	flow	systems.	Capacities	would	be	built	at	both	the	professional	public	financial	
management and managerial level and management information systems supportive of decision making 
developed. In this way, impediments for managers not to participate in managing the resources made avail-
able	to	them	actively	and	efficiently	are	gradually	removed	and	the	basis	for	accountability	is	established.

12.	 In	the	second	stage,	once	accountability	is	robustly	enforced,	more	managerial	flexibility	is	conveyed,	
and resources are applied more dynamically in changing circumstances. Information is widely distrib-
uted and actual results achieved in relation to money spent made transparent at a number of levels. The 
control regime would be shifted from detailed input controls to a programmatic basis based on readiness of 
budget	users	to	responsibly	and	effectively	manage	increased	flexibility. New approaches to the audit func-
tion become both more important and relevant. Capacities are further deepened and clearer improvements 
in performance should start to become more visible from results oriented budget systems. Stage 2 requires 
Stage 1 to be largely in place in order to have the strong, but streamlined business processes, information 
systems and management responsibilities implemented as a basis for the strengthened accountability and 
flexibility.	

13.	 At	the	third	stage,	the	accountability	put	in	place	in	Stage	2	is	used	as	a	platform	for	looking	more	
deeply	into	the	effectiveness	of	programmatic	resource	management,	undertaking	active	scrutiny	and	
analysis	of	expenditure	efficiency	and	effectiveness.	Decisions on budget funding would be informed by 
performance information tightly linked to government’s medium term policies. Robust monitoring and 
evaluation	processes	would	be	in	place	supported	by	transparent	and	well	defined	performance	indicators	
of	efficiency	and	effectiveness.	Assurances	of	efficiency	and	effectiveness	would	be	provided	through	value	
for money and performance based audits.

14. The following chapters of this report analyze budget formulation, budget execution and cross cutting 
issues	with	a	view	to	identifying	key	challenges. Against this background each review recommends phas-
ing in terms of inclusion in each of the three stages. The analysis and recommendations are based on 
the	assumption	that	there	are	important	dependencies	and	linkages	of	changes	to	the	budget	process	
with progress in other areas of the public	financial	management systems, namely the budget execution 
process and the system of internal control.

Objective and approach of the report
15. The objective of this paper is to provide practical recommendations for improving the effectiveness of 

the	public	financial	management	system	as	inputs	to	the	envisaged	Armenian	PFM	reform	strategy. 
The	paper	aims	at	providing	a	comprehensive	analysis	of	most	of	the	key	elements	of	the	financial	man-
agement system thus supplementing existing analyses undertaken for each function in isolation. By doing 
so,	the	paper	aims	at	contributing	to	the	reaching	of	consensus	among	key	stakeholders	to	public	financial	
management	and	the	financial	management	reform	process	in	Armenia	including	within	the	Ministry	of	
Finance,	line	ministries,	elected	officials,	control	agencies,	the	interested	public	and	international	partners.	
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16.	 The	paper	takes	reform	objectives	for	functional	areas	of	the	financial	management	system	stated	in	
draft	versions	of	the	public	financial	management	reform	strategy	as	a	point	of	departure. Taking the 
stated aims as a point of departure, the analysis examines the implications of the aims and their implementa-
tion	and	identifies	gaps	and	steps	to	be	taken.

17. The analysis and recommendations cover the following issues: i)Budget formulation, including Macro- 
Fiscal	Framework,	Medium	Term	Expenditure	Framework	and	program	budgeting;	ii)	Budget	execution,	
including treasury modernization, management information systems, accounting policy, reporting, and cash 
management, iii) Reform coordination and sequencing and iv) Capacity and ICT support issues. The areas 
of debt management, external control, parliamentary involvement in budget formulation and supervision of 
execution, procurement and corporate accounting are not included in the scope of the report. This is due to 
resource and time constraints. 

18. Recommendations are categorized according to whether they are proposed to be included in stage 1, 
2 or 3.  The activities indicated as stage one activities can proceed in parallel provided they are coordinated 
in content and implementation. The key constraining and dependent activity is that of the introduction of a 
Government Financial Management Information System. It is assumed in this report that a decision will be 
taken to implement such a system. If a decision is taken not to implement such a system, recommendations 
would change.  

19. The report is structured as follows: Chapter two provides a review of budget formulation processes. 
Chapter 3assesses budget execution. Chapter 4 looks at capacity, organization and motivation and ICT sup-
port issues. Chapter 5 looks at reform scenarios, management and funding.
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2. Budget formulation

2.1 Government objectives

20.	 Armenia	has	made	progress	 in	 improving	 its	budget	process.	Most	notably,	 the	 introduction	of	a	
Medium	Term	Expenditure	Framework	in	the	annual	budget	process	through	the	amendment	to	the	
Budget	System	law	in	2003	has	established	an	institutional	basis	for	reinforcing	the	policy	focus	of	the	
budget process. Moreover, the Medium Term Expenditure Framework	priorities	are	informed	by	the	
Government long term strategic plan, the Poverty Reduction Strategy Paper. This has strengthened 
top down budgeting, and broad allocations are increasingly aligned to expressed policy priorities. 

21.	 The	Government	has	recognized	that	the	main	challenge	now	pertains	to	linking	the	aggregate	allo-
cation process more closely to both the detailed budgeting process, which remains largely driven by 
input based line items and to the execution stage of the expenditure cycle. The public	financial	man-
agement strategy outlines a number of important priorities and initiatives the Government intends to 
undertake	in	this	regard	(see	Box2	below).	

box 2. government targetS in the areaS oF ForecaSting main macro economic and budgetary indicatorS 
and Strategic Planning, medium-term exPenditure FrameworkS and the national budge

Target related to main indicators: 
“Macroeconomic projections as precise as possible, as well as enhancing the horizon of projections, which should be based on the 
ideology of fiscal discipline and which will not endanger macroeconomic stability.”

Target related to strategic planning, Medium term expenditure frameworks and the state budget
“To ensure the existence of the advanced form of budget planning (Program budgeting) that is accompanied by the setting of measur-
able objectives (which may be based upon ‘outputs’) and performance requirements for budget programs that will be directly linked to 
the main policies and priorities.”. 

Source: Draft Government Decree on Approving the Strategy for Reforming the Public Financial Management System. July 
2010. 

2.2 Analysis of Present Situation 

2.2.1	The	Legal	Framework

22.	 The	basic	legal	framework	regulating	the	budget	process	has	been	in	place	for	more	than	a	decade.	
The	constitution	defines	the	separation	of	powers	and	enshrines	the	right	of	national	assembly	to	ap-
prove the annual budget law while the law on the rules and procedures of the National Assembly speci-
fies	the	framework	for	the	legislative	deliberation	of	the	annual	budget	law	and	its	adoption.	The Budget 
System	Law,	which	was	first	enacted	in	1997,	serves	as	the	organic	budget	law	and	broadly	describes	
the budget preparation process and responsibilities of the various players involved. There have been 
numerous	amendments	to	the	budget	system	law	since	in	its	enactment	to	reflect	ongoing	reforms	
to budget process. The most important was the inclusion in 2003 of	provisions	to	make	the	Medium	
Term	Expenditure	Framework	a	mandatory	component	of	the	annual	budget	process.	In	addition,	
the	debt	management	law	which	was	adopted	in	2008	contains	elements	of	a	fiscal	responsibility	law	
and	as	such	affects	fiscal	policy	and	budgetary	management.	

23. Armenia has a well structured budget process. The budget process is divided into two stages: i) 
preparation of the Medium Term Expenditure Framework,	 containing	 the	macro-fiscal	 framework,	
aggregate	resource	envelop	and	key	fiscal	policy	priorities	and	ii)	the	detailed	budget	preparation	
process. While the budget system law itself does not provide for a detailed budget calendar it requires 
annual issuance of a Prime Minister Decree on the Commencement of the budget preparation process 
which contains a detailed timetable. The budget process typically begins about 9 months before the 
new	fiscal	year	begins	and	includes	repeated	interactions	between	the	Ministry of Finance, line min-
istries, and the parliament culminating in the adoption of the annual budget law in December of the 
presiding year (Table 1). The strength of the current budget process is also indicated by the relevant 
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PEFA indicator (PI1) where Armenia received the highest possible score (A). 

table 1. budget Formulation ProceSS 
Steps Period Description

1. Preparation of the Macro-Fiscal 
Framework 

January
The overall macro fiscal framework and fiscal priorities are prepared by Min-
istry of Finance

2. Preparation and circulation of Me-
dium Term Expenditure Framework 
instructions

January Preparation of top down functional allocations 

3. Preparation of Sectoral Medium 
Term Expenditure Framework

April-June1 The sectoral Medium Term Expenditure Frameworks are prepared by ministries 
and state agencies with guidance from Ministry of Finance

4. Adoption of Medium Term Expen-
diture Framework

June 201 The Medium Term Expenditure Framework is adopted by Cabinet decision and 
submitted to the National Assembly for information purposes only.

5. Publication of Medium Term Ex-
penditure Framework

July 11

6. Issuance of Budget Circular by 
Ministry of Finance

July-August1 The budget circular includes instructions for the preparation of detailed bud-
get proposals and budget ceilings.

7. Appraisal of budget submissions, 
Consolidation and Cabinet approv-
al

October- 
November

The budget department appraises the submissions followed by hearings of the 
Budget Committee with the ministries. The Ministry of Finance consolidates 
the budget document. The Cabinet in consultation with the Budget Committee 
approves it, including the final budget ceilings.

8. Deliberation in Parliament December
The Parliamentary budget commission and then plenary session deliberate, 
amend and enact the executive budget proposal

9. Enactment December The Assembly deliberates and approves the budget.

Note: 1) These dates are specified by Law. Other dates are specified annually in the Prime Minister Decree on the Com-
mencement of the budget preparation process typically issued in the 1st quarter of the presiding fiscal year.

2.2.2	The	Medium	Term	Expenditure	Framework	

24.	 The	annual	budget	process	 in	Armenia	 is	 integrated	 in	a	Medium	Term	Expenditure	Framework	
which serves as the strategic phase in the budget allocation process. Armenia initiated Medium Term 
Expenditure	Framework	reforms	in	the	late	1990s	and	the	first	formal	framework	was	prepared	in	2002.	At	
first,	the	framework	was	introduced	in	parallel	to	the	annual	budget	but	then	since	the	amendment	of	the	
budget system law in 2003, as an integral part of the annual budget process. The primary purpose of the 
Medium	Term	Expenditure	Framework	is	to	outline	the	macroeconomic	framework,	and	core	fiscal	policies	
and priorities which are informed by the country’s Poverty Reduction Strategy Paper. The Medium Term 
Expenditure Framework establishes priorities and expenditure envelopes, and forward estimates of expen-
ditures on a functional basis projecting the impact of current expenditure decisions over a three year period. 
The Medium Term Expenditure Framework can be divided into two main parts:

•	 Macro-Fiscal	Framework	which	is	aimed	at	maintaining	fiscal	discipline.	The	Macro-Fiscal	Framework	
provides	clarity	about	the	overall	resource	envelop	consistent	with	fiscal	policy	objectives,	e.g.	economic	
growth,	debt	sustainability,	countercyclical	fiscal	policy,	intergenerational	equity	that	is	available	for	bud-
getary allocations

•	 Medium	Term	Expenditure	Framework	which	aims	to	support	strategic	expenditure	allocation.	The	Me-
dium Term Expenditure Framework is prepared on a functional basis outlining sector strategies, objectives 
and indicative funding requirements. 

Macro-Fiscal Framework

25.	 Armenia	has	built	institutional	foundations	for	macro-fiscal	discipline,	putting	it	in	a	good	position	
to manage the recent crisis.	During	the	years	of	strong	economic	growth	consistently	low	deficit	levels	
helped	consolidate	public	finances	and	achieve	a	substantial	reduction	of	public	debt.	Consequently,	Arme-
nia entered the crisis with low level of public debt, about 16 percent of GDP in 2008, providing scope for 
fiscal	expansion	to	help	cushion	the	economic	downturn	caused	by	the	global	economic	crisis.	However,	
going	forward	significant	fiscal	adjustment	will	be	needed	to	help	preserve	investor	confidence	and	restore	
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access to international capital markets ahead of the large repayment obligations due in 2012. This will put 
renewed	pressure	on	the	institutional	framework	for	macro-fiscal	management	and	policy.	

26.	 The	main	underlying	macroeconomic	assumptions,	including	real	economic	growth,	inflation,	inter-
est and exchange rates are clearly presented and discussed in the Medium Term Expenditure Frame-
work	document.	The	macro-fiscal	framework	is	build	on	forecasts	of	state	revenues	and	a	deficit	target	and	
thereby establishes the overall resource envelop available for budgetary expenditures. Ministry of Finance 
currently	uses	the	IMF	financial	programming	framework	to	produce	a	consistent	set	of	forecasts	of	the	
key	macro-economic	variables,	including	the	fiscal	aggregates	(revenue,	expenditure	and	deficit).	Revenues	
are projected from GDP estimates and the result is compared to projections of individual tax and nontax 
revenues with inputs from the state revenue agency. There are plans to introduce more sophisticated model-
ing techniques, namely a dynamic General Equilibrium model of the Armenian economy, but these are not 
yet	operational.	The	final	responsibility	for	all	technical	assumptions	to	be	used	in	preparing	the	Medium	
Term Expenditure Framework and the annual budget rests with the Ministry of Finance with input from 
the	Central	Bank.	Within	the	Ministry	of	Finance	the	first	estimates	are	prepared	by	the	Macro	Economic	
Policy Unit which subsequently revised by the Budget Department which runs it own revenue estimation 
model. The framework is typically calibrated against IMF and World Bank benchmarks.

27. Estimates were usually conservative prior to the onset of the crisis, but downward revisions were 
warranted in the current economic environment. Previous Medium Term Expenditure Frameworks 
were	based	on	conservative	estimates	of	revenue	and	expenditure	aggregates	(see	figure	1). The conserva-
tive bias of past estimates was due primarily due underestimation of GDP growth during the economic 
boom period. There are no automatic corrections/safety margins built into the modeling framework. Indeed 
as	the	economy	moved	into	recession,	downward	revisions	to	macro-fiscal	framework,	namely	the	GDP	
growth estimate were warranted. In view of the uncertainties in the macro-economic outlook, the Govern-
ment	decided	to	suspend	the	Medium	Term	Expenditure	Framework	process	for	the	fiscal	year	2009	budget.	
However,	for	fiscal	year	2010	the	regular	practice	is	being	resumed.

Figure 5. comParing aggregate exPenditure eStimateS 
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28.	 Institutionally,	the	macro-fiscal	framework	is	anchored	by	a	set	of	fiscal	rules	intended	to	create	a	
binding	commitment	to	macro-fiscal	discipline	and	sustainability,	but	the	rules	were	too	rigid	to	ac-
commodate	the	counter-cyclical	fiscal	policy	response	to	the	crisis. Both the budget system law and the 
recently	passed	debt	management	law	specify	a	number	of	fiscal	rules.	The	Budget	Law	sets	a	5	percent	
ceiling	on	the	permissible	annual	budget	deficit.	The	debt	management	law,	passed	in	2008,	establishes	an	
overall constraint on public debt at 60 percent of GDP and additional limitation on the annual budget bal-
ance	when	debt	is	above	50	percent	of	GDP.	As	adherence	to	the	deficit	rule	would	have	reinforced	a	pro-
cyclical	fiscal	policy,	the	Government	chose	to	ease	its	fiscal	stance	despite	the	large	drop	in	tax	revenues.	
As	a	result,	the	fiscal	deficit	widened	to	7.5	percent	of	GDP	in	2009	(explicitly	exceeding	the	deficit	limit	
set	in	the	budget	system	law),	financed	through	external	sources.	
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29.	 Some	aspects	of	the	current	macro-fiscal	analysis	and	forecasting	could	be	improved.	The Medium 
Term Fiscal Framework could do more than present the aggregate resource envelope for overall govern-
ment	expenditure.	 It	could	also	place	 the	fiscal	stance	 in	a	 framework	 that	 is	 linked	 to	a	broader	set	of	
macro-economic policy objectives, including growth, preserving macro-stability and external balance. This 
would	pertain	to	a	more	in-depth	analysis	of	fiscal	policy	issues	in	the	context	of	its	effect	on	aggregate	
demand	and	supply,	as	a	basis	for	providing	advice	on	the	design	of	fiscal	policy.	The	recent	crisis	has	once	
again	brought	countercyclical	macro-fiscal	policy	and	stabilization	to	the	centre	stage,	in	particular	since	
effectiveness of monetary policy is limited due the pegged exchange rate.

30.	 In	addition,	the	Medium	Term	Fiscal	Framework	could	further	expand	on	the	analysis	of	fiscal	risks.	
While	the	current	document	contains	a	chapter	on	fiscal	risks	this	does	not	appear	to	be	based	on	a	rigorous	
analysis. For example, the current volatility of the macro-environment would make erroneous assumptions 
a	major	source	of	fiscal	risk	but	no	analysis	of	the	sensitivity	of	the	projections	to	changes	in	macroeco-
nomic variables is being presented. The Ministry of Finance is aware of these shortcomings and is taking 
steps to improve the situation. As part of the draft strategy, it is planned to present a sensitivity analysis for 
macroeconomic indicators and their implications for budget policy. 

box 3. new Zealand’S aPProach to FiScal riSk diScloSure and management

A series of reforms has forged New Zealand’s approach to fiscal risk disclosure and management. The public financial 
management reforms of the 1980s created a legal framework assigning accountability for the different dimensions of fis-
cal risk disclosure and management. With the introduction of accrual accounting in the Public Finance Act (PFA) of 1989 
and the adoption in 1993 of Generally Accepted Accounting Practice (GAAP) for budgeting and reporting, the coverage 
of fiscal statistics was broadened to include all assets and liabilities, including contingent liabilities. The emphasis on 
transparency in the conduct of government affairs culminated with the introduction of the Fiscal Responsibility Act (FRA) 
of 1994 and its subsequent incorporation (with some extensions) in the PFA. These acts require the government to reduce 
the debt to prudent levels by running operating surpluses, and then maintain the debt at prudent levels; pursue policies 
that are consistent with a reasonable degree of predictability about the level and stability of tax rates for future years; 
and prudently manage the fiscal risks facing the state.

Key features of New Zealand’s fiscal risk disclosure and management framework include:

•	 official	macroeconomic	forecasts	underlying	the	budget	are	reviewed	before	finalization	by	an	external	panel	of	
experts and full alternative macroeconomic scenarios are included in the budget documents;

•	 the	budget	includes	a	full	set	of	independent	tax	forecasts	by	the	Inland	Revenue	Department	(IRD),	with	a	
discussion of the reasons for any differences between the IRD and official (treasury) forecasts;

•	 fiscal	forecasts	in	the	annual	budget	include	indicative	amounts	for	new	operating	and	capital	initiatives	in	the	
second and third years, linked to the specific fiscal risks disclosed in the budget;

•	 within-year	spending	pressures	are	accommodated	by	(i)	sectoral/departmental	contingency	appropriations	(to	
meet likely and known cost pressures whose amounts are still subject to uncertainty at the time the budget is 
being finalized), or (ii) a general contingency (of NZ$200 million, equivalent to 0.4 percent of expenditures, 
in the last few years) that is not appropriated at the time of the budget and functions more as a monitoring 
mechanism than a firm cap (the Treasury prepares monthly progress reports on decisions against this sum, and 
required funds are then appropriated in the May supplementary estimates);

•	 contingent	liabilities	are	managed	by	the	relevant	department	and	monitored	by	the	treasury;	policy	initiatives	
that involve contingent liabilities are subject to scrutiny;

•	 the	treasury	operates	a	centralized	system	for	monitoring	and	reporting	on	fiscal	risks,	called	“Inspect	a	Risk,”	
which gathers information from discussions with departments and Crown entities, the register of contingent li-
abilities maintained by departments, and minutes of meetings of cabinet and cabinet committees; “Inspect a 
Risk” is then used by the fiscal reporting division of the treasury to generate the Statement of Specific Risks;

•	 the	government	has	established	financial	asset	portfolios	to	match	the	risk	characteristics	of	specific	liabilities.	
One example is a fund managed by the earthquake commission;

•	 State	owned	enterprises	report	directly	to	shareholding	ministers	each	quarter,	and	the	performance	of	each	of	
them is monitored by the treasury, which provides ministers with a quarterly report on performance. State owned 
enterprises borrow without government guarantee (with one, historical, exception);

•	 the	debt	management	office,	a	unit	within	the	treasury,	has	responsibility	for	aggregating	information	on	assets	
and liabilities across the government, and for managing risks to the government’s overall balance sheet

Source: IMF, Fiscal Risks - Sources, Disclosure, and Management, 2009
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Medium Term Expenditure Framework

31.	 The	Armenian	Medium	Term	Expenditure	Framework	is	an	impressive	document	and	the	underly-
ing policy process is well institutionalized. While the Ministry of Finance provides extensive technical 
input, the Medium Term Expenditure Framework process is anchored at the highest political level. Ag-
gregate allocations are decided by the Medium Term Expenditure Framework Steering Committee which 
is chaired by the Prime Minister and attended by Ministers from key ministries. This is aimed at ensuring 
that the Medium Term Expenditure Framework becomes more than a paper exercise but a genuine decision 
making	process	that	addresses	key	allocative	trade	offs.	Again	the	quality	of	the	MTEF	process	is	confirmed	
by the related PEFA indicator (PI12) for which Armenia received a B 

32. Once the aggregate resource envelope is established, more detailed forward estimates are prepared 
at the functional level. These allocations, that are prepared by the Ministry of Finance Expenditure Policy 
Department, are at least broadly driven by the spending targets set in the Poverty Reduction Strategy Paper 
(see Box 4 below). These allocations are authorized by the Medium Term Expenditure Framework steering 
committee which is chaired by the Prime Minister. Once decided the sectoral ceiling provide the basis for 
preparation of strategic plans by the line ministries. 

box 4. linking the Poverty reduction Strategy PaPer, medium term exPenditure Framework and  
budget Proc
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Armenia’s first Poverty Reduction Strategy Paper was adopted in 2003 around the same time the Medium Term Expendi-
ture Framework process was formally introduced into the annual budget process. The Poverty Reduction Strategy Paper 
articulated the long term strategic priorities of the Government, while the Medium Term Expenditure Framework process 
established a strategic stage in the budget process thereby providing an entry point for these priorities to guide resource 
allocations. Unlike other Poverty Reduction Strategy Papers the Armenian Poverty Reduction Strategy Paper is anchored 
in the reality of resource constraints. The Poverty Reduction Strategy Paper has a robust chapter on Macro-Economic 
Policy and is based on medium projections of the available fiscal envelop. It also provides notional allocations based on 
a functional classification, easing the linkages with actual budgetary policy. Recent experience shows that while overall 
expenditure to GDP ratio remained below the planned levels (due to underperformance in revenue collection), expenditure 
prioritization within the expenditure envelop available during the annual budget process has been broadly consistent with 
the notional allocations in Poverty Reduction Strategy Paper. The Poverty Reduction Strategy Paper is being updated on 
an annual basis in the form of the sustainable development plan.

A recent institutional change moved the responsibility for the Sustainable Development Plan to the Ministry of Economy. 
With the planning function located outside the Ministry of Finance, it is important that alignment of the sequencing of 
the planning and budgeting processes is maintained. In this context, it is also worth noting that the most recent install-
ment of the sustainable development plan has not been finalized to inform the 2010-2013 Medium Term Expenditure 
Framework.

Source: Ministry of Finance and World Bank staff estimates.
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Assessment 

33.	 The	Medium	Term	Expenditure	Framework	provides	expenditure	information	at	an	aggregate	level	
allowing	decision	making	to	focus	on	broad	intersectoral	trade	offs	in	expenditure	prioritization.	The 
Medium Term Expenditure Framework is structured around functional areas with each functional chapter 
providing further breaks down of spending into sub-functions. For some functions, further breakdowns 
into	capital	and	recurrent	expenditures	is	given.	These	figures	are	provided	for	the	previous	fiscal	year,	the	
current	fiscal	year	and	three	out-years.	The	level	of	aggregation	is	appropriate	for	the	strategic	phase	of	the	
budget process as it allows decision makers to focus on broad inter-sectoral trade-offs in expenditure pri-
oritization. Most major sectors, both in terms of budgetary allocation and importance of service outcome, 
like	education,	health	and	public	works,	have	reasonably	well	articulated	strategies	that	are	reflected	in	the	
related Medium Term Expenditure Framework chapters but low compliance is an issue in several other sec-
tors indicative of capacity constraints in these sectors.

34.	 The	functional	classification	provides	a	link	to	the	budget,	but	the	detailed	line	item	based	annual	
budget process does not lend itself to translating the policy based Medium Term Expenditure Frame-
work	allocations	into	results	oriented	operational	budgets.	The Medium Term Expenditure Framework 
document provides a good discussion of Government priorities, but measurable indicators and operational 
strategies to achieve these objectives are missing given the high level policy focus of the process. The 
detailed budget phase would in principle further translate Government priorities and allocations into opera-
tional budgets but there is a structural break between the aggregate discussions during the Medium Term 
Expenditure Framework process and the way the budget is prepared and implemented. While the Medium 
Term Expenditure Framework phase is informed by policy priorities the detailed budget process is driven 
primarily by detailed line item budgets and as such does currently not provide an adequate interface to 
further cascade policy based allocations in a manner that would facilitate result oriented budgets. Budget 
deliberations during the detailed budget process focus on costing of inputs and required funding levels for 
capital, wages and operating expenses as opposed to policy or program objectives and strategies to achieve 
them. Further, once the budget is approved it is executed and controlled on the basis of these inputs. The 
focus on policy objectives that is driving the allocations during the MTEF is thus substantially weakened 
during	the	detailed	budget		preparation	and	execution	stages.	The	potential	benefits	of	the	strong	policy	
oriented top down allocations enshrined in the MTEF process would increase in an environment where 
operational budgets could be more easily linked to policy objectives, and would systematically provide in-
formation on program results that further operationalize policy objectives laid out in the MTEF document. 
This issue will be discussed in more detail below in the sections on the detailed budget process and on the 
ongoing program budgeting reforms.

35.	 Armenia’s	Medium	Term	Expenditure	Framework	 is	 in	principle	construed	around	baseline	esti-
mates and new initiatives; but this is not consistently applied across all sectors and neither the MTEF 
nor the detailed budget process is focused on prioritizing new initiatives. The Medium Term Expendi-
ture Framework methodological instructions explicitly require budget users to identify baseline spending 
needed to implement existing programs and costs of new initiatives. Some of the chapters in the Medium 
Term Expenditure Framework do identify major policy initiatives and cost drivers but this is not a consis-
tent feature across all sectors. Perhaps more importantly, the separate presentation of baseline funding and 
new	initiatives	has	yet	to	translate	into	a	process	by	which	available	fiscal	space	is	allocated	in	a	prioritized	
manner to new initiatives. For most parts, the MTEF process is about aggregate ceilings allocated across 
functions, and there seems to be little discussion about proposed new initiatives.

36. Further articulation of baseline expenditure and new initiatives could strengthen the expenditure 
prioritization	impact	of	the	Medium	Term	Expenditure	Framework. The distinction is an important 
one. Budgetary decision making is usually focused on whether to increase or reduce program expenditures 
rather than on whether to abolish programs altogether as some parts of the expenditure program are relative-
ly	fixed	due	to	administrative	inertia	that	inhibit	major	reallocation	at	least	in	the	short	run.	By	extending	the	
time horizon of the budget process and by focusing strategic expenditure choices to new initiatives Medium 
Term	Expenditure	Frameworks	can	have	important	benefits	in	terms	of	reprioritization	of	expenditures	at	
the margin. For this to work effectively, the separate presentation of baseline funding and new initiatives 
has to be accompanied by a decision making process that allocates available funding to new initiatives. 
For example, Chile -after determining expected revenue and baseline funding requirements- allocated the 
available	fiscal	space	to	a	bidding	fund	for	which	line	ministries	submitted	prioritized	bids	to	fund	new	
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initiatives that were then reconciled with Government priorities. Canada operates a similar system. There 
new funding proposals are presented directly by Ministers to Cabinet Committees which discuss the merits 
of these proposals and rank them for possible funding. 

37.	 	In	addition,	periodic	baseline	reviews	and/or	efficiency	dividends	can	help	identify	savings	that	can	
be reallocated to priority programs. While Medium Term Expenditure Frameworks are principally based 
on marginal budgeting principles, as discussed in the previous paragraph, it is important to incentivize ef-
ficiency	and	cost	savings.	Many	countries,	including	Singapore,	Australia,	South	Africa	and	others,	have	
built-in annual reductions in the operating budget consumed for the same level of output. These so called 
efficiency	dividends	are	either	set	at	a	flat	level	or	can	be	determined	in	response	to	measured	private	sector	
productivity	growth.	This	method	relies	on	budget	users	to	internalize	these	reductions	flexibly	leveraging	
on their superior understanding of their own operations. Alternatively, countries conduct periodic baseline 
reviews of selected ministries and/or spending programs. These are often led by the Ministry of Finance and 
aim	to	identify	saving	options	and	efficiency	gains	that	can	be	used	to	reduce	allocations	and	free	up	fiscal	
space for priority programs. Some countries have made regular selected reviews part of their regular budget 
procedures, where programs, including baseline allocations- are thoroughly reviewed once every few years. 
The	choice	between	these	instruments-efficiency	dividend	or	periodic	baseline	review-	should	be	driven	
by	an	assessment	of	the	financial	management	capacity	of	budget	users	with	efficiency	dividends	typically	
requiring great capacity to actively manage resource allocations within the organization. Given the current 
stage of development of Armenia’s PFM systems and the magnitude of the challenges to be addressed, there 
may	be	a	case	for	the	using	more	centralized	reviews	as	opposed	to	the	efficiency	dividends,	which	seems	
more suitable for countries with at a more advanced stage of development in PFM systems.

2.2.3 The Budget Preparation Process

38.	 The	detailed	budget	process	starts	in	July	after	the	Medium	Term	Expenditure	Framework	has	been	
adopted. The process is guided by a budget circular issued by the Ministry of Finance, containing ceilings 
by Ministry and instructions on the submission of budget requests. The ceilings are based on earlier Me-
dium Term Expenditure Framework allocations and the circular explicitly requires annual submissions to 
be prepared in the context of the Medium Term Expenditure Framework priorities. 

39. Budget users prepare their requests based on costing norms for inputs and building up on allocations 
of previous years in an incremental manner. The core of the budget submissions is constituted by a line 
item	budget	at	the	level	of	detailed	economic	classification	and	aggregate	functional	consolidation.	They	
also contain quarterly break-downs of cash requirements which are binding during implementation. 

box 5. tyPical Functional SPeciFicationS oF gFmiS budget moduleS 

Implementation of GFMIS enables important improvements to budget preparation procedures. GFMIS budget preparation 
modules are typically configured to support inter alia the following functions:

1.	 Multi-dimensional/	multiyear	budget	frameworks
2. Flexible modeling capabilities based on user defined business rules, the specifications can provide for capabili-

ties for forecasting techniques and sensitivity analysis
3. Automated workflow for top down transmission of annual and multi-year budget ceilings at different levels of 

consolidation and approval processed through the module
4. Automated workflow for bottom up transmission of budget bids
5. Capturing, storing and reporting of budgetary data at different user defined consolidation levels and classifica-

tion dimensions 
6. Capturing, storing and reporting of narrative and non-financial performance information at different user defined 

consolidation levels and classification dimensions 
7. Seamless information transmission of budgetary data to the treasury general ledger

Source: Bank Staff.

40.	 The	non-	financial	information	in	the	budget	bids	is	not	yet	being	put	to	full	use	during	the	budget	
deliberations. . While there are statements linking budget submissions to the Medium Term Expenditure 
Framework priorities these are largely recaps of the Medium Term Expenditure Framework strategies. 
There	are	requests	for	submission	of	non-financial	indicators	in	conjunction	with	the	annual	budget	submis-
sion but these are not being used systematically in the budget dialogue. The type of information that could 
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be included would relate to the outputs and outcome indented by the funding programs. For example, road 
construction programs should specify the intended length of road being constructed as well as possibly eco-
nomic	benefits	to	be	derived,	including	reductions	in	travel	time,	transportation	costs	etc.	For	education	in-
dicators could include class size, physical condition indicators for class rooms as well as learning outcomes 
measured by examination results. More important than the mere submission of these indicators is the active 
use of this information in the evaluation of the budget bids submitted by line ministries. In practice –as in 
many other countries that have moved to more result oriented budget systems- the impact of performance 
information on resource allocation remains reportedly limited while discussions on inputs and funding lev-
els continue to dominate budget deliberations. Further, it is important to complement the incorporation of 
performance information during the upstream budget preparation with downstream performance reporting, 
and robust monitoring and evaluation systems that periodically assess program performance. 

41.	 The	link	between	budgets	and	the	organizational	structure	is	not	as	clear	as	would	be	required	for	a	
well structured system of budget authority management. The current submissions are structured around 
functional	and	economic	classification	and	it	is	difficult	to	attribute	budget	allocations	to	organizational	en-
tities at the sub-ministry level. This has important consequences for budgetary accountability and the way 
the budget is released and controlled during execution. Typically, budget allocations are released to primary 
budget users (ministries and agencies). The budget users apportion budgets to administrative cost centers 
that retain responsibility for executing the budget within the legally binding budgetary provisions.

42. The current budget formulation process has a strategic focus at the aggregate allocation level, but 
policy and result focus could be strengthened at the detailed budget review stage. The Ministry of Fi-
nance’s	role	in	reviewing	and	assessing	budget	submissions	is	hampered	by	insufficient	technical	capacity	
to challenge line ministries, and limitations in the information submitted, including the lack of feasibility 
studies for investment projects. As a result, budget deliberations at the detailed budgeting stage tends to 
focus more on negotiating inputs and ceilings rather than discussing the content and strategic orientation of 
the budget submissions with regard to achieving policy objectives outlined in the Medium Term Expendi-
ture Framework. 

box 6. budget tranSParency in armenia and oecd beSt Practice guidelineS

Transparency – the timely and comprehensive disclosure of all relevant fiscal information in the budget documents and 
financial reports - is a key element of sound public financial management.
Armenia scored ‘A’ in the PEFA PI 6 indicating that the country’s current budget documentation already complies with 
basic transparency requirements. Further advances in the PFM agenda, discussed in this report,  could be accompanied 
with commensurate improvements in budget transparency. The Organization for Economic Cooperation and Development 
has established a set of principles capturing practices of countries at forefront of budget transparency that could guide 
these	improvements	(http://www.oecd.org/dataoecd/33/13/1905258.pdf).

Best practice countries publish a comprehensive set of budget documents and reports, including Pre-Budget reports, the 
budget, monthly reports, mid year reports, year end report, pre-elec tion reports and long term sustainable report. Each 
of these documents contains specific disclosures intended to allow for a detailed assessment of the Government’s long 
term financial position. 

Armenia’s budget documents, especially the MTEF document already comply with many of the principles, including disclo-
sure of macro-economic assumptions, detailed elaboration of revenue policies and expenditure programs, including both 
financial and non-financial information. Other requirements are not yet at the level of best practice. Most importantly, 
Armenia’s budget documentation does not provide information on Government assets (financial and physical) and liabili-
ties, tax expenditures, fiscal risks, long term pension obligations, contingent liabilities. Equally, publication of timely 
financial reports is lagging behind best practice.

OECD Best Practice Guidelines Current Practice in Armenia
Pre- Budget Report, incl. government’s long-term economic 
and fiscal policy objectives and the government’s economic 
and fiscal policy intentions for the forthcoming budget and, 
at least, the following two fiscal years.  It should highlight 
the total level of revenue, expenditure, deficit or surplus, 
and debt.

Armenia does not issue a pre-budget report, but prepares the MTEF docu-
ment that meets most of the information requirements.
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OECD Best Practice Guidelines Current Practice in Armenia
Comprehensive Budget Document, incl. macro-economic 
financial and non financial data, detailed commentary on 
revenue and expenditure policies, asset and liabilities, fiscal 
risk analysis

The MTEF document, which is part of the formal budget documentation 
submitted to Parliament provides much of the specific disclosure items. 
Also the package of the draft Annual Budget Law consists of a) the Gov-
ernment’s Budget Message which describes the macro-economic, trade, 
financial and other projections of the policy environment, b)Explanatory 
Notes, which provides details and assumptions behind the revenue, ex-
penditure and debt projections and c) draft Annual Budget with attach-
ments of public expenditures in different classifications and formats. The 
package of the draft Annual Budget Law is posted on the Government’s 
website after the government approves it and is published in the official 
gazette 3 days after submission to Parliament. However, information on 
fiscal risks, assets and liabilities is incomplete

Monthly reports, incl. information on budget execution 
data classified by major administrative, economic and pro-
gram items accompanied with short commentary explaining 
major divergences. These reports should be issued no later 
than one month after the reporting period.

Armenia issues timely monthly execution reports, which  provides nu-
merical information as well as  analytical narratives.  In addition to 
being published on the official web-site this information is published in 
the “Republic of Armenia” official gazette.

Mid-year report, incl. comprehensive update on the im-
plementation of the budget, including an updated set of 
macroeconomic assumptions and medium term expenditure 
and revenue forecasts, and assets and liabilities. The report 
should be released within six weeks of the end of the mid-
year period

Armenia  issues a periodic mid year budget execution report, but if the 
policy environment is stable it does not provide comprehensive update 
of macro-economic assumptions. However, assumptions could be updat-
ed as part of mid-year budget rectifications that may occur in light of 
changes in the macro-economic environment (for example, 2009 budget 
revisions by the government).

Annual report which serves as the key accountability docu-
ment and is audited to the supreme audit institution. The 
report should show compliance with the level of revenue and 
expenditures authorized by Parliament in the budget. Any 
in-year adjustments to the original budget should be shown 
separately. The presentation
format of the year-end report should mirror the presenta-
tion format of the budget and should include non-financial 
performance information, including a comparison of perfor-
mance targets and actual results achieved where practicable.

Armenia does issue an annual report that is audited by the control cham-
ber. The report mostly contains financial budget execution data. Although 
the government collects non-financial information on budget execution, 
it is not included in the government’s Budget Execution Report submit-
ted to the Parliament and thus is missing, as a systematic comparison of 
deviation that have occurred in comparison to the originally approved 
budget. While the control chamber is auditing the report and submitting 
its opinion to the Parliament on budget execution compliance with the 
approved Budget Law, it does not issue a formal financial audit opinion. 

Pre-election report, essentially containing the same infor-
mation as the mid year report, the pre-election report serves 
to illuminate the general state of government finances im-
mediately before an election. This fosters a more informed 
electorate and serves to stimulate public debate.

Armenia does not issue a pre-election report. 

Long-term fiscal sustainability report, assessing the long-
term sustainability of current government policies. It should 
be released at least every five years, or when major changes 
are made in substantive revenue or expenditure programs. 
The report should assess the budgetary implications of de-
mographic change, such as population ageing and other po-
tential developments over
the long-term (10-40 years).

Armenia does not issue a long term fiscal sustainability report. Armenia 
does periodically provide information on long term debt sustainability 
in the context of the MTEF document and Debt Management Strategy 
(since 2010).

Source: Bank Staff.

2.2.4 Appropriation Structure

43. The budget system law is somewhat unclear on the basis and degree of detail for spending approval 
required by the parliament. The articles of the annual budget law do approve the budget only based on 11 
functions	and	79	sub-functions	(consistent	with	the	Classification	of	the	Functions	of	Government)	and	ag-
gregate	economic	classification.	The	administrative	appropriation	which	is	key	for	budget	accountability	is	
missing from the main articles of the annual budget law. In addition, the budget law contains an annex with 
very detailed information broken down by economic line items, location, and administrative heads. The 
budget system law does not specify whether these annexes serve mere informational purposes or whether 
they establish legally binding expenditure limits. The current practice confers to the latter providing for an 
overly detailed appropriation structure. 
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44. As part of the program budget reform, discussed in more detail below, the Government intends to 
clarify the appropriation structure. The draft amendment of the budget system law stipulates an appro-
priation structure that approves broad bands of expenditures, with further details being contained in budget 
implementation documents which provide the basis for control during budget implementation.

box 7. the multiPle uSeS oF Program StructureS

Programs can support several expenditure management functions. The use of program classifications typically pertains to 
all or some of the following functions: 

1. The program structure is used in allocative decision making. This requires budget users to submit their budget re-
quests in a programmatic format and funding decisions to be taken on the basis of whether to increase or decrease 
program output at the margin.

2. Programs are used as the basis for costing expenditures. This requires that programs and activities provide a frame-
work for organizing cost information.

3. Programs are the basis for legislative approval and appropriation. While budget documents submitted to Parliament 
typically contain presentations of expenditure in different classifications, this requires that legally expenditure 
limits are set at the program level.

4. Programs are used as a framework for managerial performance accountability. This requires a detailed classification 
of programs that is broadly aligned to the organizational and operational structure in which programs are being 
implemented.

5. Programs are used as a basis for regular evaluations. This requires that the performance information directly con-
tained in program documents is complemented with evaluations that use programs (as opposed to organization or 
policies) as the unit of analysis. 

If applied consistently across the budget cycle, program structures can provide a framework for the logical and informa-
tional integration of the budget cycle facilitating mutual consistency of the planning, budgeting, reporting and evalua-
tion documents that underscore budgetary decision making and control. In few countries, however, program structures do 
not serve all these functions equally well at the same time. In the US for example, while the budget submission is program 
based, Congress refused to change the appropriation structure to programs and continued to appropriate based on line 
items and organization. As a result to this date, the program based budget formulation and the allocations of resources 
through appropriations are structured fundamentally differently and it is difficult to link the two.

Source: Bank Staff.

2.3 Ongoing Reform Initiatives

45.	 As	discussed	above,	the	current	budget	structure	has	had	limited	effectiveness	in	linking	the	strategic	
expenditure management intended by the Medium Term	Expenditure	Framework	 to	 the	detailed	
budget preparation process and to execution. To overcome these limitations, a new programmatic struc-
ture	is	being	developed	with	a	view	to	provide	a	streamlined	classification	that	would	facilitate	strategic	
expenditure prioritization. The current Government plan is to introduce program based appropriations for 
the	fiscal	year	2012.	

46.	 Extensive	preparatory	work	has	been	undertaken,	in	terms	of	developing	a	program	structure	and	
related objectives and indicators in the context of line ministry operations. This work was carried out 
with	significant	participation	of	line	ministries	and	heavy	support	by	external	consultants.	In	addition,	an	
amendment to the budget system law has been developed and is –at least informally- deliberated with the 
parliament to promulgate the legal changes necessary to move to program based appropriations. Intensive 
support has been provided to 7 pilot ministries representing about 60 % of total expenditure. Programs are 
developed	bottom	up	within	ministries.	This	has	resulted	in	a	program	structure	that	is	largely	reflective	
of the current administrative structure. There are no programs that cut across ministries. This has clear 
advantages in terms of using programs for management purposes but organizing programs within existing 
Ministerial boundaries may reduce the link political objectives and/or require the sort of administrative 
reorganizations	witnessed	in	the	UK	since	1997	which	would	be	very	difficult	in	Armenia	which	has	less	
flexible	organizational	arrangements.
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box 8. Program budgeting in the health Sector

Armenia initiated full-scale reforms of the health sector in 1997. Major components of the reform program covered in-
stitutional restructuring, transformation of the financial mechanisms and re-organization of the public service provision. 

•	 A key element was a new mechanism for health services provision through a “State Order System” which later 
became	known	as	Basic	Benefit	Package	(BBP).	Ambulatory/polyclinic	and	hospitals	services	form	main	elements	
of the BBP which is a guaranteed list of programs subject for funding from the state budget. The BBP defines the 
reimbursement rate for service providers, the payment system and the reporting requirements. 

•	 Another element was a transformation of health care providers from budgetary institutions to state enterprises 
and (in 2000) to joint stock companies with the majority of shares owned to the state. In addition to addressing 
governance issues, this aimed at diversifying financing sources for health care institutions to top state budget 
allocations. 

•	 Related, the policy and supervision functions were separated from the health care services allocation and financial 
management functions. The State Health Agency (SHA) was created as a semi-independent structure outside the 
Ministry of Health* which became responsible for signing contracts with service providers included in the state 
orders (state health programs), allocating funds, paying providers and supervising their activities. Creation of the 
SHA aimed at improving the efficiency of sectoral expenditures by assigning a strategic purchaser of health care 
which is responsible for contracting taking into account facilities’ performance and quality services provision.  At 
present SHA allocates the State Order and has contracts for the provision of free-of-charge services to the popula-
tion with public hospitals as well as with private facilities.  

The main objective of reforming the sector’s financing mechanism was to make a shift from allocation of public expen-
diture on the basis of number of inputs (health personnel and number of hospital beds) to a new system which is based 
on a number of outputs (number of services rendered by the facility, number of beneficiaries, etc). In addition to the 
financial	monitoring,	 this	 approach	 requires	 reporting/collection	 and	monitoring	of	 non-financial	 indicators	 for	 each	
program. Usually the actual data on non-financial parameters of the program for the previous year serves the basis for the 
planning of the next year’s budget. It is then adjusted based on projections for demographic developments, social trends 
and other parameters. To guide the initial planning and budgeting of public healthcare services the Ministry of Finance   
produces	ceilings/caps	for	all	programs	which	form	the	basis	for	discussions	on	sectoral	budget	allocation.	Financing/
reimbursement of BBP by treasury is made on the basis of actual performance and utilization rate submitted by the SHA. 

Initially no official co-payments applied to BBP services. However, survey results showed that budget reimbursement rates 
covers on 30 to 50 percent of services, which results in non-official co-payments by patients.         

Currently the BBP is revisited to clarify definition (expected to reduce the budget burden) and increase cost-effectiveness 
of budget allocations by introducing formal co-payments and gradually increasing public finding. 

Source: Bank Staff
* in 2002 became a structural unit within MoH

47. The Government is proceeding cautiously on the long run objective of devolving more budget au-
thority. This	approach	mitigates	 the	risk	of	 imbalances	resulting	from	premature	 implementation	
of advanced forms of budget formulation being introduced before necessary preconditions in other 
functional public	financial	management areas are met. Advanced forms of program budgeting typi-
cally structure budget authority around programs while relaxing (or in some cases eliminating) input 
controls. This requires the introduction of more complex accounting, costing and reporting systems, 
sound	internal	controls,	and	the	buildup	of	adequate	financial	management	capacity,	 including	in	
line	ministries.	It	also	requires	robust	systems	for	defining,	measuring	and	collecting	non-financial	
performance information on programmatic basis, which in turn necessitates investments in the ICT 
systems. Putting these preconditions in place will require strong coordination between the budget 
department and the treasury. 

48.	 The	initial	phase	of	program	budgeting	will	introduce	the	revised	program	classification	with	a	view	
to deepen policy orientation of the budget, while the control regime will not be changed. Adopting 
a	budget	by	programs	does	not	 imply	elimination	of	other	classifications. More	detailed	classifications,	
notably those by organization and economic type, location, and funding source, are necessary for budget 
execution and expenditure control, including for deconcentrated expenditures in provinces and districts. 
However,	 if	 the	Budget	System	Law	 is	 changed,	 so	 that	 annual	budget	 appropriations	were	defined	by	
programs	augmented	by	a	broad	economic	classification,	such	a	simplification	would	provide	parliament	
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with greater clarity on the objectives of the annual budget and allow a focus on the outcomes important for 
politicians. At the same time, input controls during the execution phase will be gradually focused on budget 
allocations by program costs. Detailed transaction information by economic type, and activity will continue 
to be captured and used for management information and costing. 

49.	 Building	on	this	process,	the	key	next	step	identified	by	the	Authorities	is	the	adoption	of	the	proposed	
amendment	to	budget	system	law	and	subsequent	changes	to	key	business	processes	underlying	the	
budget preparation process, including adjustment of budget request templates. The authorities have 
sets	specific	numerical	targets	for	the	gradual	expansion	of	coverage	of	program	budgets	over	the	coming	
three years. In addition, continued capacity development is planned to build up the skills and institutional 
capabilities needed for line ministries to comply with the requirements of program budgeting.

50.	 Implementation	of	program	based	appropriation	for	fiscal	year	2012	is a	very	challenging	goal. Ev-
erything required for making the transition from the current budgeting process to a program based budget 
would need to be in place by early 2011, including a revised Chart of Accounts, systems to systematically 
capture,	store	and	manage	non-financial	data,	and	robust	program	costing	guidelines.	Implementation	expe-
rience from other countries suggests that premature implementation can lead to discredit of budget reform 
initiatives. 

51. First, downstream implications of program budgeting on budget execution need to be adequately 
addressed. The	 introduction	 of	 program	 classification	 needs	 to	 be	 embedded	 in	 the	Chart	 of	Accounts	
and requires related changes in the accounting and reporting system (these changes are discussed in more 
detail in the section of this report that deals with budget execution), to ensure payment transactions can be 
recorded and consolidated on a program basis. Due to the limited involvement of the Treasury Department 
in the conceptualization and implementation of the program budgeting initiative, these important aspects of 
budget execution are not addressed. The current treasury system does not capture transaction information 
on a programmatic basis. Actual spending data would have to be manually linked with the program alloca-
tions contained in the budget document. 

52.	 Second,	the	preparatory	work	has	focused	primarily	on	the	design	of	program	structures,	objectives	
and indicators, but program costing has not been systematically assessed. In conjunction with the in-
creased focus on results, program budgeting is also intended to provide a better basis for understanding the 
cost structures associated with the delivery of public services. Having a robust costing process in place is 
instrumental to making program expenditure information meaningful and reliable. If costs can be assigned 
arbitrarily	to	programs,	the	introduction	of	program	classification	may	dilute	expenditure	information	as	
significant	costs	may	be	“hidden”	in	central	programs.	

53. Program costing is complex and there are a number of issues that need to be resolved in this regard. 
First,	 the	problem	of	 indirect	costs,	or	overheads,	can	prove	difficult.	Programs	will	consume	resources	
from central support functions, such as personnel, accounting, or general management, that contribute to 
more	than	one	program	and	are	difficult	to	break	down	into	specific	programs.	Secondly,	program	costs	will	
include cost items where cash expenditures and actual consumption are disconnected and these non-cash 
costs are not captured adequately in the cash accounting environment typical for most public sector organi-
zations.	While	conventional	wisdom	calls	for	program	costs	to	reflect	full	costs,	such	full	cost	accounting	
should only proceed to the extent that it is feasible and meaningful.

54.	 Third,	given	the	plans	to	introduce	program	classification	on	top	of	the	existing	control	structure,	it	
is also important to examine the implication of this additional layer on rigidity during budget imple-
mentation. The Armenian budget implementation system is already characterized by detailed spending 
controls. Since these will –at least in the short run- not be relaxed, the program based appropriation will add 
an additional layer of control. 

55. Fourth, since generating and managing performance information is costly, it is important to design 
and build performance systems that respond to actual informational demands. For the performance 
information to have impact on the way the government conducts business, it is also important to build ro-
bust management systems that can extract information that is meaningful for managerial and political pur-
poses.	Experience	from	many	countries	shows,	that	the	first	implementation	stage	of	performance	oriented	
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budgeting is typically associated with a proliferation of performance information and indicators. While this 
will create an additional burden on budget users, it is not always clear how the information generated will 
be captured, managed and used for budgetary management and decision making. There are several inter-
related issues that could be addressed in this regard. 

•	 First,	information	needs	could	be	identified	for	different	levels	of	the	organization.

•	 Second,	based	on	this	a	reporting	system	should	be	designed	and	established,	able	to	track	performance	
information	and	link	it	to	financial	information.	There	are	strong	ICT	aspects	to	this	and	modern	budgeting	
software	and	GFMIS	usually	provide	the	capability	of	managing	non-financial	data.	There	are	also	ques-
tions of data availability and quality, in particular for external sources.

•	 Thirdly,	business	process	changes	and	capacity	building	needs	to	be	implemented	to	ensure	financial	man-
agers at various levels, including the Ministry of Finance budget department actively use the information 
provided.

box 9. leSSonS From introduction oF Program budgeting in South aFrica

Like many countries that aim at improving their performance in improving public expenditure management, South Africa ad-
opted performance based budgeting as a system that would help the government to achieve this goal. To this effect, South 
Africa passed the Public Finance and Management Act of 1999 (PFMA). The main objectives of the act include the following:

•	 Modernization of the system of financial management;
•	 Enabling public sector managers to manage, but at the same time be held accountable for results;
•	 Ensuring the timely provision of quality financial and performance information;
•	 Elimination of waste and corruption in the use of public assets.

The implementation of the PFMA introduced strategic planning, and annual performance plans, measurable objectives, quarterly 
and annual performance reports as part of the South African budget process. The aim was to shift the focus from how much the 
government spent to how effectively and efficiently the money was spent to achieve government objectives.

The PFMA also formalized the concept of responsibility and accountability in managing South African public finances to inject 
a culture of managing for results and being accountable to the South African public. This new culture of managing for results 
requires the devolution of responsibility, resources, authority and autonomy to make decisions at line management level. Line 
managers should have the flexibility to decide on how much resources (human, financial, information etc) need to be employed 
to deliver specific service delivery outputs contributing to specific programme outcomes of the department.

The implementation of performance budgeting should take an integrated rather than an isolated approach. It should be sup-
ported by other key managerial reforms. Some of the lessons learnt from South Africa and other countries include the following:

•	 Political will and commitment play an important role at the early stage of the reform and during the implementation 
to mobilize government departments to implement performance budgeting.

•	 Performance budgeting should form part of the long-term integrated plan for enhancing government performance 
rather than an isolated plan with short-term focus to solve the immediate problem in the budget system. In South 
Africa, even if the initial budget reforms that were implemented from 1994 were discrete, they were informed by com-
mon underlying principles. This ensured ultimate convergence and coordination.

•	 The country specific context should inform the strategy for implementing performance. Understanding the country 
specific environmental context within, which performance budgeting will be implemented is important to formulate 
a feasible strategy for implementation. In this case, South Africa through the Office of the President commissioned a 
study to understand the strengths and weaknesses of the South African budgeting and financial management system 
and looking forward on how the country can use its strengths to explore opportunities and improve on weaknesses to 
avoid threats. 

•	 Administrative capacity determines the pace of implementing performance budgeting. In South Africa, there are 
broadly two types of government departments: The existence of capacity differences between government departments 
requires different approach to the capacity level of each type of government department. The financial management 
basics need to be in place to create a suitable governance platform for realizing the potential of performance budget-
ing.

Source:  “Implementing performance Budgeting in South Africa” paper prepared by James Nkoana, and presented at 19th 
annual conference of the Association of Budgeting and Financial Management.
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2.4 Recommendations

56. The main recommendations of this section and their broad sequence of implementation are indicated in the 
table below.

table 2. Summary oF recommendationS on budget Formulation

Reform 
area Stage 1 Stage 2 Stage 3

Medium 
Term 
Fiscal 
Frame-
work 

•	 Further strengthen technical aspects 
of forecasting 

•	 Develop the fiscal risk assessment 
and statement in the Medium Term 
Expenditure Framework document 
together with contingency plans for 
the management of fiscal risks if they 
arise.

Strengthen fiscal policy capacity beyond forecasting and fur-
ther develop Macro chapter of the Medium Term Expenditure 
Framework document to become a Macro-economic Strategy 
document putting fiscal policy stance of the Government in 
the context of the overall macro-economic environment

Medium 
Term Ex-
penditure 
Frame-
work

Review current actual practices and design 
a plan to bring all sectors to full compli-
ance

•	 Consistently	 apply	 the	baseline/new	 initiative	presenta-
tion across all functions and institutionalize process by 
which proposed new initiatives are prioritized in line with 
stated government policy objectives

•	 Explore possible application of efficiency mechanism 
(either	efficiency	dividends	and/or	baseline	reviews)	as	
a amendment to the current Medium Term Expenditure 
Framework process

•	 Design and test mechanism for efficiency dividend or 
baseline review 

Institutionalize efficiency 
mechanism

Program 
Budget-
ing

Re-examine the current timeline for imple-
mentation of program based appropriations 
to allow for sufficient time for outstanding 
issues to be addressed.

•	 Examine the effects of the program classification on 
budgetary controls and rigidities and make adjustments 
as needed. 

•	 Identify and address implications the introduction of 
program based appropriations will have on the way the 
budget is implemented. Key priorities in this regard is 
the refinement of the chart of accounts to accommodate 
a robust program and activity structure that allows cod-
ing of transactions on a program basis to enable program 
based reporting of execution data.

•	 Develop feasible and meaningful program costing guide-
lines commensurate with the accounting capabilities

•	 Move to program based appropriations after prerequisites 
are duly addressed

Further develop program 
budgeting towards devolved 
budget authority and 
management, including 
increasingly program based 
operational controls

Public In-
vestment 
Manage-
ment 

•	 Initiate improved Public Investment Management Proce-
dures, including requirements for feasibility studies and 
cost and benefit analysis for projects above certain size. 
Install Gate keeping function for investment project at 
centralized level at MOF.
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3. Budget Execution

3.1 Government objectives

57. The Armenian Public Financial Management Reform Strategy over the next decade is geared to-
wards the improvement of the quality of services delivered by the government in accordance with 
the agreed policy goals and objectives. The Treasury’s role as a provider of cash management, payment, 
accounting	and	reporting	services	to	government	institutions	is	a	significant	enabler	of	transparency	and	ac-
countability to the public. The Public Financial Management Reform Strategy, therefore, provides for sus-
taining current treasury services and developing them further to keep pace with reforms in other areas such 
as policy orientation of the budget, IT enabled banking services, integrated Enterprise Resource Planning 
business process solutions, and more transparent reporting through inclusion of information on accrued as-
sets	and	liabilities.		The	specific	actions	proposed	as	part	of	the	current	draft	strategy	are	provided	in	text	
boxes in the sections below. 

3.2 Analysis of present situation and ongoing reform initiatives

3.2.1		Legal	framework

58.	 As	mentioned	 in	chapter	2,	 the	backbone	 legislation	for	public	financial	management	has	been	 in	
place for a decade.	Armenia	has	two	key	pieces	of	legislation	for	managing	the	government	financial	sys-
tem, the Budget Systems Law and the Treasury Systems Law. The Budget Systems Law is an organic bud-
get law enacted in 1997 which covers both budget preparation and budget execution. The Treasury Systems 
Law was enacted in 2001 and covers budget execution in greater detail than the Budget Systems Law. In 
accordance with the Treasury Systems Law, the Treasury is responsible for organizing the execution of the 
State	and	Community	budgets	and	managing	their	cash	flows.	It	also	has	the	responsibility	to	record	extra	
budgetary	transactions	of	State	agencies	and	Government	Institutions.	On	the	financing	side	the	Treasury	
manages	internal	debt	and	records	grants	and	credits.	Chief	Financial	Officers	of	Departments	of	State	and	
Community	agencies	are	responsible	for	managing	the	financial	and	accounting	services	of	the	department	
under the supervision of the head of the Agency. The Treasury Systems Law also provides for the appoint-
ment of a Chief Accountant by the Head of the Government Agency with the approval of the Chief Finance 
Officer	of	the	supervising	Department.	State	Agencies	are	required	inter	alia,	to	record	and	report	on	com-
mitments,	assets,	liabilities,	payments,	and	cash	flows.	The	Treasury	Systems	Law	makes	it	mandatory	for	
all government cash balances to be managed through a Treasury Single Account. 

3.2.2 Budget authority management, payment processing and cash management 

box 10. government target in the area oF treaSury SySte

 “Improving the quality of delivered services and information, including reporting on budgets execution through the 
implementation of the Public Sector Financial Management Information System (GFMIS). “

Source: Draft Government Decree on Approving the Strategy for Reforming the Public Financial Management System. July 
2010.

59. The Treasury Single Account has been established but the coverage is not comprehensive. One of the 
major reforms accomplished by 2000 was the setting up of a Treasury Single Account hosted in the Central 
Bank and covering cash balances of the central government, community governments, and extra budgetary 
funds. The following sub-accounts are contained in the Treasury General Ledger: (i) State budget revenues 
are	credited	to	the	State	budget	unified	sub-account	(“SUA”),	(ii)	Community	budget	resources	are	credited	
to	the	Community	budget	unified	sub-account	(“CUA”),	(iii)	Extra-budgetary	resources	of	budgetary	insti-
tutions	are	credited	to	the	budgetary	institutions’	extra-budgetary	resources	unified	sub-account	(“EUA”),	
and	(iv)	All	other	deposits	related	to	central	and	local	government	not	classified	elsewhere	are	credited	to	
the	governing	bodies	deposit	unified	sub-account	(“DUA”).	The	cash	balances	of	Non	Commercial	Orga-
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nizations, set up in 20012, were subsequently moved out of the Treasury Single Account into commercial 
bank accounts owned by the respective Non Commercial Organizations. This has resulted in the opening of 
more than a thousand commercial bank accounts outside the Treasury Single Account regime, managed by 
the Non Commercial Organizations. 

60.	 The	commitment	and	payment	functions,	handled	by	the	Treasury,	are	robust,	and	performed	elec-
tronically. The Treasury was established in June 1996 following the enactment of the Budget Systems 
Law. By October 1996, the Central Treasury and the Local Treasury Branches in the 11 regions of Arme-
nia had begun to perform their core function of processing the payment claims of around 6600 budgetary 
institutions of central and local governments. The Central Treasury is well connected with its 43 Local 
Treasury Branches (LTBs) and with the 73 Chief Budget Users through the transaction settlement network 
of the Central Bank of Armenia. When budgetary institutions enter into contracts with suppliers they are 
required	to	submit	the	contract	documents	and	summary	cash	flows	to	the	Treasury.	The	Treasury	approves	
the underlying commitment and registers it in the database. Payments cannot be proposed unless commit-
ments are approved and registered in the system. Direct payments to suppliers of budgetary institutions 
are made through electronic transfer of funds initiated by the budgetary institutions and processed through 
the Central Treasury and the Central Bank. Direct electronic payments include the payment of salaries to 
all government employees, which are remitted to their individual bank accounts. All cash payments for 
petty expenditures of Spending Units are made by the commercial banks of the respective Local Treasury 
Branches from their own currency resources and reimbursed by the Central Bank from the Treasury Single 
Account within two days. 

61.	 The	flows	of	government	receipts	into	the	Treasury	Single	Account	are	handled	through	a	network	of	
commercial	bank	accounts	swept	daily	into	the	Treasury	Single	Account. Government revenues can be 
deposited in branches of any commercial bank. These receipts are swept daily into the Treasury Single Ac-
count in the Central Bank. The local government revenues and revenues pertaining to extra budgetary funds 
are also concentrated in the Treasury Single Account. Revenue receipts transmitted from the commercial 
bank accounts to the Treasury Single Account are automatically credited to the appropriate revenue ledgers 
of the respective budget owners in the Treasury. 

62. Budget control in the Local Treasury Branches and the Spending Units is currently being exercised 
at	a	very	detailed	level	of	budget	classification.	Recent	changes	in	the	financial	regulations	have,	in	prin-
ciple,	provided	the	financial	managers	in	the	Line	Ministries	and	their	subordinate	institutions	a	degree	of	
flexibility	to	reallocate	budget	provisions	not	exceeding	10	percent	of	total	allocations	across	programs	and	
across economic categories of expenditures. Budgetary control is exercised by the Local Treasury Branches 
on the basis of budget allocations and cash limits. After the budget has been appropriated by the National 
Assembly,	 the	Central	Treasury	 communicates	 the	 approved	 financing	 (budget	 allocations)	 to	 the	Line	
Ministries.	These	in	turn	submit	detailed	requests	for	financing	expenditures,	to	be	incurred	by	them	and	
their subordinate spending units, to the Central Treasury. The Central Treasury communicates this budget-
ary	institutions-wise	breakdown	of	financing	to	the	Local	Treasury	Branches	responsible	for	servicing	the	
budgetary	institutions.	The	annual	financing	limits	for	the	budgetary	institutions	are	then	broken	down	into	
quarterly and monthly cash limits (year to date) based on their work (and procurement) plans. The com-
mitments and request for payments submitted by the budgetary institutions to the Local Treasury Branches 
are checked against the available cash limits before being processed and approved. Commitments cannot 
be	made	without	checking	budget	availability	first.	Government	approval	is	required	to	switch	expenditure	
between quarters, and Treasury and Ministry of Finance approval to switch expenditure between months.

63.	 Cash	planning	has	improved	significantly	with	the	establishment	of	an	inclusive	budget	commission.	
The Budgetary Commission, which includes the Ministry of Finance, Central Bank and revenue authori-
ties, is responsible for issuing monthly cash forecasts (which are broken down into weeks) based on four 
variables: receipts, payments, debt issuance and payment arrears. The Commission meets weekly and is 
chaired	by	the	Chief	Treasurer.	This	procedure	was	established	recently	and	has	resulted	in	a	significant	
improvement	in	information	flows	pertaining	to	government	cash	requirements.	Monthly	projections	are	
now close to actualized expenses: The Ministry of Finance is now able to generate interest income from any 
idle cash balances invested through the Central Bank.

64. Building on the good performance of these core treasury functions, the challenge now is to gradually 
introduce	managerial	flexibility	without	compromising	on	transparency	and	accountability. With the 

2  Law of Republic of Armenia on Non Commercial State Organizations October 2001.
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implementation of Program Based Budgeting, budget appropriations in the National Assembly and then 
gradually budget control during budget execution is planned to be ultimately exercised at the aggregate lev-
el of program allocations rather than at the detailed line item level. The revised budget control procedures 
are	intended	to	be	designed	to	support	the	flexibility	provided	to	program	managers	to	manage	financial	
resources. For the present, however, the Local Treasury Branches continue to control budget execution at 
the line item level and if the budget reallocations done by managers in the Line Ministries in accordance 
with existing regulations are not synchronized with the budget allocation information registered in the 
Treasury database, it is likely that payment orders could be rejected/ delayed3. There is also a concern that 
providing	program	managers	greater	flexibility	 to	manage	resources	without	putting	in	place	alternative	
control	mechanisms	to	ensure	that	the	managers	are	making	appropriate	use	of	this	flexibility,	may	result	in	
violation	of	prescribed	financial	management	procedures.	

65.	 The	Authorities	have	already	planned	significant	reforms	which	are	intended	to	address	this	chal-
lenge. Firstly, the Treasury plans to provide direct access to its systems to program managers to 
record transactions and perform budget control. A pilot project has been started in the Yerevan Munici-
pality to provide them direct access to the database of the automated software system “Treasury Opera-
tion Day” of the Central Treasury. This access is intended to give the Yerevan municipality the ability to 
directly perform all required budget execution transactions related to their account with the Treasury. They 
would be able to enter spending plans and commitments, and make payment to their suppliers through bank 
transfers. The Municipality will also be able to review and extract their budget execution information held 
in the Central Treasury database. In other words, the Central Treasury will host the Yerevan Municipality 
account within their database and ensure that transactions carried out by the Municipality are within the 
overall budget allocations and covered by the cash balance in the account. It is also planned to enable the 
Municipality to to modify their budget allocations within	the	flexibility	provided	to	them	under	the	rules 
as long as the reallocations are consistent with the overall budget envelopes of the Municipality and do not 
affect	the	transactions	already	in	the	payment	pipeline.	These	modifications	would	be	immediately	reflected	
in the Central Treasury database and there would be no need to synchronize the reallocations through paper 
based document exchange. Once the “proof of concept” has been established through the pilot, the facility 
can be rolled out to the owners other Treasury Single Account sub-accounts. With the implementation of 
this	modification	of	the	current	application	software	the	existing	ex-ante	budget	controls	will	continue	to	be	
applied automatically to transactions. However, eventually the business processes related to budget control 
are intended to be owned by the program managers rather than the Treasury. The Treasury would only retain 
responsibility	 for	ensuring	compliance	with	generally	agreed	practices	while	configuring	 these	business	
processes in the system. The Treasury would also retain the ability to access the transaction information 
recorded directly in its database by the program managers, to review, consolidate and disseminate informa-
tion on budget execution. 

66.	 Secondly,	the	Treasury	is	taking	steps	to	interface	the	database	of	the	Budget	department	with	its	
own database. The Treasury has entered into a contract with their application software vendor to establish 
a “mutual electronic integration of the budget formulation database owned by the application “LSBudget” 
in the Budget Department, and the budget execution database owned by the application Treasury Operation 
Day”. It is envisaged that the system will provide for the automatic transfer of information on the budget 
appropriated budget at the beginning of the year, from the budget database to the Treasury database. The 
interface is also intended to provide for the periodic synchronization of the two databases during the in-
year budget execution process so that the reallocation of budgets at the line-item level done by the program 
managers	directly	in	the	Treasury	database	are	reflected	in	the	database	of	the	Budget	Department.	This		
interface between the two fragmented databases is intended to enable the Budget Department to (a) use the 
latest budget vs. expenditure data in the budget review/ dialogue process, and (b) suggest/ institute timely 
corrective measures within the annual budget period. This improvement Finance will provide the Budget 
Department and the Treasury the ability to review and analyze budget execution data without infringing on 
the	program	managers	flexibility	to	manage	financial	resources.	One	of	the	major	benefits	of	improving	the	
interface between the budget and Treasury databases is that it would help facilitate the analysis of actual 
performance versus the budget allocations.

3	 	The	Treasury	registers	budget	ceilings	by	line	items.	Managers	in	line	ministries	are	now	provided	the	flexibility	to	vire/move	budgets	between	line	items.	
However,	this	virement	is	not	registered	automatically	in	the	Treasury	database.	The	change	is	reflected	on	the	basis	of	supplementary	documents	received	
from the line ministries. Therefore, there could be a time lag between the processing of transactions in the Treasury and the registration of the increased/ 
decreased budget allocation pertaining to the corresponding line-item in the treasury data base. In other words the budget virement is not synchronized with 
the line-item-wise budget information held in the Treasury data base.
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67.	 Thirdly,	 the	Treasury	 has	 contracted	 the	 development	 of	 internet-based	 software	 to	 register	 and	
monitor procurement contracts. It is envisaged that this software will be interfaced with the “Treasury 
Operation Day” and “LSBudget” systems. The interface will further automate the commitment control 
process which is currently being externally patched into the “Treasury Operation Day” system through 
the registration of paper-based contract summaries submitted by the spending units to the Local Treasury 
Branches (see details in earlier sections). The development of application software to manage procurements 
within budget institutions and its linkages with the commitment and payment system of the Treasury will 
ensure	that	financial	processes	are	being	implemented	as	provided	for	in	the	regulations.	Bringing	in	auto-
mated controls into the procurement process through a robust procurement processing software will reduce 
the risk of violation of procurement processes and will provide the program managers, the Treasury, and 
the Budget Department timely information to be able to anticipate and deal with bottlenecks in the budget 
execution process.

68.	 The	Treasury	has	developed	a	strategy	and	specifications	for	implementing	a	fully	integrated	“com-
mercial	of-the-shelf”	based	GFMIS	over	the	medium	term	to	anchor	and	sustain	these	 individual	
procedural reforms. All	the	essential	business	process	improvements	related	to	ensuring	efficiency	and	
transparency in the budget process in Armenia described above will continue to be fragmented, albeit 
loosely interfaced, unless they are anchored in the fully integrated modules of an appropriate Enterprise 
Resource Planning (ERP) solution. This integration will ensure the sustainability of the reform both in 
terms of application software and hardware updates and in terms of availability of services to maintain the 
Enterprise Resource Planning (ERP) application. Anticipating these future requirements the Treasury has 
developed	detailed	systems	specifications,	costing	and	implementation	plan	for	a	GFMIS	solution.	The	de-
tails of this solution are discussed in Chapter 5. The integrated budget preparation, general ledger, payable, 
and reporting modules of such a solution will provide a seamless integration between all the stages of the 
expenditure cycle providing all the users with the latest view of the implementation of the budget. It will 
facilitate the use of modern auditing techniques. It will also provide comprehensive and timely information 
for evaluating the success of the government’s strategic plans and development initiatives.

3.2.3	 Accounting	and	financial	reporting

box 11. government targetS in the areaS oF the Public Sector accounting and auditin

Targets on Public Sector Accounting 
“To ensure the existence of the accounting system which will provide comprehensive and reliable information on Armenian 
public sector activates, which should be consistent with the international public sector accounting standards, as well as 
compatible with generally applicable with Armenian private sector accounting standards.” 

Targets  in the area of corporate accounting and auditing
“The degree of transparency and accuracy of financial reporting filed by state-owned commercial organizations will in-
crease thereby allowing to improve the effectiveness of government asset and liability management, as well as to further 
the effectiveness of operations of state-owned entities. The appropriate legislation and system on corporate accounting 
and auditing which is consistent with the international standards and practices will also lead to accuracy of financial in-
formation of commercial entities, transparency of their operations, adequate and effective management decision-making 
by entities.”

Source: Draft Government Decree on Approving the Strategy for Reforming the Public Financial Management System. July 
2010.

69.	 The	classification	of	budgetary	accounts	is	compatible	with	GFSM2001	but	the	basic	accounting	led-
gers in budgetary institutions are maintained in accordance with the accounting instructions of 1987 
as	mentioned	 in	 the	2002	IMF	report	on	accounting	reforms4.	The	budget	classification,	which	was	
established	in	1999	and	included	economic,	functional	and	administrative	classification,	has	been	updated	
in	2005	to	make	it	compliant	with	the	economic	classification	framework	of	GFSM2001.	However,	finan-
cial accounts are maintained in accordance with the accounting instructions issued in 1987. The Treasury 
General Ledger is maintained in a double-entry accounting system. It has a sub-account structure that dis-
tinguishes,	at	the	first	level,	between	state	budget	revenues,	community	budget	resources,	extra-budgetary	

4  Armenia Accounting Reforms, Vijay Ramachandran and John Zohrab, October 2002
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resources	of	budgetary	institutions,	and	other	deposits	related	to	the	state	and	communities	not	classified	
elsewhere. The Treasury General Ledger is used to record and monitor the disposition of appropriations and 
allocations.	Budget	allocation	(financing)	is	recorded	in	the	Treasury	General	Ledger	for	each	spending	unit	
based on the distribution of appropriations proposed by the respective Line Ministries. Expenditures are 
recorded on the basis of requests for payment sent by budgetary institutions to the Central Treasury/ Local 
Treasury	Branches	and	controlled	against	financing.	The	treasury	system	operates	on	a	cash-based	chart	
of accounts while the budgetary institutions are required to maintain an accrual-based accounting system. 
The accounts of the budgetary institutions include expense items recognized on an accrual basis, such as 
depreciation,	and,	including	fixed	assets	and	inventories.	Under	each	of	these	account	categories,	separate	
analytical	accounts	are	maintained	in	the	budgetary	institutions	to	account	for	flows	reflecting	the	budget	
classification.	

70.	 The	budget	execution	data	captured	in	the	database	of	the	Treasury	is	used	for	reconciling	the	cash	
components	of	financial	reports	but	the	basis	for	government	financial	reporting	continues	to	be	the	
accounts maintained in the Budget Institutions. The	annual	and	quarterly	financial	reports	compiled	by	
the	line	ministries	and	consolidated	in	the	Treasury	are	the	official	financial	statements	of	Government	of	
Armenia. Line ministries consolidate the revenues and expenses pertaining to their subordinate budget in-
stitutions and report the consolidations to the Central Treasury. The original budget estimates, adjustments 
made during the year, and the adjusted estimates are indicated in the report. The adjusted estimates corre-
spond	to	the	financing	recorded	in	the	operations	department	of	the	Central	Treasury.	The	report	also	indi-
cates cash expenditure and accrued expenses. In addition to this report, the Central Treasury also receives a 
consolidated statement from line ministries indicating the opening and closing balances of receivables and 
payables,	and	the	opening	and	closing	balances	of	other	stocks.	The	revenues	and	expenses	are	classified	
according	to	the	revised	budget	classification	issued	in	2005,	which	is	compatible	with	GFSM	2001.	Gov-
ernment accounting policies are currently based on instructions issued in 1987, which are not in accordance 
with international practices and accounting standards. 

71. The reporting department of the Central Treasury consolidates reports received from the Line Min-
istries and produces the following periodic reports for external agencies and the Government: (i)
Monthly	budget	 execution	 reports	 to	 the	Statistics	Department	 and	 the	mass	media	based	on	financing	
information from the operations department of the Treasury, and reports on budgetary arrears based on 
information	received	from	line	ministries;	(ii)	Quarterly	budget	execution	reports	submitted	to	the	National	
Assembly through the government comprising an analysis of the budget performance, a statement of rev-
enues and expenditures by functional and economic categories, a report on the movement of funds in the 
privatization	account,	and	an	analysis	of	the	deficit,	and	(iii)	Annual	reports,	which	include	summary	bal-
ance	sheets,	changes	in	financial	and	non-financial	assets	and	liabilities,	and	changes	in	other	payables	and	
receivables. The Annual reports also provide additional information on subsidies to communities, capital 
construction, reserve funds, internal and external debt, participation fees in international agencies, and 
grants to the government and the National Assembly. Before compiling the Government Financial Reports 
the Central Treasury manually carries out some preliminary reconciliation of the data received from the 
line ministries. The budget information reported from the Line Ministries is checked with reference to the 
financing	information	received	from	the	Operations	wing	of	the	Treasury.	The	cash	information	in	the	Line	
Ministry reports is checked against the payment information reported by the Local Treasury Branches. The 
annual movements of receivables, payables and inventories are checked against the corresponding cash 
flows	reported	by	the	Local	Treasury	Branches.

72.	 In	 addition	 to	 periodic	 financial	 reports	 the	 Treasury	 and	 its	 clients	 exchange	 regular	 informa-
tion on budget execution. (i) The Central Treasury provides the line ministries and the Local Treasury 
Branches	with	 statements	of	 the	appropriations	earmarked	 for	financing	expenditures	 to	be	 incurred	by	
the	spending	units,	(ii)	The	Local	Treasury	Branches,	in	turn,	confirm	the	availability	of	financing	to	the	
Central Treasury and budget institutions after receiving it from the Central Treasury, (iii) The Local Trea-
sury Branches provide statements of commitment and payment transactions to the Central Treasury and 
the	spending	units,	(iv)	The	reporting	department	of	the	Central	Treasury	receives	financing	information	
from the operations department broken down by the functional and economic categories of expenditure, 
(v) It also receives cash expenditure data from the Local Treasury Branches at the same level of detail. 
Budget execution data are also available to the public in real time as outlined in Box 12below. 
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box 12. real time on-line acceSS to budget execution inFormatio

Information on budget execution was recently made available to the general public through an visual  interactive webpage 
accessible	 though	 the	at	e-portal	of	 the	Republic	of	Armenia.	 (http://www.e-gov.am/interactive-budget).	The	figures	
below illustrate four out of six levels of information available to the public. 

Overview of execution  of the national budget Overview of execution in the justice sector

Execution at program level Line item execution at spending unit level

The expenditure information is provided in all details - from aggregate functional classification (10 main groups of GFS 
2001)	down	to	entities/	final	recipient	of	the	funding.	The	information	is	updated	daily.

73.	 Accounting	for	1800	State	Non	Commercial	Organizations	is	in	accordance	with	Accounting	Stan-
dards	of	the	Republic	of	Armenia	(2001)	(ASRA),	based	on	International	Financial	Reporting	Stan-
dards (IFRS) in existence at that time. Reporting to line ministries is in line with the arrangements set out 
above. 

74.	 A	2008	assessment	of	accounting	practice	in	a	range	of	state	administrative	institutions	and	NCOs	
found	significant	weaknesses	in	accounting	practices;	including:

•	 Reliance	on	manual	accounting	records	and	-		where	computers	exist	-	budget	institutions	use	spread-
sheets	rather	than	computerized	accounting	packages;

•	 Many	budget	institutions	do	not	maintain	records	using	a	double	entry	book-keeping	system;	
•	 Lack	of	compliance	with	accounting	policies	issued	by	government;
•	 Different	and	inconsistent	chart	of	accounts	used	across	state	bodies;
•	 Weak	technical	competence	and	IT	skills	of	accountants;	combined	with	a	lack	of	relevant	professional	

qualifications	or	training	courses.	

75.	 As	a	result	of	the	above	systemic	weaknesses	the	Report	questioned	the	overall	reliability	of	financial	infor-
mation	and	its	utility	to	budget	managers	and	senior	government	officials	unlike.	

76.	 The	Government	of	Armenia	has	taken	steps	to	address	these	weaknesses	by	completing	the	following	
activities	financed	through	an	IDF	Grant:		(i)	Assessment	report	on	the	existing	accounting	and	finan-
cial accountability framework and capacities,(ii) Draft Law on Accounting in Public Sector Organizations, 
(iii) Draft Public Sector Accounting Standards of the Republic of Armenia based on IPSAS (PSAS RA), 
(iv) Draft  Chart of Accounts for Accounting for the Financial and Economic Activities of Public Sector 
Organizations, (v) Draft Accounting Manual for Public Sector organizations, (vi) Model Accounting Policy 
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for Public Sector Organizations, (vii) Draft IPSAS Reform Implementation Strategy, (viii) Instructions for 
conversion from the current chart of accounts in public sector organizations to the new chart of accounts.

77. Based on the Assessment Report the Ministry of Finance has proposed a draft strategy to implement 
accrual accounting over a period of 7 years5. The draft strategy includes: (i) Preparatory activities such as 
the	identification	of	responsible	persons	to	implement	the	reform,	legal	framework,	development	of	instruc-
tions	and	manuals,	capacity	building	and	deployment	of	appropriate	application	software;	(ii)	Implementa-
tion measures including the inventory of assets and liabilities, valuation of assets and liabilities, recording 
of these values as opening balances in the balance sheet for selected implementation year, implementation 
of	a	uniform	accounting	software,	and	accrual	based	reporting	at	different	levels	of	government;	(iii)	Iden-
tification	of	stakeholders	and	their	roles	in	the	implementation;	and	(iv)	a	project	implementation	plan.	

78.	 Government	 budgetary	 and	 financial	 reporting	 remains	 fragmented	 and	 incomplete. Government 
financial	 statements	and	budget	execution	statements	are	compiled	 in	 the	Treasury	 from	manually	con-
solidated	reports	received	from	the	line	ministries	every	quarter.	The	financing	and	payment	transactions	
captured in the database of the treasury are used for managing budget execution and for verifying the accu-
racy of some elements of the quarterly reports compiled manually by the line ministries. The line ministries 
are also required to submit periodic reports on in-year payment arrears (if any). The stock of arrears is not 
captured in the cash-based reporting of the Treasury. For the present the Treasury is working on improving 
the manual reporting system by providing facilities to the line ministries to submit their quarterly state-
ments electronically. Application software is being developed to automatically consolidate the quarterly 
statements received electronically in the Treasury. The software is also intended to automatically review 
the	data	in	these	reports	against	the	financing	and	payment	data	captured	in	the	database	of	the	Treasury.	If	
there was a GFMIS in the Treasury, the reporting from the integrated data base of the Treasury would be 
comprehensive	and	would	depict	the	official	government	accounts.	The	reliability	and	relevance	of	the	fi-
nancial information would be ensured at the time of data capture and there would be no need for any further 
reconciliation with external reports submitted by the line ministries. 

79. The timeline of seven years transition to full accrual accounting is overly ambitious. It does however 
support the Government’s efforts to align and benchmark their reform efforts to an internationally recog-
nized set of accounting standards i.e. IPSAS. In that context a more cautious approach would be to recog-
nize that the Government should focus on the gradual improvement of basic bookkeeping, accounting and 
financial	reporting	and	will	address	many	of	the	systemic	weaknesses	highlighted	above.	This	approach	
is closely aligned to the overarching objective of Phase I of the Government’s PFM Reform Strategy i.e. 
“Complete the work on introduction of the basic systems and controls while gradually transitioning from 
centralized administration to decentralized management and results-based program management”. 

80. The	preparatory	work	conducted	under	the	Bank’s	first	IDF	Grant	provides	a	solid	basis	for	Phase	
I activities. It does however imply that the Government should be selective in those accounting standards 
and accounting policies which are implemented during Phase I of the PFM Strategy. In that context some 
of the more important reform activities are:

•	 Develop	accounting	policies,	manuals	and	standards	to	be	applied	by	state	administrative	bodies	and	
NCOs;	

•	 Development	of	a	uniform	chart	of	accounts	for		state	administrative	bodies	and	NCOs;
•	 Development	of	a	simple	accounting	software	package	which	can	be	applied	at	state	administrative	bod-

ies	and	NCOs;
•	 Development	of	capacity	building	plan	for	(a)	accountants	which	is	focused	on	practical	training	and	(b)	

public sector managers which provides them with an understanding of the importance of good quality 
financial	reporting	in	the	decision	making	process.	

The	Government’s	plans	in	piloting	the	accounting	and	financial	reporting	in	a	range	of	budgetary	institutions	and	
NCOs is an extremely worthwhile approach which will provide an opportunity to learn lessons which can be built 
into later Phases.

5  Draft Strategy on Implementation of Accrual Basis International Public Sector Accounting Standards, 2010
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3.2.5	 Establishment	of	non	commercial	organizations	(NCOs)

box 13 government targetS in the area oF regulating and monitoring Financial activity oF entitieS with 
State ParticiPation

Target related to entities with state participation: 
“To achieve transparency and accountability in managing the funds appropriated to state owned, including NCOs, as well 
as to increase the level of fiduciary control;”

Targets in the area of corporate accounting and auditing:
“The degree of transparency and accuracy of financial reporting filed by state-owned commercial organizations will in-
crease thereby allowing to improve the effectiveness of government asset and liability management, as well as to further 
the effectiveness of operations of state-owned entities. The appropriate legislation and system on corporate accounting 
and auditing which is consistent with the international standards and practices will also lead to accuracy of financial in-
formation of commercial entities, transparency of their operations, adequate and effective management decision-making 
by entities.”

Source: Draft Government Decree on Approving the Strategy for Reforming the Public Financial Management System. July 
2010.

81.	 With	the	establishment	of	Non	Commercial	Organizations	a	large	group	of	former	budgetary	insti-
tutions has been pulled out of the treasury system. The Government of Armenia has initiated reforms 
aimed	at	decentralizing	fiduciary	control	of	service	delivery	units	so	as	to	improve	service	delivery.	Cur-
rently there are more than 1,800 Non Commercial Organizations under the central government which in-
clude	schools,	museums,	libraries,	universities,	etc.	However,	an	adequate	fiduciary	control	framework	as	
a substitute for the treasury controls for the Non Commercial Organization has not been put in place. Other 
than authorizing the Executive Body of a State Organization to open accounts in banks, the Law on Non 
Commercial	Organization	does	not	detail	the	financial	management	responsibilities	of	the	Executive	Body	
of State Organization. The order founding the Non Commercial Organization obliges it to publish yearly 
financial	reports.6 

82. There is an appreciation now in the Armenian Government that there is a need for a review of the 
functioning	of	Non	Commercial	Organizations	to	improve	their	governance	and	financial	manage-
ment procedures. The Methodological Department of the Ministry of Finance has prepared a draft Terms 
of Reference for a consultancy in this area. The stated objectives of the consultancy are:

(i) Review	the	existing	fiduciary	control/monitoring	framework	for	Non	Commercial	Organizations	and	
provide recommendations on the key requirements need to be established towards Non Commercial 
Organizations in order to answer the following questions:

a) What are the key principles that should guide the decisions on establishing new Non 
Commercial Organizations or for the current Non Commercial Organizations to retain this 
status?

b) What	are	the	key	requirements	to	be	set	towards	the	performance	of	financial	and	economic	
activities	 of	 Non	 Commercial	 Organizations	 (financial	 management,	 assets	 and	 liabilities	
management, etc.)?

c) Are there sub-categories (or families) of Non Commercial Organizations substantially different 
in their nature and operation, and if so, what are their main characteristics and how should each 
sub-category be regulated and controlled?

6  The Law of the Republic of Armenia on Non Commercial Organization from 2001 provides for a governance structure comprising the “Founder”, the 
“Authorized State Body” (ASB), the “Collegial Management Body” (CMB), and the “Executive Body of a State Organization” (EB) . The Founder sets 
out the scope and goals of the organization including the types of entrepreneurial activities implemented by it. The Authorized State Body is responsible 
for exercising control over the activities of the Non Commercial Organization including control over the use and maintenance of the state property attached 
to the Non Commercial Organization. The Executive Body of a State Organization is responsible for the administration of the current activities of the Non 
Commercial Organization in accordance with the authority delegated by the Founder, and the Authorized State Body as formalized in the Charter of the Non 
Commercial Organization. Oversight of the Non Commercial Organization is based on the performance criteria established through a contract signed be-
tween the Executive Body of a State Organization and the Authorized State Body. The Executive Body of a State Organization may be nominated or elected.  
The Law also provides for the setting up of a Collegial Management Body of the Non Commercial Organization which is empowered to recommend the 
main directions of its activities, exercise control over the executive body, submit recommendations on the annual draft cost estimates to the Authorized State 
Body,	discuss	and	approve	financial	and	other	reports,	and	approve	sale	or	purchase	of	assets	within	the	limits	set	by	the	Law.
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d) How	 should	 the	 financial	 and	 economic	 activities	 and	 performance	 of	 Non	 Commercial	
Organizations	be	controlled	or	monitored	and	are	there	any	gaps	in	the	developed	fiduciary	
control methodology (theoretical model) and what are the main risks for successful introduction 
of the proposed framework?

(ii) Pilot	 the	 developed	 fiduciary	 control	 or	 monitoring	 framework	 (hereinafter	 referred	 to	 as	 the	
framework) in selected Non Commercial Organizations and provide recommendations on further 
steps for operationalizing the framework based on the pilot results.

83.	 The	recommendations	related	to	budgetary	and	financial	reporting	in	this	section	are	not	intended	
to	pre-empt	the	conclusions	of	the	proposed	consultancy. The following discussion does not relate to 
the principles related to establishment of Non Commercial Organizations and to improvements in their 
governance	structure.	It	questions	the	need	for	establishing	alternative	financial	management	procedures	
outside the Treasury system to capture the same accounting and budget execution data which was already 
being processed in the Treasury through its tested and robust data capture and reporting system. The con-
cern of managers in the Non Commercial Organizations is that the use of existing treasury budget execution 
systems	and	the	Treasury	banking	system	will	mean	more	rigidity	of	financial	controls	exercised	by	the	
Ministry	of	Finance	and	reduced	flexibility	in	the	use	of	financial	resources	hindering	the	delivery	of	better	
performance to service recipients. The earlier section in this report discusses in detail how government enti-
ties	can	continue	to	use	Treasury	systems	to	record	financial	transactions	and	process	electronic	payments	
to	their	suppliers	without	losing	flexibility	in	using	their	resources.

84.	 The	use	of	existing	treasury	data	processing	and	banking	arrangements	could	result	 in	a	win-win	
situation	for	the	Non	Commercial	Organizations	as	well	as	the	financial	management	capabilities	of	
the Ministry of Finance. There are advantages to the Armenian Government and to the Non Commercial 
Organizations if the cash balances of Non Commercial Organizations are handled in the same way as that 
of EUA and DUA accounts described in an earlier section. The cash balances could be merged with the 
government cash balances held in the Central Bank and the extent of Non Commercial Organization cash 
balances	identified	in	the	entity	wide	ledgers	held	in	the	Treasury	system.	This	balance	would	be	identified	
separately for deposits of “own” revenues and for formula-based/ block transfers made to cover budget 
allocations. The Treasury system would provide the facility to the Non Commercial Organizations to elec-
tronically draw down their cash and make direct payments to their suppliers. They would be given secure 
access to the sub-account in the ledger of the Treasury/ Local Treasury Branches to make direct electronic 
payments. While this may not be possible for Non Commercial Organizations in outlying regions, it will 
certainly be feasible for all Non Commercial Organizations in metropolitan regions such as Yerevan. The 
advantage to Non Commercial Organizations is that they will have free access to the robust and secure pay-
ment facilities offered to the Treasury by the Central Bank. They will have the possibility to earn interest 
on their balances in the Central Bank. And they will be able to automatically upgrade to improved payment 
systems as the Treasury moves towards the implementation of a GFMIS system. The advantage to the Min-
istry of Finance and the Central Bank will be that the consolidated cash balance of the Government will be 
in one place and this will facilitate the management of Government Debt and monetary policy.

85.	 There	will	also	be	advantages	to	the	Ministry	of	Finance	and	the	Non	Commercial	Organizations	if	
the	Non	Commercial	Organizations	use	the	Treasury	system	enabled	budget	controls	for	their	own	
financial	management.	The payment and budget control features of the Treasury application system have 
been stable for some time and have been recognized as robust in a number of reviews including the PEFA. 
Employees	in	the	finance	departments	of	the	Non	Commercial	Organizations	were	also	interfacing	with	
this system before the organizations were moved out of the Treasury system. Therefore, many of them may 
still be familiar with the procedures. The system has also been augmented to handle commitments. Further 
upgrades are planned to interface with procurement software and with the Financial Reporting section of 
the Treasury. The Non Commercial Organizations could easily avail of this automated facility to enter 
their transactions and do commitment and budget control. Exception reports provided by the system could 
be	reviewed	by	the	finance	managers	in	the	Non	Commercial	Organizations	and	the	process	would	pro-
vide assurance to their governing agencies [such as the “Authorized State Body”, “Collegial Management 
Body”, and the “Executive Body of State Organization” (EB)] that controls are in place by the fact that the 
transactions are being processed through a well tested facility. The use of the Treasury system will also help 
Non Commercial Organizations in planning their cash. It may be mentioned here that the Treasury system 
would exercise automated budget control in accordance with standard parameters and the responsibility for 
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reviewing and correcting rejected transactions would be that of the user (Non Commercial Organizations). 
The Treasury would not be involved in this process. On the other hand, the Treasury would have access to 
the transactions registered in its database by the Non Commercial Organizations for purposes of consolidat-
ing and reporting on budget execution to the relevant line ministries and to other stake holders.

3.2.6	 Public	internal	financial	control	(PIFC)

86. The current internal control environment in Armenia is characterized by an excessive number of 
control	 and	 supervisory	bodies	 that	 duplicate	 functions	 and	 lack	 clearly	defined	 accountabilities. 
The	long-term	difficulty	with	this	top-down	approach	is	that	it	focuses	on	compliance	and	does	nothing	to	
encourage line managers to accept their responsibility for establishing and maintaining internal controls. In 
an	increasingly	decentralized	environment,	addressing	this	issue	is	important	to	managing	fiduciary	risk7.

87.	 The	Armenian	 Government	 has	 committed	 itself	 to	 improving	 public	 internal	 financial	 control	
though	adoption	of	an	EU	sponsored	concept	for	this	area	of	the	financial	management	system. The 
adoption of the framework (the PIFC) a conditionality for a EUR 100 million budget support operation in 
2010. 

box 14. government target in the area oF government internal Financial control and internal audit

“Introducing Public internal financial control (PIFC) system, to provide a reasonable assurance that transactions comply 
with the principles of sound financial management, transparency, efficiency, effectiveness, and economy as well as with 
relevant legislation. Underpinning PIFC is an assumption that 

•	 managerial	accountability	and	responsibility	exist	for	the	delivery	of	public	services.	This	means	that	managers	
of all levels in both public income and spending centres should be accountable for the activities they carry out 
- not only in operational policies but also in financial management and control policies;

•	 internal	audit	system	exists.	This	means	that	the	leadership	of	the	organization	through	assurance	and	delivery	
of consultancy is provided with independent, objective assurance and consultancy, which is aimed at increased 
and improved activity outcomes of the organization.”

Source: Draft Government Decree on Approving the Strategy for Reforming the Public Financial Management System. July 
2010.

88. The PIFC has three principal elements.	The	first	 function	 is	 ‘financial	management	and	control’,	 the	
second	is	an	assurance	element	for	management,	namely	‘internal	audit’	and	the	third	is	a	development	and	
monitoring activity, a central harmonisation unit (CHU) located in the Ministry of Finance. The central 
harmonization	unit	has	a	responsibility	to	develop	guidelines,	manuals	and	policies	covering	both	financial	
management and control and internal audit.

89.	 The	central	pillar	of	PIFC	is	the	financial	management	and	control	system	based	on	managerial	ac-
countability. This means that the adoption of Public Internal Financial Control would enable managers 
of public services and activities to have a clear idea about what they want to achieve with comprehensive 
knowledge	about	the	costs	of	doing	so.	Internal	audit	provides	assurance	to	management	that	the	‘financial	
management and control’ element is working well.

90.	 The	Government	has	committed	itself	to	developing	a	Public	Internal	Financial	Control	policy	strat-
egy which elaborates on the objectives of introducing Public Internal Financial Control and describes 
the pathway for developing the management and internal control environment in Armenia.8 A “Pro-
posal for Reform of the Public Internal Control System” was presented to the Minister of Finance of the 
Republic of Armenia and discussed and agreed with the Prime Minister in August 2009. The Government 
is on a course to follow a path to implementing the Public Internal Financial Control framework. 

91. Experience in other transition economies has shown that the developing a modern public internal 
financial	control	framework	is	extremely	challenging.	Setting	a	course	for	developing	financial	manage-
ment and control will require a fundamental change in the behavior of managers within budgetary organi-
zations.	Clear	lines	of	managerial	responsibility	need	to	be	developed	by	top	management;	and	these	need	
to	be	reinforced	by	revisions	to	financial	regulations	which	emphasize	responsibilities	and	accountabilities	

7  Armenia PIFC Gap Analysis: Draft, SIGMA, 2009 
8  In accordance with the action plan for the Government of the Republic of Armenia, as adopted by the Decree of the Republic of Armenia N 40-N of 
January 25, 2009, in the course of 2009 the Armenian Ministry of Finance plans
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for the management and control of public funds. GFMIS need to be developed to ensure that line manag-
ers	with	responsibility	for	managing	resources	have	the	financial	information	that	is	needed	for	budgetary	
control purposes. 

Box	15.	Experience	from	introducing	PIFC	in	Ukraine	and	Bulgaria
In Ukraine introduction of PIFC started with a PIFC strategy outlining reforms till 2009. The strategy was approved by 
the Government and included the three pillars of the EU PIFC system: the introduction of managerial accountability for 
financial management and control elaborated in a legal framework and professional guidance for PIFC, the introduction of 
decentralized internal audit by a gradual replacement of inspection by internal audit , and the establishment of a central 
co-ordination and harmonization function. However, the pace of reform was overly ambitious and almost no progress was 
achieved by 2008. Thus, in 2008, the revised strategy was approved that set out reforms till 2015.

Two central institutions are involved in internal financial control in Ukraine: the State Treasury of Ukraine (STU) and 
the State Control and Revision Office (KRU). The STU carries out ex-ante control and ongoing control on cash payments. 
The KRU carries out ex-post control, and functions by inspecting budget compliance and, in the event of irregularities, 
initiating the application of administrative penalties or handing the case over to law enforcement bodies. Annually the 
KRU	covers	1/3	of	the	total	number	of	state	budget	entities	and	1/4	of	the	regional	and	district	budget	entities.	Central-
ized control is functional in the present Ukrainian public administration context. However, the system does not stimulate 
managers to take responsibility for PIFC. Internal audit function does not exist yet, although one of the KRU tasks is to 
carry out a public financial audit (defined as a “type of financial control”). Thus a PIFC according to the EU model does 
not exist yet.

The reform envisaged in the Government PIFC strategy was conducted slowly and success was limited. The process went 
in parallel to regular KRU activities. While internal control and internal audit capacity was developed through a Twinning 
project, development of manuals and pilots in several government agencies, and establishment of a limited number of 
internal audit units in government agencies, KRU was largely used by the Government as a tool to control public spending. 

In Bulgaria PIFC implementation also took time but was more successful. Prior to 2001, internal financial control was 
focused similarly to Ukraine on inspections. Following approval of the Public Internal Financial Control Act in November 
2010, a transitional period started and continued through 2005. Up to 2001, the situation was similar to Ukrainian with 
a State Financial Control Department being in charge of ex-post compliance control of budget public authorities and SOEs. 

The new PIFC Act and subsequent regulations changed the focus from inspection to internal audit and starting in 2006, 
the responsibility for internal audit was transferred from the Public Internal Financial Control Agency to ministries and 
other budget entities. A Public Financial Inspection Agency was formed to take over remaining functions of the State 
Financial Control Department. Managers of all primary and lower budget-spending units (including municipalities) are 
now responsible for the operation of financial management control. Managers of first-level spending units and munici-
palities are in addition responsible for appointing financial controllers and ensuring financial management and control 
(FMC) systems. Most of the auditors were transferred from the PIFC Body to spending units to act as internal auditors 
there. Another important milestone of the reform was the replacement in 2006 of PIFC Act of 2000 with 3 separate acts 
regulating Internal Audit, Financial Management and Control and Financial Inspection which helps clearly divide three 
functions of PIFC system. 

Thus, Bulgaria due to political will to implement PIFC reform and EU accession anchor was able to shift the focus of PIFC 
from detecting violation and imposing sanctions to assessing systems and recommending improvements.

Source: SIGMA Assessments for Ukraine and Bulgaria 2004-2006; Ukraine PEFA 2007; PEMPAL Presentation of Bulgarian 
Authorities, 2008

3.2.7 Internal auditing 

92. The basis for conducting internal auditing in public sector organizations throughout Armenia has ex-
isted for several years.	The	Treasury	System	Law	of	2001	required	each	Chief	Financial	Officer	to	ensure	
that an internal audit system was established and in December 2002 the Minister of Finance and Economy 
approved	Decree	934-N	‘On	procedures	for	conducting	internal	audit	 in	state	and	local	self-governance	
agencies and their subordinate organizations in the Republic of Armenia’. Although internal audit does 
exist in many budget organizations (other than in a number of local communities) those internal audit ar-
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rangements are weak and are not capable of providing the systematic internal assurance which if control 
arrangements	were	robust	and	properly	applied	would	provide	appropriate	confidence	to	managers.

93.	 Preparatory	work	has	been	done	to	introduce	and	develop	internal	auditing. With the support of the 
World Bank the following documents were developed, (i) Public Sector Internal Audit Standards, (ii) Code 
of Ethics for Public Sector Internal Auditors, (iii) Guidance on the use of Public Sector Internal Audit Stan-
dards and (iv) Public Sector Internal Audit Manual. In addition, plans are being considered to establish a 
Central	Harmonization	Unit,	covering	both	financial	management	and	control	and	internal	auditing.	The	
institutional	arrangements	for	the	Central	Harmonization	Unit	are	still	to	be	defined.	

3.3 Implications of Program based budgeting Reforms on Budget Execution

94. As discussed in earlier parts of this report, the implementation of program based budgeting will re-
quire business process changes in the transaction handling and reporting processes in the treasury9. 
The database underlying application software in the Budget department and the Treasury will have to be 
structured	so	as	to	provide	linkages	between	upstream	and	downstream	elements	of	the	budget	and	financial	
management processes. 

•	 Firstly,	the	classification	of	data	at	the	budget	preparation	stage	should	reflect	the	linkages	between	the	
sector priorities and program priorities of the Medium Term Expenditure Framework with the program 
and	activity	classifications	used	in	program	budgets.

•	 Secondly,	 to	 ensure	 that	 both	 the	Medium	Term	Expenditure	 Framework	 and	 Program	Budgets	 are	
“live” documents and not just presentational, it will be necessary to link the budget execution data in the 
Treasury data base with “policy objectives”, “sectors”, “programs” and “activities” budgeted for in the 
Medium Term Expenditure Framework and annual program budgets.

•	 Thirdly,	it	will	be	necessary	to	link	the	budget	execution	data	with	the	non-financial	data	required	to	
evaluate whether the Medium Term Expenditure Framework priorities and Program Based Budgeting 
programs are being executed as envisaged in the budget. 

95.	 To	establish	these	linkages	while	configuring	the	integrated	budget	execution	database	for	each	user,	
it	is	necessary	to	take	a	number	of	steps. These include (i) identify and code all the programs and ac-
tivities across the government10;	(ii)	link	the	performance	indicators	(outputs	or	outcomes),	and	indicator	
targets (quantitative, qualitative, or timeliness11)	with	respective	“programs”	and	“activities”;	(iii)	incorpo-
rate the links between the owners (cost/ responsibility centers) and their “programs” and “activities” in the 
budget	execution	database;(iv)	link	the	“programs”	and	“activities”	to	their	respective	financial	information	
(costing	and	resulting	budget	provisions);	and,	(v)	be	able	to	distinguish	between	resources	required	for	
continuing “baseline” activities and additional resources required to implement new initiatives or augment-
ed versions of baseline activities12so as to make full use of the Medium Term Expenditure Framework as a 
basis for allocating budgetary resources. The program and activity codes discussed at (i) above should be 
included as an additional segment in the core Chart of Accounts used for budget execution and accounting. 
The	remaining	linkages	to	“policy	objectives”,	“sectors”	and	“non-financial”	information	could	be	linked	
(through subsidiary data tables maintained in the system) whenever there is a need to update or report on 
achievement of results.

9	 	These	changes	could	be	planned	and	configured	in	advance.	Implementation	should	be	phased	in	tandem	with	the	implementation	schedule	of	the	Pro-
gram Based Budgeting reform.
10  It is suggested that unique codes be used for classifying programs and activities instead of establishing hierarchical links between these two components 
or	between	these	components	and	other	classifiers	such	as	functions	or	sub-functions.	The	advantage	of	doing	so	would	be	that	the	“programs”	and	“activi-
ties” could be linked through “open” menus to cost centers (organization), functions (Medium Term Expenditure Framework sectors), performance indica-
tors (outputs or outcomes), and indicator targets (quantitative, or qualitative).
11	 	The	draft	“Illustrative	Program	Budget	for	2008”	establishes	a	framework	for	presenting	a	program	budget	which	defines	Cost	Center,	Program,	Activity,	
Quantitative	Measures,	Qualitative	Measures,	Timeliness	measures,	Costs,	Related	Programs,	Outcome.	
12	 	This	distinction	could	be	drawn	by	using	an	addition	tag	in	the	classification	of	activities	to	indicate	whether	the	activity	is	a	priority	activity	and	therefore	
being funded additionally to the baseline. The tag could be removed if the funding in subsequent years is taken as a part of the baseline.



Public Financial Management Reform Priorities 38

3.4 Recommendations

96. The main recommendations of this section and their broad sequence of implementation are indicated in the 
table below:

table 3. Summary oF recommendationS on budget execution

Reform area Stage 1 Stage 2 Stage 3

Provide manage-
rial flexibility 
without com-
promising on 
transparency and 
accountability

•	 Continue the following on-going reforms and maintain consis-
tency with the overall GFMIS architecture:

•	 Provide direct access to its systems to program managers to 
record transactions and perform budget control.

•	 Interface the database of the Budget department with its own 
database.

•	 Develop internet-based software to register and monitor procure-
ment contracts.

Test and roll out the improved 
web-based access to the Treasury 
and Budget systems.

Ensure that these 
processes are config-
ured in the GFMIS.

Program Budget-
ing

•	 Include program and activity classification in the Chart of Ac-
counts.

•	  Prescribe posting and reporting rules for this classification 
segment.

Update the Treasury processes 
and underlying database to 
include financial and non-financial 
information related to program 
implementation.

Configure GFMIS 
to include program 
budgeting informa-
tion in the budget 
formulation and 
budget execution 
modules.

Accounting 
reform

•	 Improve cash based accounting and reporting to mitigate current 
weaknesses. 

•	 Undertake preparatory activities for implementing accrual ac-
counting such as the identification of responsible persons to 
implement the reform, legal framework, Develop instructions and 
manuals

•	 Undertake training and other capacity building measures.

•	 Inventory government assets 
and liabilities. 

•	 Value the listed assets and 
liabilities.

•	 Record these values as open-
ing balances in the balance 
sheet for selected implemen-
tation years.

Implement accrual 
based accounting 
and reporting at 
different levels of 
government.

Reporting reform •	 Provide budget control, data recording and payment facilities to 
Non Commercial Organizations and include their budget execu-
tion data in Treasury reports

•	 Provide facilities to the line ministries to submit their quarterly 
statements electronically

Public Internal 
Financial Control

•	 Revised draft law on internal audit, issued in October 2009, 
should be finalized as a matter of urgency 

•	 Both primary and secondary legislation should make clear that 
internal auditing will be focused on providing assurance to 
management on the standard of risk management, control, and 
governance. 

•	 An outline Internal Audit Charter should be developed. 
•	 During the transition period, the role of internal audit should be 

limited to carrying out ‘assurance’ assignments. 
•	 The reporting arrangements for the Head of Internal Audit should 

protect the functional independence of internal auditing and 
should also recognize that the internal audit unit is an intrinsic 
part of the organization

•	 It will be necessary to phase in internal auditing over a period 
of years and on a pilot basis, starting with just two or three line 
ministries.

•	 The first cadre of internal auditors should be identified and 
appointed to internal audit units in the ministries in which the 
new approach is going to be piloted – this is permitted by the 
existing legal framework. This first cadre of internal auditors 
should receive training in the basic concepts of internal control 
and internal audit and in the basic techniques for carrying out a 
modern risk-based, and systems-based, internal audit. 

•	 The law governing the Chamber of Control should be reviewed 
and revised – to refocus the Chamber’s activity on an external 
‘financial statement’ audit and to facilitate co-existence with 
internal audit

•	 A long-term qualification and 
certification strategy should 
be adopted for the profession 
of internal auditing. 

•	 A career structure should be 
developed for internal audit 
staff. 
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4. Cross cutting challenges

4.1 Integrated Government Financial Management Information System

4.1.1 Government objectives

97. The draft strategy envisages the introduction of a Government Financial Management Information 
System	(GFMIS)	as	a	critical	enabler	of	public	financial	management	reforms13. The need for GFMIS 
has been recognized for over 10 years and endorsed by both the Armenian Government and the World Bank. 
The Government of Armenia has developed comprehensive technical requirements and an implementation 
strategy	for	such	system,	to	be	built	on	the	basis	of	a	commercial,	high-end	financial	management	software	
package.	Given	that	the	lead	time	to	final	rollout	of	this	system	is	7	years,	further	delay	in	the	decision	to	
implement it is not advisable.

4.1.2 Characteristics of the current treasury system

98. The current computerized information systems used by the Ministry of Finance (see Table 4 below) 
can	be	described	as	essentially	electronic	file	transfer	systems	for	central	public	sector	cash	manage-
ment under a Treasury Single Account.  Files (not individual transactions) are transferred daily between 
the Central Treasury, each of the Local Treasury Branches and the Central Bank, containing cash-oriented 
budget, revenue and expenditure transactions.  The systems are cash -based, except with respect to contract 
commitments	which	are	recorded	and	verified	as	they	occur.		

table 4. overview oF current ict SyStemS SuPPorting Financial managemen

System Technology Weaknesses

LSFinance provides basic financial management 
control functions for state and community pub-
lic sector agencies namely: (i) accounting for 
revenues and expenditures; (ii) verification of 
expenditures against contract commitments and 
approved quarterly and monthly cash budget 
limits; (iii) verification of contract commit-
ments against the budget; and (iv) production 
of basic financial analysis reports related to the 
above functions.  

Developed and 
maintained by a local 
Supplier (LSOFT) in Ye-
revan. Original version 
developed using Clip-
per and DOS operating 
system is still being 
used in some LTBs.  
New version Oracle 
9.5i and MS Windows 
Server 2003 is avail-
able and runs centrally 
and in the larger Local 
Treasury Branches.

There are forty four independent versions 
of the system, each with its own data base.  
One runs at the Central Treasury and the 
other 43 at the Local Treasury Branches.  
They exchange messages among them and do 
not directly reconcile their data bases. 
Messaging architecture of the system for rec-
onciliation and verification against central data 
bases is not amenable to online, integrated 
transaction processing required by modern 
PFM. 
The Ministry of Finance has contractual 
restrictions over the software and difficulty 
to expand it or extract data from it without 
agreement and payment to LSoft.

BankMail system, owned by the Central Bank 
(CB) and operated over dedicated, CB-managed 
wide area network (WAN), manages the ex-
change of information (via messages) between: 
(i) the CB and the CT for revenue transactions; 
(ii) the CT and LTBs for all transactions handled 
by the LSFinance system (see above); and (iii) 
the CT and the CB for payments out of the Trea-
sury Single Account.     

A	client/server	
architecture with the 
Server side running 
at CT and the client 
side running in LTBs. 
The system uses Lotus 
Domino providing 
message transport 
services.   

While Bankmail system is a strong, reliable 
platform for message exchange on inter-bank 
financial transactions, it is of course not an 
online system and it is not designed to sup-
port the public financial management (PFM) 
functions of the Ministry of Finance.  Once 
the Ministry  is able to develop its own, 
online PFM system, use of Bankmail should 
focus only on support for the management of 
the Treasury Single Account.  

13  See Box 10 on page 31.
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System Technology Weaknesses

LSBudget System is used centrally at MFE for 
preparation of annual budgets.  It is reportedly* 
a straightforward data capture and reporting 
system for budget data received from the line 
Ministries either in paper or electronic form.  The 
system also allows exporting of agency budgets 
(not of individual transactions) to the LS-Finance 
system.  As noted, a contract is ongoing with the 
local LSoft company which developed this system 
back in 2001 to allow line ministries to connect 
directly to this software and enter their budget 
data.   

LSBudget is based on 
client-server technol-
ogy.  The database 
(server side) is imple-
mented using Micro-
soft SQL Server 7.0.  

The system allows importing and exporting 
(to LSFinance system) of completed agency 
budgets, but it does not allow dynamic (and 
certainly not online) updating of the budget 
data and therefore it cannot be considered 
a budget management system (in the sense 
described in Box 5).

*  The mission was unable to see a demonstration of this system.

99.	 The	systems	are	based	on	a	file	messaging	architecture	and	use	proprietary	 infrastructure	(Lotus	
messaging	software	and	wide	area	network)	of	the	Central	Bank	which	is	highly	reliable.		Technically 
this architecture and infrastructure is appropriate for the current cash management function of the systems, 
and clearly this function is performed with a high degree of administrative discipline throughout the trea-
sury organization.  However this architecture and technology are two or three generations removed from 
the	current	architecture	and	technology	used	by	modern	integrated	financial	management	systems14.  

100.	 Since	 the	Local	Treasury	Branches	hold	 the	 accounts	 of	 the	budget	 agencies	 ascribed	 to	 them,	 the	
systems	do	support	verification	of	expenditure	transactions	and	contract	commitments	against	budget	
allocations	and	cash	releases,	at	the	time	of	data	entry.		However,	this	basic	financial	management	func-
tion is not online and is available only to the Treasury not the budget agency staff.  A current initiative 
(see paragraphs 63 on page 33) would allow line ministries to enter their transactions into the Local Treasury 
Branches	system	online	on	a	pilot	basis	and	thus	for	the	first	time	benefit	from	online	transaction	verification	
and	approval.		This	however	would	be	only	a	partial	benefit	as	final	approval	of	all	transactions	happens	only	
at	the	Central	Treasury,	whose	files	are	not	reconciled	with	those	of	Local	Treasury	Branches	in	real	time.	

101.	 In	sum,	the	functionality,	the	technical	architecture	and	the	technology	used	for	the	current	Minis-
try of Finance systems are suitable for the present limited focus on cash control by the Treasury but 
they	cannot	support	broader	public	financial	management	functions	by	spending	agencies	such	as	
cost accounting, managerial accounting, program budgeting, integrated reporting, eventual accrual 
accounting, etc.		Further	expansion	or	modification	of	existing	systems	to	support	proposed	PFM	strategy	
cannot be recommended. 

102.	 Various	reports,	notably	from	the	IMF,	Sigma15 and Corporate Solutions have pointed out the critical 
benefits	to	be	derived	from	the	rich,	integrated	functionality	of	GFMIS.	These	include: 

•	 A	GFMIS	can	support	a	reworking	of	financial	management	processes	in	areas	such	as	fund	flow/release	
and commitment/payment so that they are more streamlined as a support to effective budget implementa-
tion	while	enforcing	firm	control.

•	 A	GFMIS	will	provide	a	more	effective	linkage	between	the	results	oriented	budgeting	system	that	Govern-
ment is seeking to introduce with accounting and accountability systems.

•	 In	particular	in	relation	to	linkages	a	GFMIS	will	facilitate	allocating	and	controlling	budgets	in	terms	of	
expected results and responsibilities for delivering those results at the operational levels, while strengthen-
ing central oversight.

•	 A	GFMIS	will	make	possible	more	in-depth	data	analysis	that	will	 inform	service	delivery	managers	in	
making better use of the resources available to them (in areas such as understanding the costs of service 
delivery)	while	strengthening	data	flow	for	monitoring	and	formal	accounting	purposes.

4.1.3	 Costs	of	a	commercial	off-the-shelf	GFMIS

103.	 A	GFMIS	should	be	a	priority	if	the	Authorities	intend	to	develop	the	public	financial	management	
system further.	Robust	automated	and	information	rich	ICT	is	a	critical	enabler	for	efficient	and	effec-

14	 	Systems	have	progressed	from	batch	file	processing	to	online	client-server	architectures,	to	Web-based	architectures	and	now	to	service-oriented	archi-
tectures (SOA).  
15  Sigma Armenia PIFC Gap Analysis, 4.3, pg. 42.
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tive	financial	management.	In	sync	with	modernization	of	budget	processes	most	countries	have	carried	
complementary investments in ICT systems. 

104.	 A	major	concern	regarding	a	new	GFMIS	is	the	expected	price.	This is not least because such a system 
would likely have to be fully or partly loan funded and a very strong business case would have to be made for 
a major ICT investment at this point in time given deep concerns regarding the level of debt and other pressing 
demands	on	the	state	finances	including	social	spending	in	light	of	the	economic	situation	of	the	country.	

105.	 Consultants	have	estimated	the	costs	of	a	GFMIS	to	be	around	EUR	15	million	which	currently	would	
be	equivalent	to	approximately	USD	20	million. An overview of the consultants cost estimate is included 
in Annex 2.	This	estimate	could	be	seen	to	be	on	the	high	side.	The	average	costs	of	integrated	financial	man-
agement systems funded by the World Bank in the Europe and Central Asia region amounts to around USD 
10	million.	Most	recently,	bids	for	similar	or	larger	integrated	financial	management	information	systems	in	
Moldova and the Kyrgyz Republic came in at USD 10.5 million and USD 6.5 million respectively. 

106.	 As	there	is	consensus	on	the	benefits	of	a	GFMIS	in	the	functional	departments	of	the	Ministry	of	
Finance, there is a strong case for assessing in more details the cost estimate provided. The mission 
would like to raise the following issues and options which would bring down the estimate:

•	 Licensing	costs	could	be	compared	to	similar	costs	in	other	Bank	funded	projects	in	the	region.
•	 Estimates	of	the	communication	costs	are	high	compared	to	international	experience.
•	 The	configuration	of	the	system	(the	systems	specifications)	could	be	evaluated	by	the	Ministry	to	fur-

ther assess whether the proposal is in line with or exceeds the Ministry’s requirement. 
•	 Rollout	options	could	be	considered.	The	main	future	needs	might	be	met	through	a	rollout	of	the	system	

to only main spending units in the Yerevan area and major urban areas. This would substantially reduce 
licensing and communications costs etc. The relevance of this proposal would depend on whether in-
deed the list prices would be applied for the licenses.

•	 The	possibility	of	providing	the	required	for	infrastructure	(wide	area	network	and	a	data	center)	as	a	
government wide facility could be considered i.e. as infrastructure being used by different agencies. 

4.1.4	 Alternatives	to	commercial-off-the-shelf	software

107.	 For	many	years,	the	Ministry	of	Finance	has	successfully	used	locally-developed	software	for	its	trea-
sury operation and this software has been upgraded over time.  Thus, the costs and complexity of com-
mercial off- the–shelf software packages are often contrasted with those of bespoke software as a possible 
solution.  While recognizing that bespoke software is now usually built on top of off the shelf modules and 
not from scratch, the following consideration could be taken into account:

•	 Building	financial	management	information	systems	involved	risks	of	delay,	budget	overruns	and	dif-
ferent than planned functionality whether acquired as commercial off-the-shelf software or developed 
specially for the country in question. Organizations have to make clear which approach they are best 
equipped to manage, including whether they have the skills to manage a large soft ware development 
project in addition to business process changes. 

•	 There	are	now	industry-standard	methodologies	that	reduce	risk	of	software	development,	but	adhering	
to them is a complex managerial challenge. 

•	 Bespoke	software	 is	 likely	 to	 lack	 the	 industrial	 strength	of	high-end	software	packages	whose	 reli-
ability has been honed through use by multiple clients over long periods of time. Over time, bespoke 
systems can become quite stable provided strong project and ICT management can be mobilized. 

•	 Costs	of	designing	and	maintaining	bespoke	systems	accrue	over	 the	years	as	opposed	 to	 through	a	
larger upfront investment thus potentially “hiding” the real total cost of the approach as compared to a 
larger upfront investment in a commercial off-the-shelf system.

108. A decision on whether to eventually choose a commercial off-the-shelf solution or a bespoke system should 
be informed by a comparison of the total life cycle costs of both approaches as well as on a comparison of 
risks	and	benefits16. It is the assessment of the team that a commercial off-the-shelf solution would be less 
risky given the limited internal software development and software project management capacity of the 
Ministry of Finance.  In this regard, it should be pointed out that the vast majority of countries adopt COTS 
solutions whether at the outset or as a second generation solution.  

16  Life cycle costs refer to the total cost of systems ownership. It includes all costs of buying, maintaining, upgrading and disposing of a system. Estimations 
of	life	cycle	costs	are	useful	when	decision	makers	have	to	compare	alternatives	that	fulfill	the	same	performance	requirements,	but	differ	with	respect	to	
initial costs and operating costs. Such a comparison facilitated a selection that minimizes costs/maximizes savings.
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box 16. exPerience with a beSPoke gFmiS in turkey

Within the last decade, the Turkish Ministry of Finance (MoF) General Directorate of Public Accounts (GDPA) has modern-
ized and fully automated most of the critical Public Financial Management (PFM) processes benefiting from the advances in 
information and communication technology (ICT). Successful implementation and gradual expansion of several key Financial 
Management Information System (FMIS) components have contributed considerably to efficient public resource allocation 
and use. Integration of core budget preparation, execution, accounting and reporting functions and linkages with other PFM 
systems (Tax, Customs, Debt Mgmt, Procurement, Payroll, Asset Mgmt, etc) have created a reliable FMIS solution to support 
daily countrywide operations effectively, and provide valuable feedback for performance monitoring and economic policy 
formulation. The recently completed Public Expenditure and Financial Accountability (PEFA) assessment (December 2009) 
underlines most of these achievements, together with possible improvements for a more comprehensive PFM system.

Since early 1960s, most of the MoF Directorates have chosen to build strong in-house software development, system man-
agement, help desk and maintenance capabilities to ensure effective technical support for PFM processes (Treasury Single 
Account operation with the Central Bank was initiated in 1972). The GDPA has managed to sustain all information systems 
with a competent team of specialists (currently 77) working under the GDPA Information Technology Department (ITD) and 
benefiting from the technical support of various ICT suppliers under the warranty agreements.

One of the key MoF information systems is the say2000i (web-based public accounting system) managed by the GDPA ITD for 
public expenditure management, accounting and reporting needs since its countrywide introduction in 2001 (initially serving 
6,000 concurrent users (15,000 staff in total) from 1456 Accounting Offices (AOs) located at 81 cities and 850 towns). The 
functionality, scope and technical infrastructure of the say2000i system have been substantially expanded during 2002-2006 
(to serve 12,000 concurrent users in 1464 AOs), resulting in significant improvements in transparency and comprehensiveness 
of the PFM systems and paved the way for implementation of remaining PFM reforms. The GDPA ITD capabilities have also 
been gradually expanded since 2002, to focus more on modern web-based in-house developed applications and open-source 
solutions to provide secure on-line access to a broader group of authorized budget users and auditors over the years.

Starting from 2006, the Public Expenditure and Accounting Information System (KBS) has been introduced as the expanded 
version of say2000i system for nearly 46,000 Spending Units (SUs). Currently, KBS supports more than 110,000 users across 
the country. In 2006, centralized calculation of public employee salaries (nearly 1.8 million employees) has been initiated. In 
2007, open source salary calculation module has been accessible to all SUs via Internet. In 2008, the KEOS (Public Electronic 
Payment System, implemented by GDPA, Undersecretariat of Treasury and Central Bank) was launched for direct daily pay-
ments of all central accounting units. Furthermore, the Gumkart application (GDPA, Undersecretariat of Customs, Vakıfbank) 
was initiated to centralize payment of customs duties. The KBS-General Government Financial Statistics Application is used 
for collection of accounting reports from all Local Governments. KBS Budget Execution Reports module provides online infor-
mation about the performance of budget execution to all central and local budget users since 2006. Financial statistics have 
been	produced	according	to	international	standards	via	say2000i/KBS	and	submitted	to	international	institutions	(IMF,	WB,	
Eurostat) since 2006. Web publishing of all budget reports are linked to centralized databases to ensure monthly automatic 
updates from reliable FMIS databases. Development of new KBS modules (SU Payment Orders, Movable Assets Management 
System, etc.) designed for full integration of SUs with AOs have been initiated in 2009. User and role management of all KBS 
modules are managed through an Identity Management System.

As a part of PFM modernization efforts, the MoF General Directorate of Budget and Fiscal Control (GDBFC) has developed the 
e-Budget (e-Bütçe) as a centralized web-based budget preparation and monitoring system for all line ministries and central 
government agencies in 2006. e-Budget system includes a large number of modules to cover key requirements of new regula-
tions in the Public Financial Management and Control (PFMC) Law. Interface between KBS and e-Budget has been improved 
substantially to exchange daily information on budget allocations, payment orders and execution results. In 2008, the MoF 
Strategy Development Unit (SDU) has introduced SDU.net (SGB.net) as a distributed web-based application to be installed 
in line ministries and central government agencies for supporting core PFM needs. 

Enhanced	capabilities	of	say2000i/KBS,	e-Budget	and	SDU.net	and	linkages	with	external	PFM	systems	cover	most	of	the	
core FMIS requirements. The MoF is in the process developing several additional modules (e.g. SU payment orders, recoding 
all invoices, moveable assets, electronic payments, commitment management) to improve PFM practices and develop a fully 
integrated FMIS platform until 2012. It is also important to note that most of the PFM reforms and implementation of infor-
mation systems were funded from the MoF budget so far. The MoF officials are also committed to the development of proper 
ICT standards and governance model in line with the international good practices and coordinate their efforts with ongoing 
e-Government (e-Türkiye) program and action plan.

Source: World Bank staff

4.1.5 Interim software architecture and software development strategy in advance of GFMIS

109.	 A	full	roll	out	would	likely	take	around	6-7	years. Piloting of a GFMIS would not be initiated before 
3-4 years after a decision to implement it has been taken due to the appropriately lengthy approval pro-
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cess involving the Armenian Government and Parliament, procurement processes and time required for 
implementation. If	funding	is	provided	by	international	financial	institutions,	their	approval	process	would	
further add to the time line. In light of this, the current system is being further developed by the Armenian 
Authorities as discussed in chapter 3. The following three main functionalities are being added to the exist-
ing	financial	management	system:	

•	 Firstly,	the	Treasury	plans	to	provide	direct	access	to	its	systems	to	program	managers	to	record	transactions	
and perform budget control. A pilot project has been started in the Yerevan Municipality to provide them 
direct access to the database of the automated software system “Treasury Operation Day” of the Central 
Treasury.

•	 Secondly,	the	Treasury	is	taking	steps	to	interface	the	database	of	the	Budget	department	with	its	own	data-
base. The Treasury has entered into a contract with their application software vendor to establish a “mutual 
electronic integration of the budget formulation database owned by the application “LSBudget” in the Bud-
get Department, and the budget execution database owned by the application “Treasury Operation Day”.

•	 Thirdly	 the	Treasury	has	contracted	 the	development	of	 internet-based	software	 to	 register	and	monitor	
procurement contracts. It is envisaged that this software will be interfaced with the Treasury Operation Day 
and “LSBudget” systems.

110. The pilot in Yerevan municipality had yet to be fully implemented at the time of the mission, and contracts 
for delivery of the other two initiatives had just been signed. 

111. Given the time lag before a new GFMIS can be implemented and given the desire and need to further 
develop the systems, whether as an interim or permanent solution, two enabling activities can be 
considered. These could be undertaken with a view to facilitate that (i) IT management capacity necessary 
is	gradually	and	timely	built	up;	(ii)	PFM	reforms	can	be	piloted	in	advance	of	a	possible	GFMIS;	(iii)	data	
and process architectures necessary for GFMIS are completed early on, and (iv) interim software develop-
ments dovetail with a possible future GFMIS.

112.	 Firstly,	the	ministry	would	benefit	from	developing	a	Ministry-wide	strategic	IT	plan	including	data,	
process and technology architectures.  An initial deliverable could be an IT management policy frame-
work, capacity building plan and security plan (modeled on ISO 27001 standards). Much of this work, par-
ticularly the technology architecture, has been already done as part of the Consultant study for the GFMIS 
mentioned above.  However, data and process architectures need to be expanded to account for the require-
ments	of	the	reform	strategy;	IT	human	resources,	organization	and	management	capacity	expansion	needs	
to	be	planned	for;	and	IT	management	policy	framework	with	respect	to	information	quality,	security	and	
protection must be put in place.  All these are prerequisites for successful introduction of integrated GFMIS, 
so there is every reason to start related work immediately. 

113.	 Secondly,	develop	an	architecture	 for	PFM	systems	and	 interim	bespoke	 software	 to	 support	 the	
PFM reform strategy in advance of GFMIS.  An option could be to apply a service oriented architecture 
which allows interoperation of existing systems (LS Finance, LS Budget, Bankmail) with interim software 
developments and with future GFMIS.  This approach would contrasts with the piecemeal expansion of 
current systems being presently done.  By breaking down process requirements of the integrated PFM 
system into web-based services and formulating an architecture of integration and collaboration of such 
services, a service oriented architecture allows building of interim bespoke software that (i) leverages the 
well	tested	expenditure	control	and	funds	transfer	functionalities	of	the	present	software;	(ii)	allows	pilot-
ing of key reforms such as program budgeting by leveraging low-cost, open-source software platforms, and 
(iii)	provides	the	data	and	procedural	specifications	for	configuration	of	the	GFMIS,	when	available.		Most	
importantly, by taking this step the Ministry of Finance would build up the internal capacity for procure-
ment, contract management and future operation of the integrated GFMIS.
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box 17. international exPerience From introducing integrated Financial management SyStemS

There are four main stages in the process of introducing an IFMIS: preparation, design, procurement, and pilot and roll-
out. The successful implementation of this process requires three supporting elements: sound project management; ad-
equate resources and complementary organizational development; and parallel improvements in business procedures and 
practices supported by a suitable legal and regulatory framework.

When designing a government IFMIS, it is critical to review the legal and regulatory framework and assess the necessary 
changes to the overall framework for public financial management, including the deployment and reporting of resources. 
Particular reforms that are critical include i) Structure of the budget and the accounts, ii) Main budgeting and accounting 
principles, iii) Cash management and iv) Control structure

IFMIS implementation should be seen as a public finance reform that affects how things are done across government. It 
requires changes in management and organizational structures. It requires changes in workflows. And, it requires changes 
in roles and responsibilities. Changing business processes is, therefore, a critical aspect of any IFMIS reform. This will 
require a review of all systems, functional processes, methods, rules and regulations, legislation, banking arrangements 
and related processes. New procedures will have to be established and standardized throughout government. New job 
descriptions will have to be formalized. The arrangements and systems for internal and external control of public financial 
management will have to be improved.

Change management strategy is also a key factor of success. It needs to be designed taking into consideration the change 
implications for diverse stakeholders, from politicians and senior managers to department heads, civil servants and the 
IT personnel who will support the new systems. A core team needs to be designated to manage the change, composed of 
people who can and are empowered to lead. This requires a strategy, a plan, with alternatives, with an aim to bring about 
the change. Overcoming resistance will happen through clear communication, education, training, and “quick wins” that 
demonstrate the benefits of change.

Particular challenges in course of implementation also include i) Government ownership and financial support, ii) Recruit-
ment and sustainability of IT specialists in public sector, iii) Existence of a reliable countrywide network infrastructure, 
iv) Realistic ICT cost estimates to reduce procurement risks, v) Web based applications & open systems to reduce cost and 
duration	of	implementation,	vi)	Proper	requirements	for	Records	Management,	Information/System	Security	and	Digital	
Signature in design, vii) Coordination with e-Gov activities (interoperability & resource sharing) and viii) Project manage-
ment, monitoring and evaluation skills

Sources: i) Integrated Financial Management Information Systems: A Practical Guide, USAID, 2008; ii) Diamond and Khe-
mani, Introducing Financial Management Information Systems in Developing Countries, IMF Working Paper, 2005. Iii) Dener, 
Development of Application Software for IFMIS, Presentation on 4th IFMIS CoP Roundtable, 2007

4.1.6 Prerequisites for successful GFMIS Implementation

114. While the main role of GFMIS is to enable the broader reform process, international experience has 
shown that it also depends on those reforms for its success. This means that the deployment lead time 
(3.5 years) is neither fully in the critical path, nor idle time with respect to the reform process. The follow-
ing pre-requisite institutional reforms would also need to begin in earnest in Armenia, with the involvement 
of all GFMIS stakeholders:
■	 The	development	of	a	service	mentality	and	culture	of	transparency	and	accountability.	This	requires	

appropriate incentive policies and top-down leadership. If not already started, GFMIS will not meet 
expectations or contribute appropriately to the required culture change.

■	 A	change	in	management	strategy,	business	processes	and	skills	development	initiated	by	the	time	the	
system is introduced.

■	 Professional	project	management,	starting	with	the	procurement	process	for	GFMIS.
■	 Strengthened	internal	capacity	for	information	and	technology	management,	to	be	in	place	before	the	

system is procured. This involves developing an IT strategy with all architectural, organizational, hu-
man resources and policy framework elements. IT security policy and HR management in particular are 
aspects	that	must	be	firmly	in	place	by	the	time	the	technology	comes	in.	

115. The above considerations could be included in an ICT strategy for the Ministry of Finance. 
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box 18. PoSSible elementS oF an ict Strategy For the miniStry oF Finance

	 Increase the focus on strengthening the IT management function. GFMIS is a technically complex facility that requires 
professional, in-house IT management. An external maintenance and support contractor is necessary but not sufficient. 
The strategy should at a minimum suggest solutions to problems of staff retention, training and remuneration.

	 Make explicit the desired ICT architecture. In so doing it could be considered, following further analysis, whether 
the ministry would be well served by requiring web services and service-oriented architecture, together with their 
associated W3C standards for software technology acquisition. This will ensure strategic integration. 

	 Develop within Treasury an approach to acting as a ‘data warehouse manager’ servicing the needs of various users 
and types of use from the database under its overall management and providing flexible forms of access to that data.

	 To utilize non-proprietary software that can be changed and replicated at will by MFE. 
	 To design and engineer software for possible expansion and industrial strengthening. 
	 Allow flexible packaging of procurement. For example, to separate the procurement of hardware and application software.
	 Revisit business process analysis and design in light of the final reform strategy. The specification of requirements 

for GFMIS should reconcile BPR aspects of the strategy that assume public financial management reforms different 
from those ultimately sanctioned by the Government of Armenia. 

	 Reconsider infrastructure requirements in a government-wide context. Ministry of Finance could consider joining 
the Intranet project of the Armenian Government in lieu of setting up its own wide area network as presently pro-
posed. Similarly, the data center component of the proposed GFMIS infrastructure could be implemented through a 
government-wide facility, as many other countries are doing. 

4.2 Capacity
116.	 Significant	programs	of	training	have	been	mounted	in	recent	years	and	funded	by	both	Government	

and donors.	However,	these	programs	have	tended	to	be	focused	on	specific	system	developments	and	of	
a largely ad hoc nature. Capacity is about much more than just skill development and encompasses other 
issues such as personal development, career development, recruitment and retention.

117. There are two clear groups of people who need to receive capacity development in the context of the 
public	financial	management	reform	strategy. Firstly, people whose main focus is on undertaking public 
financial	management	processes.	Secondly,	service	managers	who	need	to	apply	public	financial	manage-
ment processes as a part of their broader function. The draft reform strategy recognises the need to develop 
the	cadre	of	public	financial	management	 specialists	on	a	more	comprehensive	basis	 than	has	been	 the	
practice. But proposed programs are still rather fragmented across the different functional groups which fail 
to address the need to give professionals more broadly based skills. And less attention is given to the devel-
opment	of	public	financial	management	skills	among	service	managers.	The	stated	aim	of	Government’s	
draft	reform	is	that	public	financial	management	reform	should	have	a	positive	impact	on	policy/service	
delivery and this aim will be frustrated if the managers concerned are not made to feel comfortable with 
the	financial	management	system	as	an	ally	to	effective	delivery	rather	than	a	hindrance.	As	well	as	process	
improvements,	knowledge	of	how	to	use	financial	management	systems	in	a	positive	way	is	the	keys	here.	

118.	 Much	more	needs	to	be	done	in	this	respect.	Given	high	profile	in	the	strategy,	stage	1	of	the	strategy	re-
quires	a	significant	level	of	investment	in	capacity	if	it	is	to	be	achieved.

4.3 Recommendations
119. The main recommendations of this section and their broad sequence of implementation are indicated in the 

table below:

table 5. Summary oF recommendationS on croSScutting iSSueS

Reform area Stage 1 Stage 2 Stage 3

GFMIS -	Review	existing		Cost	Estimate	for	COTS/	Consider	modifications	to	achieve 
lower cost alternatives

- Initiate decision on implementation of GFMIS
- Initiate procurement of GFMIS
- Carry out interim ICT improvements
- Develop ICT strategy for MOF
- Develop CT policy framework
- Initiate Business Process Mapping

GFMIS 
Implemen-
tation

GFMIS 
Implemen-
tation

Capacity - Continue to expand skill building and professional  development programs 
for PFM professionals across functional areas commensurate with reform roll 
out, e.g. budget analysis, accounting, modernized auditing techniques, etc. 

- Develop training program for Non-financial Managers 
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5. Reform scenarios, strategy and funding
5.1 Reform scenarios 

120.	 As	a	result	of	the	analysis	in	previous	chapters,	a	better	understanding	was	developed	of	the	specific	
areas	of	activity	that	need	to	be	tackled	to	address	the	next	phase	of	reform. However, two constraints 
will	impact	the	ability	to	proceed	with	the	activities	identified	for	the	first	of	three	stages	discussed	in	
the preceding chapters. These relate to i) the amount of resources available to implement the strategy and 
ii) the scale and phasing of development of a GFMIS system. These two things have a strong linkage in that 
the GFMIS development will be, by far, the largest cost item. Constraints on the availability of resources 
will have implications for what sort of system, if at all, will be implemented. This, in turn, would govern the 
form in which Stage 1 as envisaged can be implemented, the speed of its implementation and the robustness 
of Stage 1 as a platform for later stages.

121.	 More	work	 is	needed	to	assess	 the	costs	of	a	GFMIS	as	mentioned	 in	Section	5.1.	However,	 three	
broad reform scenarios can be drawn up based on the current rough cost estimate and the discussed 
possibilities for scaling of a system. Variations and combinations of each scenario could be developed. 

5.1.1 Scenario 1 – Comprehensive ICT enabled business process reengineering

122.	 Under	this	scenario,	Stage	1	would	proceed	across	the	full	range	of	activities	identified	as	necessary	in	
chapters	2-4. Within it, cross dependencies, including between process development and capacity develop-
ment would be managed within detailed work plans. It is estimated that completion would take 5-6 years 
with the overall timing and critical path determined very much by the pace of implementing the full GFMIS 
as	defined	in	the	current	systems	specifications	developed	by	Corporate	Solutions.	

123. Stage 1 objectives of ensuring a shift towards greater focus on responsibility for resource manage-
ment, managed within adequate but streamlined controls, would be achieved. The package of mea-
sures would deliver process and system changes that would address current budget execution weaknesses 
that frustrate effective service delivery, provide information appropriate to more dynamic forms of budget 
management	and	build	the	capacity	of	both	financial	management	cadres	and	budget	managers	to	respond	
to reformed systems and practices. While this is happening during Stage 1 it is proposed that further work 
on	budget	reforms	should	be	confined	to	refining	what	has	already	been	done	rather	than	deepening	its	use	
which we feel would be premature until Stage 1 has been achieved. 

124. Funding requirements for this scenario would depend on a revised cost estimate for a full GFMIS but would 
be substantial. 

5.1.2 Scenario 2 – Intermediate ICT enabled business process reengineering

125. A more limited development of the GFMIS system is possible, but it would have limitations for sup-
porting the sort of process streamlining and information support envisaged as necessary under Sce-
nario 1. The chart of accounts would be extended in order to provide a better link between budget and 
accounts and address at least some of the management information needs envisaged as necessary to support 
managerial needs. But it would not be a vehicle for implementing the streamlined business processes envis-
aged as necessary under Stage 1 in order to allow managers to perform their budgets more effectively. There 
may be some scope for implementing that streamlining by adapting existing manual processes, but this 
is likely to be limited and to have a more uncertain impact. Some momentum towards Stage 1 objectives 
would be maintained and a better coming together of budget formulation, budget execution and account-
ing systems achieved. But the pace would be slower and it would be important to be realistic about what 
could be expected from managers responding gradually over a longer period of time. It would be important 
to understand that the type of system implementation envisaged under Scenario 2 could probably not be 
used later as a platform for implementing a full GFMIS. It would be necessary to start again, albeit with the 
benefit	of	experience	gained	from	implementing	the	interim	solution.
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126. This scenario would imply using limited ICT funding available to (1) start doing the analytical (SOA) and 
business process requirements work necessary to both support reforms and underpin  a possible future full 
GFMIS;	(2)	develop	interim	solutions	based	on	this	analytical	work	and	on	open	source	software	platforms	
while GFMIS funding is secured. 

5.1.3 Scenario 3 – Deepening select reform activities

127. Scenario 3 is based on a highly restricted resource scenario of no funding for new ICT. Under this 
scenario nothing more than simple bolt-on extensions to existing accounting/information systems would be 
possible.	It	would	not	be	possible	to	significantly	close	the	gap	between	the	program	based	budget	reforms	
that have already been introduced and the weak budget execution systems that exist. Under this scenario 
it would probably be wise to put the budget reforms into a form of “care and maintenance” in which they 
are kept alive, but not developed as envisaged to be the main focus of appropriation and monitoring. Some 
simple steps could be taken to tackle major existing areas of weakness in execution and control systems 
such as those applying to the considerable number of non-commercial entities. Capacity could be devel-
oped in areas such as IT management and for the audit cadre in preparation for a time when more substantial 
steps might be taken, but training for budget managers in ministries etc would be much more limited as 
constraints on their performance would still be severe.  

128.	 A	key	area	of	risk	derives	from	the	funding	scenarios	discussed	above. Scenario 3 would keep some 
progress going in limited areas, but would leave open the risk of degeneration in other areas of reform that 
are	dependent	on	faster	progress	in	tackling	the	areas	of	weakness	identified.	For	example,	the	performance	
oriented budget reforms already introduced might begin to fall into disuse because they are not effective 
without the complementary reforms envisaged in the Reform Strategy. Scenario 2 would be more likely to 
keep momentum going, but runs the risk of a short life to the still substantial investment in interim solutions 
to IT needs.

5.2 Strategy17 

5.2.1 Reform Approach 

129. Government has recognized that there is a need for a more coordinated and systematic approach if 
objectives described in the draft reform strategy are to be achieved. Broadly, three different approaches 
to	reform	can	be	identified	as	relevant	to	Armenia	at	this	stage:	

•	 Reform	planning	and	implementation	can	focus	on	separate	function	and	processes	with	responsibility	
and accountability being anchored in individual functional departments of the Ministry of Finance. The 
Armenian approach has so far been largely of this type. Individual	reforms	have	been	identified	by	the	
‘process	owners’	within	the	administration	who	progress	them	based	on	their	own	perception	of	priori-
ties and enthusiasms. As a way of starting there is nothing wrong in this sort of pragmatic approach. In 
fact, it may be the only way of creating momentum for countries that start from a low base and weak 
capacity.

•	 Alternatively,	focus	can	be	on	the	combined	impact	of	reformed	processes	on	service	delivery.	This	fo-
cus addresses the end purpose of reform. This approach requires attention to linkages between function-
al processes. In this approach, the reform strategy is driven not by initially targeting individual process 
reforms, but by identifying the characteristics required of the PFM system and only then deciding what 
further process reforms may be necessary to achieve each characteristic.  Examples of these character-
istics	might	be	‘more	predictability	in	the	resources	available	to	those	delivering	service	as	a	basis	for	
planning	service	delivery’	or	‘strong	accountability	and	transparency’.	The	feature	of	this	approach	is	
that it usually requires changes in several processes to come together in order to put each characteristic 
in place. It normally works best where the basics are already in place and can be considered fairly ro-
bust so that focus can be placed on the next wave of reforms that will draw those processes together to 
achieve positive impact.

17  This section 6.2 is in large parts copied from a technical note on “Public Financial Management Reform: Some Suggestions on strategy and next steps” 
from June 2009 drafted by Mr. Brooke, World Bank Consultant.
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•	 A	third	approach	focuses	on	deepening	process	based	reforms	but	gradually	introduces	a	service	focus.	
As	such,	this	is	a	hybrid	of	the	two	first	approaches.		It	recognises	that	there	are	still	some	basics	to	be	
put	in	place	and	that	it	may	be	too	soon	to	shift	the	emphasis	from	the	drive	of	individual	‘process	own-
ers’ to achieve reforms in their areas of responsibility. But at the same time it seeks to add a broader 
dimension	to	reform	that	reflects	its	ultimate	objectives.	Adding	this	dimension	may	require	new	ways	
of working and new types of activity that begins to build a bridge between different process reforms and 
adds momentum towards achieving ultimate reform objectives. 

130.	 This	third	hybrid	approach	is	probably	appropriate	to	the	stage	of	reform	that	Armenia	has	now	
reached.	It	requires	that	implementation	of	the	reform	strategy	builds	from	the	specifics	of	what	Armenia	
has	already	put	in	place	and	the	need	to	address	those	remaining	areas	of	identified	weaknesses.	But,	at	the	
same time, implementation of the strategy should begin to create a framework of linkages between reforms: 
i) Between individual functional reforms that need to combine in order to have an impact on ultimate ob-
jectives. ii) Between the need of service managers to be empowered to deliver policies and services using 
resources made available by PFM processes in a more effective way, and the need of the public service as 
a whole to achieve robust accountability and transparency. iii) Between PFM reforms and broader public 
service reforms.

131.	 In	addition,	expanded	consultation	and	possibly	involvement	of	the	broader	group	of	stakeholders	
to the budget process could be considered. It is important that further work to be done on the strategy is 
carried out in an inclusive process that ensures the participation and ownership of all relevant functional 
departments within the Ministry of Finance. The Minister has appointed a Working Group to undertake this 
work involving representatives from all departments and the group should continue to steer the further work 
required with active involvement of all departments and their heads. There is also a very strong case for 
consulting	and	involving	key	participants	and	stakeholders	to	the	financial	management	process	outside	the	
Ministry	of	Finance,	including	in	particular	the	President’s	Office,	Parliament	and	line/spending	ministries	
to	ensure	that	their	concerns,	capacity	and	needs	are	reflected	in	the	strategy.

5.2.2 Reform management

132. For a reform strategy of this type to be effective, it will have to become an instrument of manage-
ment. There are different models by which this is achieved in countries that adopt such an approach. Some 
examples of different approaches are:

1. The strategy is simply used as a reference point by the functional departments to get on with implement-
ing those areas of activity for which they are responsible. Periodic reviews take place to check progress 
and of the continuing alignment of activity with the strategy.

2. The functional departments with lead responsibility in an area of activity set up a network involving 
other departments who they need to make contributory activity or whose work will be affected by pro-
posed	developments.	The	lead	department	acts	as	a	‘process	owner’,	but	with	appropriate	participation.	
This option requires strong leadership from the process owning departments.

3. A steering group is established consisting of functional departments, often including representatives of 
other affected agencies such as line ministries. The steering group directs action in accordance with the 
strategy and monitors progress. Functional departments implement actions as mandated by the strategy.

4. A steering group is formed, but supplemented by a secretariat that acts as a bridge between the steering 
group and implementing departments i.e. between the strategy and the implementation activities. This 
secretariat consists variously of internal staff with appropriate experience and/or consultants hired in for 
the purpose.

5. As in 4, but the Secretariat takes a much more hands on role in directing implementation with the coop-
eration of functional departments. In this case, the secretariat is much larger and more powerful.

133. So far in Armenia, good progress has been made using mainly variants of option 1. But to move to 
the more integrated approach that seems to be necessary for the next stages of development one of 
the higher number options now seems more appropriate. Option 5 is more appropriate where there is 
weak implementation capacity in the functional departments, but it risks losing the engagement of those 
departments that must ultimately manage new systems and processes once they are introduced and this can 
become a big problem. Option 4 builds on the strong championship of reform that functional departments 
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have already shown, and retains that leadership in implementing activities, but provides stronger overarch-
ing mechanisms to link that activity back to an agreed strategy. Some variant of option 4 therefore seems 
the most appropriate for Armenia at this point. The steering group should include representatives of budget 
implementation agencies. The secretariat should be strong enough to rise above functional considerations to 
identify and anticipate problems and to advise the steering group of cross functional cooperation that may 
be necessary to bring progress in line with strategy. This probably implies a combination of experienced 
internal people and specialist consultants.

134. The internal organisation of Ministry of Finance is quite tightly consolidated in line with modern 
practice but problems do arise in achieving adequate communication and effective cross functional 
boundary	working.	Cooperation will be critical to the suggested Stage 1 of the strategy. The key process 
and	system	developments	discussed	earlier	such	as	the	development	of	the	financial	management	informa-
tion system cannot be implemented effectively without it. If it doesn’t happen the developments will either 
fail or seriously fall short of their development objectives.

5.2.3 Motivation and change management

135.	 Although	it	is	less	tangible,	the	motivation	conveyed	by	reform/change	can	make	or	break	it.	Atten-
tion is needed to both creating positive motivation, but also dealing with perverse incentives that cause 
people to resist change. Although pay is an issue, motivation does not resolve itself to that alone. Evidence 
from other countries suggests that improved freedom to manage, recognition of good performance and trust 
are also powerful motivators. No attention to these considerations is evident in the strategy as it is currently 
drafted.

136.	 Public	organisations	have	fiduciary	responsibilities	and	public	finances	need	to	be	guarded	from	bad	
practice. But excessive controls aimed at avoiding all risk often become a source of risk in themselves. 
Consideration	might	be	given	to	offering	a	carefully	balanced	package	of	freedoms	and	flexibilities	to	pilot	
organisations	that	demonstrate	effective	implementation	of	financial	management	processes.	That	would	
allow for the potential of creating a positive spiral created by trust earned, conveyed and responded to, but 
in measured way that can be monitored and learned from. 

137.	 Large	scale	reforms	also	need	to	have	built	into	them	from	the	start	programs	of	change	and	risk	
management.	For	example,	 the	proposed	financial	management	information	system	will	be	complex	to	
deliver and will affect the jobs and interests of many. The impact needs to be considered and measures to 
create positive participation and to avoid or neutralise perverse incentives should be anticipated and con-
sidered from the start.

5.3 Funding

138.	 Different	countries	approach	funding	of	financial	management	reforms	in	different	ways,	often	dic-
tated by practical circumstances and constraints as well as the availability of external support by 
development partners including the donor institutions. Some variants for raising and managing imple-
mentation resources are:

1. Within Government budget as funds become available.
2. By seeking donor support on a project by project basis.
3. By seeking donor support on a project basis, but strongly directed from the overall strategy.
4. Within Government budget supported by a form of multi-donor funding pool supporting comprehensive 

strategy implementation.

139. Usually, some sort of combination of these emerges. In Armenia it has largely been a combination of 
the	first	two	options	that	has	been	used	up	to	now. The problem with this is that the different timescales 
and speed of implementation project by project will often pull against a more integrated approach to reform. 
What gets done depends on the willingness of external agencies to provide continuous funding and the rela-
tive strength of project teams.
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140.	 Option	4	has	attractions	as	it	puts	the	government	in	the	driving	seat	in	directing	resources	to	areas	
of the strategy that are a priority and when they are required. An increasing number of developing 
countries adopt this approach with the cooperation of donors. Given the integrated nature of the next phase 
of	financial	management	reform	in	Armenia,	including	the	potential	benefits	to	be	accrued	from	a	GFMIS	
efforts could be put into seeking an overall funding envelope for comprehensive strategy implementation 
(option 4). If such efforts do not prove possible, option 3 might be the best way forward for now.  If indeed 
option three is applied, donor dialogue with Government about funding components of activity should be 
primarily with the steering group and not with functional departments so that funding is sought and applied 
on a strategic basis. Project teams and consultants can then be left to deal with the functional departments 
for implementation. 

5.4 Recommendations

141.	 The	recommendations	on	Reform	scenarios,	strategy	and	components	of	a	possible	World	Bank	Loan	
precede the implementation of the reform strategy and thus the three stages:

•	 Scenarios: There is a very strong case for implementing a new GFMIS in Armenia, The supporting 
arguments have been provided throughout this report. Scenarios two and three are second and third best 
solutions	respectively;	scenario	three	being	a	risky	approach	in	the	medium	term.

•	 Reform management/approach: Focus on on deepening process based reforms but gradually intro-
duce a service focus. At the same time, the strategy should begin to create a framework of linkages 
between individual functional reforms, between the need of service managers and the need of the public 
service as a whole to achieve robust accountability and transparency and between PFM reforms and 
broader public service reforms.

•	 Change management: Involve and consult budget users in the development and implementation of the 
reform strategy to ensure that reforms are guided by their ultimate objective – i.e. improvement of ser-
vice delivery to citizens and users. Include a change management, including communications, strategy 
for design and implementation of reforms.

•	 Funding:	The	final	strategy	should	be	fully	funded.	Efforts	should	be	initiated	to	raise	additional	donor	
funding	for	a	new	GFMIS.	Depending	on	whether	that	proves	possible,	the	strategy	should	be	finalized	
reflecting	the	fundable	scenario.	



51 Public Financial Management Reform Priorities

Annex 1. Organization of the Ministry of Finance
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Annex 2. Detailed GFMIS cost projections by Corporate Solutions

Source: Corporate Solutions, GFMIS Implementation Strategy, Appendix A – Financial Projections, undated.
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