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Abstract
Financial Reforms and Accountability in Albania

Prepared by Dr. Sherefedin Shehu

Introduction
As the representative of citizens, parliament has a role to ensure that the nation’s priorities are adequately reflected in the nation’s major fiscal plan, the budget. While the executive has responsibility for drafting and implementing the budget, the role of parliament is to check that this responsibility is successfully fulfilled. Other devices are available to safeguard fiscal prudence in the face of an increasing parliamentary role. For instance, some countries have adopted fiscal rules that constrain budget makers, such as fiscal responsibility legislation and balanced budget requirements, even though with varying levels of success. In addition parliament should pay very close attention to monitoring the implementation of the budget. In many developing and transitional countries, budget implementation is substantially different from approved budgets and this is an important problem underlying the ineffectiveness and inefficiency of expenditure. 

Political governance and budget politics affect the functioning and reform of public financial management systems. Hilary Benn, former UK Secretary of State for International Development states: "Politics matters. Politics changes things. And it is democracy that makes politics possible." The budget is a political process, rather than a purely technical one. Politics make a difference. It is not possible to separate technical budget reforms from the wider governance environment required to make them work and the political system in which they are embedded. Effective reforms are those that are technically sound, administratively possible, and politically feasible. Budget politics drive public budgeting and shape the rules of the budgetary game, including the ownership, timing and sequencing of reforms and government’s commitment to them. 
Demand for better governance and greater accountability is a key driver of change in budgetary systems. This demand emerges from both the formal institutions (parliaments or supreme audit institutions) and informal mechanisms (civil society, media and citizens). Reforms are traditionally focused on the machinery of government within the executive branch. While these efforts should be continued, they should be complemented by efforts to strengthen domestic budget accountability, including: transparency, participation and accountability in public budgeting, by supporting meaningful and regular reporting, timely disclosure of financial information, publicly-available audited financial statements, citizens’ external scrutiny or participatory budgeting.  

Sound budgetary systems are crucial to making progress in reducing poverty and managing inequality. They are central to governments’ ability to deliver services and reduce poverty. The most recent International Monetary Fund (IMF) publication on Public Financial Management (PFM) in South Eastern Europe (SEE) underlines that over the last 15 years, in Albania and Bulgaria, fewer resources are directed to general public administration and to defence, and more is spent on health, education and social protection. This pattern is also dominant in many other SEE countries. In addition, most countries have seen a modest shift of resources from current spending to capital spending, although there have been reductions in others. These changes indicate that countries are making conscious efforts to realign public spending with political and economic priorities, and that the PFM systems are capable of facilitating this realignment. They are also critical to fighting corruption and building effective states with the necessary degree of capability, responsiveness and accountability. 
The Albanian government has undertaken and implemented reforms in the financial and budget areas as well as public services with the aim of increasing the performance within the public sector and improving the responsiveness of the public sector to the needs of government and the community.

The financial management reforms have included:

· Establishing the Integrated Planning System with its core the Medium Term Budget Program (MTBP) system 
· New financial management legislation

· Institutions and mechanisms for accountability and a sound public financial management 
I. Medium Term Budget Program as the core Component of the Integrated Planning System
The Medium Term Budget Program (MTBP) in Albania received attention in the context of the formulation of Poverty Reduction Strategy Papers (PRSPs).  Formally the MTBP was introduced in 2000 under the rationale to serve as a tool for translating PRSPs into public expenditure programs within a coherent multiyear macroeconomic and fiscal framework. Albania has ended the IMF’s Poverty Reduction and Growth Facilities (PRGFs), which is also result of the financial and budget reforms. 
a. MTBP Brief History and Challenges 

Implementation of the MTBP started in 2000 on a pilot basis. It is prepared for a three year time frame and during 5 years of piloting it covered 4 ministries without the investment envelope. No changes in the budget management laws were made except the Minister of Finance issued instructions for line ministries to prepare their budget submission based on the MTBP structure. So the MTBP was not an institutionalized tool and it did not have good resource documents: Programs, Strategies, Projects, etc. A long period of piloting shows also a lack of capacities and weak political commitment. 
In 2005 the attention to MTBP was renewed. Integrated Planning System (IPS) approach was adopted representing a broad planning and monitoring framework designed to ensure that the Government of Albania’s core policy and financial processes function in a coherent, efficient and integrated manner. Following that, several MTBP reforms were planned. Among them could be listed the integration of the investment’s envelope in the 2006 budget submissions, establishment of Government Modernization Program, transformation of National Strategy for Development and Integration into a strategic planning process, full implementation of MTBP process and procedures, establishment of External Assistance Strategy function and comprehensive planning process of public investment and external assistance, implementation of an integrated monitoring system and development of the action plan for sector strategies.

Even though no changes in legislation were made, a comprehensive set of MTBP instructions were prepared and served as the legal basis of the process. At the same time the work to prepare a new law on management of the Budgetary System (organic budget law) started and in June 2008 the law is approved. This law requires all ministries and other spending agencies prepare their budget for 3 years in accordance with the macro-framework, spending ceilings and specific goals, objectives, programs, activities, projects, outputs and outcomes.  

b. Political economy factors which led Albania in the move from an annual to a medium-term budget program
Implementation of the Poverty Reduction Strategy prepared by the Government of Albania in 1998 cannot be successful without converting the poverty reduction policies into spending plans. This means that policies and programs and the resources allocated should be linked to their implementation. Albania is also an emerging economy and several structural reforms are taking place. Potential risks and uncertainties during the process can be reduced by improving strategic allocation of resources. Thus, the forward estimates become a disciplining mechanism in the budgeting process that enable a greater focus on strategic policy issues. At the same time, they provide much greater predictability as to resource levels for departments and agencies.  In essence, the system envisages that if government policy does not change then funding will be provided in accordance with the forward estimates.

Since in the beginning the MTBP was seen as an effective tool for achieving Government’s Development Agenda and intended to improve macroeconomic balance, especially fiscal discipline, inter- and intra-sectoral resource allocation, budgetary predictability for line ministries, and the efficient use of public monies through strengthening political accountability for public expenditure. 

For the government of Albania, poverty reduction was the main goal of its policies. The MTBP was seen as a tool for improving the allocation of resources which contributes to poverty reduction. On the other hand poverty reduction and economic development policies are long-term and they can only succeed if they have broad support and participation. Thus the MTBP is developed with broad participation which provides needed support for sustainable policy development and implementation. In the way how it is developed and approved, the MTBP provides a single framework in which plans and programs for all sectors and spheres of government can be realized and various strategies are converted into spending plans. 

Except the above-mentioned general factors some specific factors which have led to the MTBP are: substantial needs for public investments, overcome of resource allocation issues and avoiding of annual budget system weaknesses.
c. Linking Policy, Budgeting and Service Delivery 

Ensuring the appropriate linkage of budgets to policies is a key challenge for all countries and especially those seeking to reform and strengthen their public expenditure management systems. Policy needs to be clear. When policy is vague, it is unlikely to be generally understood even by those responsible for ensuring achievement of the Government’s objectives and goals. 

In Albania, there are a number of policy development processes. They are implemented under the IPS, and among them three core processes cover all government organisations and activities: 
1. National Strategy for Development and Integration (NSDI), which establishes the government’s medium to longer term goals and strategies for all sectors; 

2. Sector and cross-sector strategies, which set out specific long and medium term goals and objectives or respective sector(s); and

3. Medium-Term Budget Program (MTBP), which requires each ministry to identify its programs, objectives, outputs and activities for the following 3 years to achieve its goals within the ministry’s expenditure ceiling as set out in the government’s fiscal plan. 
All these processes should reflect the Government Program and European Integration process. The MTBP complements all other policy processes by drawing on their results and by linking the associated policy objectives explicitly to expenditure programs in a formal management process. Thus, the MTBP process is central to Government efforts to link the Annual Budget to policies.  Planning expenditures, including the setting of outputs and output targets, should relate systematically to policies. To achieve this, policies need to be clear and regularly reviewed in a program policy review process which is integrated with planning, costing and budget preparation processes.

The role of the Ministry of Finance (MoF) is central and crucial in linking budgets to policies.  Its primary role is to ensure that policies and their goals and objectives are clearly stated and that the supporting programs and intended outputs will achieve those policy objectives and policy goals in a way that ensures value for money, that is, economic, efficient and effective.

Program Policy Review process starts at line ministries. Ministers (supported by other members of the Group for Strategy, Budget and Integration (GSBI)) are responsible for policy and should therefore lead the policy design and review process. Line ministry staff members advise the Minister in the policy design and review process. Ministers are responsible for presenting sector policies and changes resulting from policy review to the CoM for approval.

In addition to the policy design and review requirements set by the CoM, as part of the MTBP process, line ministries are required to undertake a program policy review process each year. Ministry policies to be implemented with the resources available in their MTBP should be in line with a set of strategic planning and other governments and nations policy documents. In the case of Albania the following are documents, which frame the policies under each program:

· Sector Strategies

· Cross Sector Strategies

· Stabilisation and Association Agreement (SAA)

· Ministry Integrated Plan (MIP)

· Instruments for Pre-Accession in EU (IPA)

· Public Expenditure and Institutional Review (PEIR) recommendations of World Bank.

· MTBP Expenditure Analysis conducted by Ministry of Finance for the previous cycle.

The output of the Program Policy Review is the Program Policy Statement. This statement should be comprehensible, informative and useful for the CoM, the Parliament, and the general public. The program policy statement will be presented as part of the MTBP and Annual Budget documentation. 

Line Ministries’ commitment for all SPI processes is included in a summary document, named Ministry Integrated Plan (MIP). MIP is an annual document and part of the MTBP preparation process.  It serves three main goals:

4. Presents the main approved policies that will be implemented within the budgetary ceiling of the first year of the MTBP.

5. Sets the basis for the Ministry Monitoring Plan (MMP) as well as the 3-monthly reporting requirements of Line Ministries on the implementation of priority commitments for the first year of MTBP.

6. Establishes a mechanism of public awareness by setting the expected results that Ministry aims to achieve in the first year of MTBP, which will be lately reported in the LM’s Annual Report.

Parliament is responsible to its citizens for the prosperity of the nation. Recent experiences have raised the concern about financial stability and managerial accountability. This concern can be better addressed during the preparation of the Macroeconomic and Fiscal Framework as the key component of the MTBP. On January the Council of Ministers of Albania approves the Macroeconomic Framework which sets out the macroeconomic framework, fiscal policies and the total spending for each year of the MTBP. After its approval by a decision of the CoM, the package of macroeconomic assessment and forecasts is sent for information to the Parliament by March 10th. The Parliament's committee responsible for public finances reviews them and may request a hearing with the finance minister who shall answer questions about assessments and forecasts made by the government.  
Within June of each year, the minister of finance shall present the draft document of MTBP to the Council of Ministers for approval, including proposals for expenditure ceilings of medium term budget programme and comments on the acceptability of medium term budget programme requests and its additional requests. The CoM shall revise and approve by decision the draft document of MTBP and the expenditure ceilings. Within July of each year, the minister of finance shall provide a copy of the document of MTBP approved by the CoM to the Parliament for information and shall answer questions about it upon request of the Parliament's Committee responsible for public finances. 

MTBP Process does the budgeting process a never-ending cycle. As soon as the annual budget is approved by the Parliament the preparation for the next budgetary cycle starts in December with the establishment of next 3-year priority sectors & policies and preliminary macroeconomic scenario. Formal MTBP process starts on January with the approval of the IPS calendar then continues with review of the macroeconomic framework, issuing of Budget Instructions, budget ceilings preparation and review and summarizing of budget submissions and is concluded with the approval of the budget in November. The Parliament receives the output of each stage of the MTBP exercises its powers through hearings for the nation’s financial stability and adequate reflection of nation’s priorities in the budget.
II. Legislating for Financial Management

Budget reforms are part of the Public Financial Management (PFM). Sound PFM requires an adequate legal framework which establishes roles and responsibilities of institutions involved and holds them accountable for the performance. Implementation of the IPS requires a modern PFM system which on the other hand should be based on a modern legal framework. Below are discussed the laws which have contributed to the modernization of the PFM system and establishing managerial accountability processes and mechanisms.
a. The Law on the Management of the Budgetary System in Albania, 2008

This comprehensive law provides the legal basis for all PFM components and processes and establishes MTBP system as well as basic fiscal rules and procedures. The law provides a framework for the conduct of government fiscal policy, requiring fiscal policy to be based on principles of sound fiscal management. By facilitating public scrutiny of fiscal policy and performance, it requires government to follow principles of sound fiscal management.

The law represents an Organic Budget Law (OBL) and has contributed to improve budget preparation timetabling, the establishment of Authorising Officers with clear responsibility for effective financial management and budget implementation and the cascading of budget allocations to lower level spending units. SIGMA assessment report notes that the budget cycle provisions now align more realistically with what has proved to be necessary in practice in piloting and implementing the reform of the budget process in recent years. A significant progress is a clear framework for bringing currently off-budget activity such as in State Owned Enterprises and off -budget charging under transparent control. The OBL includes  very high level provisions with regards to budget implementation and establishes key provisions for other PFM laws namely internal and external audit, financial inspection and Financial Management and Control Law (FMCL).

OBL establishes several fiscal rules and procedures for controlling public debt burden and other PFM aspects. Among them it could be mentioned that the law allows government borrowing for public investment projects only and establishes the upper limit of public debt to GDP ratio to the level of 60%. The law provides for requirements for managing financial risks, mid-year budget review, contingent liabilities and other implicit government commitments.
The law establishes an important limit on spending public requiring spending agencies money to be provided with a drawing right before making a payment of public money. A drawing right is an authority from the Finance Minister to make a payment of public money for a specified purpose. In turn, it must be supported by an appropriation approved in the annual budget law.
Finally, the law establishes the requirement for performance-based reporting. Each ministry represents the output and outcome and indicators in the Ministry Monitoring Plan and the reporting follows the same format comparing estimated and actual indicators. 
The financial management framework is centred on supporting the effectiveness of policies and programs and the quality of service delivery. Accountability to Parliament is also seen as vital, as discussed later in the paper. The Parliament has an extensive range of committees, with responsibilities for scrutinizing specific sectors or areas. Among them the Committee for Economy, Budget and Finance is responsible for the PFM including the budget and public accounts. 
b. The General Supreme Audit Law 

The law sets out the main responsibilities and information gathering powers of the Auditor-General, as well as establishing the Albanian Supreme Audit Office (ASAO). The law focuses on audit goals and processes and defines the status of the Auditor-General and the role of the ASAO.

The Act establishes the Auditor-General as an independent officer of the Parliament, with an auditing mandate extending to all governmental departments, agencies, authorities, companies and subsidiaries. Through the ASAO, the Auditor-General provides an independent review of the performance and accountability of the public sector in its use of public resources. The report is submitted and discussed in the Committee for Economy, Budget and Finance and after that in the open plenary session of the Parliament. 
c. The Law on Public Financial Management and Control, 2010

The purpose of the Financial Management and Control Law (FMCL) is to provide the framework for the proper use and management of public money, public property and other resources. The law sets out the rules for how public money is dealt with and the accountability mechanisms for this process. Under the law, the agency head (referred to in the legislation as the Authorising Officer) is responsible for the use and management of public money. This usage must be efficient, effective and ethical. The law establishes also rules and responsibilities for the risk management and prevention of fraud and corruption with public money
d. The law on Internal Audit

The law on Internal Audit (IA) provides the role and responsibilities of internal auditors, which are part of the organization management, but functionally independent from management. Their key responsibility is the assessment of the FMC systems functioning through compliance audits, performance audits and IT audits. Based on the assessment IA makes recommendations to the management for FMC systems improvement. The law requires that auditors must work on the basis of highest degrees of objectivity, integrity and professionalism. IA assesses adequacy of FMC systems in terms of economy, efficiency, effectiveness, legality and regularity. It highlights weaknesses that could jeopardise the fulfilment of objectives and manager decides whether to follow or not to follow internal auditor’s advice (managerial accountability).
e. The Law on Financial Inspection, 2010

The law of Financial Inspection (FI) establishes the function of financial inspection separated from IA. It aims make the IA more credible by shifting to the FI functions related to the investigation of third party complaints, dealing with questionable transactions and budget rule violations and correction/punishment of human errors. Centralized financial inspection is closely connected to PIFC reform. It is a complementary function in the PIFC compatible Internal Control environment, which is exercised if 3 main conditions are fulfilled:

1. It is on ex post basis only

2. It focuses on fight against fraud and corruption

3. It acts on the basis of complaints or requests only
The law regulates the process and assures that the above-mentioned conditions are met when the financial inspection is initiated, carried out and finalized.  

f. Improving Tendering and Procurement Processes

Procurement is considered and important stage in spending public money. Specific procurement policy and relevant institutions are established through the procurement law passed in 2006. The law is complemented with related guidelines, which set the framework within which agencies undertake procurement and the agenda for a whole-of-government approach to procurement. Two years ago an electronic procurement system was established and for this achievement in June 2010 Albania was awarded from the UN. 

III. Institutions and Mechanisms Ensuring Sound Public Financial Management Reforms
a. The Role of Top Manager

Parliament can exercise its role by strengthening managerial accountability. Top Managers are responsible for meeting their organisations objectives. Public money must be spent within rules and regulations established by laws and guidelines and economically, efficiently, effectively. This can be achieved when top manager establishes a sound financial management of programmes/projects approved in the budget of the organization. Above mentioned legal framework require top manager to:
· Allocate resources to meet organization objectives and produce approved output 

· Carry out objective risk assessment

· Design, implement and run FMC systems to respond to risks 
· Establish internal audit function, safeguard its functional independence and follow up its recommendations

b. The Role of the Auditor-General

The Auditor-General and the ASAO play a key role in monitoring and reporting on the performance and accountability of the public sector in its use of public resources. In addition, it can play a greater role by providing guidance and leadership in relation to some elements of good government.

As an independent officer of the Parliament, the Auditor-General, appointed for a term of 7 years, is not subject to control or direction by any individual Minister or other Member of Parliament. Thus the AG has the ultimate responsibility for setting the scope of ASAO activities. Independence is reinforced by the application of parliamentary privilege to performance and financial statement audit reports submitted to the Parliament. This privilege protects the Auditor-General and ASAO staff from being held liable for statements contained in audit reports. This allows the Auditor-General to report freely, openly and responsibly on matters examined in the course of audits.

c. Internal Auditing 

Internal auditing systematically examines, evaluates and monitors the adequacy and effectiveness of the internal control structure of spending agencies. It aims to promote ethical business practices, improving risk management, enhancing decision-making and performance reporting, and promoting effective governance. Internal auditors assist management in meeting their obligations to manage efficiently and effectively. Each ministry or independent public agency is required to establish its own internal audit unit or outsource the IA service. An Audit Committee under the Ministry of Finance, comprising a mixture of senior management and external representatives, manages the function. The Committee reports directly to the Minister and once a year prepare a comprehensive report for the Prime Minister on the Internal Audit performance. The Committee possesses appropriate authority to direct a broad and comprehensive audit program, and remains independent of the activities audited.

d. Risk Management and Fraud Control

Beginning this year the Albanian government agencies are required by law to assess and manage the risk in the public sector. They are also required to develop strategies to identify possible fraud risks and the ways these risks will be managed and minimised, and where fraud does occur, it is rapidly detected, effectively investigated, appropriately prosecuted and losses minimised.  Financial inspection service is established under the Ministry of Finance and among other responsibilities it is required to record the data and maintain a database for all fraud cases in public administration and policy/management response to reduce them. The unit prepares regular reports for top Manger and EU Anti-Fraud Coordinating Structures (AFCOS). 
e. Parliamentary Scrutiny

Albanian public sector institutions for the services provided are accountable to the Government, the Parliament, and the public. For its part the Parliament has established a committee structure, for purposes of scrutinizing the activities of Ministers, their departments and other agencies coming within the particular portfolio responsibilities of individual Ministers. 

Parliamentary committees are empowered to conduct inquiries into matters related to their specific powers or as otherwise assigned to them by Parliament. Ad hoc Committees are also established for specific issues including investigation committees which take written submissions on the subject matter, hear witnesses and report to Parliament their conclusions with any related recommendations.

Committees may direct their attention to policy issues, scrutiny of legislation and the conduct of public administration by government agencies. Their inquiries may involve overseeing the expenditure of public money, and may be directed to calling on the government or the public service to account for their actions and to explain or justify administrative decisions. In that general accountability context, a number of the committees have particular significance for public services agencies. The work of the Committee for Economy, Budget and Finance is outlined below (Box 1).


The responsibilities of ministers and other budget managers to report to the legislature on budget execution are spelt out in law. Ministers and budget managers are required by law to respond formally to questions or appear before budget committees of the legislature. 

f. Fiscal Rules
The role of Parliament is better ensured by establishing binding fiscal rules and procedures. Usually they put specific limits on spending and borrowing and can strengthen fiscal credibility and discipline. Budgetary rules are numerical and procedural rules and controls. The OBL has established a numerical rule by putting the 60% as the upper level of debt to GDP. Procedural rules define the processes under which budget decisions are made and executed. They serve to enforce fiscal rules, e.g. inclusion of program expenditure ceilings in the annual budget, and as guarantee for the compliance of actual expenditure with the budget. Ex ante internal controls, including on spending commitments, play a big role in reinforcing spending rules and fiscal discipline. 
Fiscal rules have been included in OBL, which makes them more difficult to abolish. Although it may be important for the legislature to formally approve fiscal rules, it is more important to ensure that fiscal rules are accompanied by political commitment and mechanisms for accountability, monitoring, and enforcement. Without the legislature’s commitment to fiscal discipline, fiscal rules could end up undermining policy credibility.
Concluding Remarks
Parliaments have the key responsibility in front of their citizens for the nation's governance. Since the main concern of governance is about the money then the Parliament should shift its focus on the budget, public finances and public services they produce.

Ruling government comes into power with votes given by public in exchange for electoral promises. People trust on government representatives and they should meet their expectations. Promises can be kept if they are lined up in policy documents guiding the governance. Among them the program of Government, and sector and national strategies are the key policy documents outlining goals and objectives of the governance. To make policies work they should be comprehensible, articulated with measurable objectives and indicators, and the most important, converted into budgetary spending programs. 

Tradition role of the Parliament in this regard is budgetary oversight. However, parliamentary activism means a greater role of Parliament in all levels of governance and its reformation. Adoption of fiscal rules and mechanisms which ensure implementation of policies increase fiscal responsibility and contribute to budget balancing and financial stability

Responsibility of Parliaments to citizens should push them towards reforming budgetary systems for better governance and greater accountability. As it is noted in the beginning, sound budgetary systems are crucial to make progress in reducing poverty, managing inequality and fighting corruption.

Budgetary reforms include systems, legislation and institutions. Good will of Parliament is a necessary condition for undertaking the reforms but its active participation ensures their credibility and pace. 

Albania has made a good progress in undertaking and implementing budgetary reforms. However, capacities to fully implement them remain a challenge for Albanian politics.

Box 1 – Key Roles of Committee for Economy, Budget and Finance 





The Committee for economy, budget and finance is a standing committee of the Albanian Parliament. In broad terms, the Committee’s power is to scrutinize, usually by means of public inquiry, the performance of executive and other independent agencies in economy and finance issues as well as spending the funds appropriated to them by the Parliament. In this way it is the Parliament’s watchdog, helping ensure that spending agencies are held to account for their use of public money.


The Committee has the authority to consider and report on any circumstances connected with reports of the Auditor-General, or with the public financial accounts reported from the Ministry of Finance. The Committee reviews and approves all draft laws dealing with economic and financial affairs. It examines the public accounts and the report of the Auditor-General and prepares a report for the Parliament. Hearings are held and reports are received regularly from other independent agencies responsible for economic and financial affairs such as the Central Bank, Non-banking Financial Institutions Supervisory Authority, Anti-Trust Authority, Deposit Insurance Agency, etc. An annual report on their performance is presented to the Committee and Parliament.
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