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Introduction

This Technical Note discusses the proposed Belgian participation in the Common Fund for Tax Administration Reform in Mozambique. 

The preparation of the Common Fund has taken a long time and the preparation of the Belgian contribution in the Common Fund is taking an even longer time. We hope that this technical dossier will contain sufficient elements to finalise this process, and start the much more rewarding process of actually cooperating with the Mozambican counterpart in the improvement of the Tax Administration. 

1 Antecedents   

The Belgian participation in the Common Fund was first considered during the preparation of the Indicative Cooperation Programme 2006-2008 in 2006. 

Herewith an overview of the progress of the dossier: 

· The Indicative Cooperation Program (ICP) between Belgium and Mozambique for the period 2006-2008 contains a pillar ‘Capacity Building’. 

· During the Joint Commission (May 2006) support to the Tax Administration Reform Common Fund was suggested as one of the possible programs to be financed under this pillar of the ICP. 

· The Tax Authority of Mozambique (AT) and the Ministry of Foreign Affairs and Cooperation (MINEC) have confirmed in two Belgo-Mozambican Partnership Committees (held in May 2007 and November 2007) that they agreed with the allocation of part of the ICP budget to support Tax Administration Common Fund. 

· A ‘Basisdossier’ for the Belgian participation in the Tax Administration Reform Common Fund was submitted by the Attaché to the Working Group Budget Support in May 2007. 

· The Working Group Budget Support gave a positive advice in its session of 31 May 2007. The positive advice did contain a request to pay particular attention to some specific concerns pertaining to the timing of the reform and the overall financial requirements. These are addressed in chapter 5.3 of this note.  

· On 11th January 2008 MINEC send a verbal note to the DGDC Delegation confirming that the Ministry of Finance and MINEC confirmed their wish for Belgium to allocate an amount of Euro 3m to the Tax Administration Common Fund. This further confirmation was given as additional requirement by DGDC to allow approval of the Basisdossier by the Minister. 

· The DGDC Mozambique desk officer, Ms Renata Vandeputte, visited Mozambique in March 2008. She had a meeting with Dr Sueia of the Planning Dept of AT on 27 March 2008 to discuss the dossier.

· The basisdossier was approved by the Minister for Development Cooperation in April 2008. 

· BTC was requested to send an expert mission for the preparation of the technical dossier in the letter approving the Basisdossier. A mission consisting of Mr Paul Verlé and Mr Ed Lamot visited Mozambique in June 2008. They had meetings with AT and representatives of other donor agencies. 

· This Techical Dossier will be submitted in May 2009. 

2 Update on the Basisdossier  

2.1 Introduction 

We feel it is useful to include an overview of the status of the tax administration reform and the common fund, as two years have passed since the ‘basisdossier’ was submitted. This chapter will be mostly descriptive. The overall assessment, as well as the specific assessment of the Belgian budget support criteria, will be made in later chapters. 

This chapter updates a number of earlier documents that provided an overview of the common fund and the tax administration context. Firstly there is the Basisdossier [A1], submitted in 2007. The BTC Office in Maputo has provided a number of updates since that time included in [A2, 3].  Donors have also prepared a joint project document in 2007, which was updated by BTC Maputo in June 2008 [A5]. Otherwise the different IMF FAD Review Mission Reports provide some good background information, as well as the QAG Reports, which are all included in annex. 

2.2 Context and motivation for a Common Fund 

The Common Fund has been set up to support the efforts of the Government of Mozambique to establish and develop an efficient and modern Mozambican Revenue Authority (AT – Autoridade Tributaria de Moçambique) that will allow it to achieve the strategic objectives with regard to its development, as well as to achieve the wider revenue collection targets of the GoM as identified in the PARPA and other strategic documents. 

The following are the main strategic objectives
 of AT : 

•
Progressively increase the fiscal revenue in general, by improving the operation performance in all taxation areas

•
Simplify the taxation system, reducing its complexity

•
Expand the tax base and modernise the Taxation Administration

•
Facilitate legitimate trade, protecting and promoting the national and regional economy, and strengthening the international trade security, as well as reduce the time required for customs clearance

•
Strengthen the institutional image of AT and promote citizen awareness of taxation

•
Promote cooperation with other State institutions and national, regional and international bodies and harmonize the taxation and customs legislation with the regional and international standards

•
Improve the efficiency of the services by promoting a culture of integrity

•
Promote studies and advise the Government on taxation and customs policy matters

•
Develop administrative and institutional management support services, implementing a human resources management and training policy according to the institutional development needs

•
Implement an effective and transparent budget, finance and property management

The main strategic quantitative target is to increase the tax revenue/GDP ratio by 0.5% per year, which is a very ambitious target that Mozambique has managed to achieve in the last couple of years. In 2009 it will probably not be achieved because of the adverse effects of the world economic crisis.  

A main objective of the common fund is to support Mozambique in setting up its own fiscal revenue base that will support in the poverty reduction efforts, and will gradually allow it to decrease its high level of aid dependence. 

The Common Fund will pool the resources of several financing donors and will also align closely with the IMF and donors outside the Common Fund. The Common Fund is managed by the AT. The operation of the Common Fund is guided by a MoU signed by all participating donors, the GoM (MoF and AT) and relevant observers (IMF and possibly other relevant donors). 

The MoU states that the purpose of the CF is to
;

· Coordinate efforts amongst partners in order to support the implementation of AT.

· Establish common mechanisms, principles and procedures for the availability and management of funds for Fiscal Administration Reform

· Promote the alignment and harmonization of monitoring and management of Partners within Fiscal Administration Reform.

The activities funded by the Common Fund should contribute to achieving all strategic objectives as mentioned above. However, particular focus will go to activities that support the integration and capacity building of the recently established AT (a new independent Tax Authority merging the previous directorates of Customs and Internal Tax). 

The MoU therefore clearly states that the Common Fund will be used to support the activities indicated in the Strategic Plan (and should be integrated in the budget of activities for the AT) with a priority on the following activities
:

· Reinforcement of technical capacity within the AT;

· Reinforcement of institutional capacity and change management capacity related to the establishment of the AT;

· Hiring of technical assistance;

· Reinforcement of communication capacity and of information technology.

2.3 Aid context in Mozambique

The Common Fund approach is very common within the Mozambican aid architecture, where significant proportions of aid are provided via budget support or government-managed common funds.  In addition the use of government systems for the execution of such funds is increasingly considered as a standard feature of such arrangements. The provisions of the MoU are in line with those the general budget support MoU and other programmatic aid MoUs to ensure alignment of the commitment, planning and reporting requirements with the national budget cycle. 

2.4 Status of tax policy and tax administration reform 

The area of customs and tax has been subject to significant reform since the period of the Peace Accord, when there was basically no real tax system in place. The establishment of the AT is considered by the GoM as the third phase of a long term reform project. 

	Tax Reform Phases 

	Period I (1995-1999)

· Modernisation of the indirect tax system (VAT)

· Reform of the Customs System (Technical unit of the Customs reform)

Period II (2000-2005)

· Reform of the direct tax system and its administration

· Further modernisation of the Customs system (General Customs directorate)

Period III (2006-2010)

· Establishment of AT as a sustainable and efficient organ under the supervision of the Ministry of Finance;

· Combination of Internal Taxes Department (DGI) & Customs (DGA)

· Creation of a new directorate general for Support Services (DGSC).

· Improve operational performance in all fiscal areas and take measure to increase the tax base.


The reforms follow a logical sequence. Initially (90s) the reforms focused on securing a core base for tax revenue in a post-conflict situation, focusing mainly on buttressing the collection of customs, which is typically the main source of revenue in these circumstances. This was done partially though a de facto outsourcing of the customs operations (financed by DFID). In addition actions were undertaken to widen the tax base and to adapt the tax legislation to the opening of the economy and the adoption of market-based economy (introduction of VAT, strengthening of income and corporate tax, updating the legal basis). 

The legal basis for tax has now been broadly established and is in line with international standards. In the last year some important new additions were finalised (establishing a simplified tax regime for small taxpayers, and streamlining the system of tax benefits to investors, mostly the so-called mega-projects). 

Overall, it is felt that the performance by the Mozambican authorities on revenue has been positive over the last couple of years (as judged by the IMF FAD Review, IMF PSI Reviews and the different Joint Reviews), with significant legal reform as well as improved performance by the authorities (in tax collection and overall handling of taxes as for example reflected in the better management of reimbursements).

The tax system is however still confronted with important weaknesses and challenges, such as: 

· overall tax collection rate  is still quite low, although a significant catch-up has been achieved in recent years with tax collection achieving rates that are roughly comparable to those of equivalent countries (currently 16,3% of GDP); 

· tax base is still narrow and not necessarily equitable;

· corruption is still important, despite some progress (notably in customs); 

· administrative processes are inefficient (resulting in arrears, delays, etc) and impeding trade;

· tax payment is still a time consuming process for tax payers, with still no established system for payment of taxes by bank transfer.  

It is logical that the reform focus now shifts to improving the effectiveness and efficiency of the taxation system and the tax administration. 

It is important to understand that these changes are done in a context with significant strategic challenges. A good overview of some of the main strategic challenges facing the tax administration is given in the joint project document (A5), as well as in the different IMF FAD review missions (A6-8). The latest numbers on tax collection are included in the report by the Tax Working Group for the Joint Review 2009.  

Some strategic challenges: 

· need from a gradual shift for external trade based taxes to internal taxes, which also require a turnaround in the organisation

· adaptation to the SADC free trade arrangement, which will require finding alternative revenue sources to replace some of the lost duties on import of goods from other SADC countries 

· financial crisis which will challenge some of proposed changes (see already some of the mitigating measures that were taken in response to the food and fuel crisis with the suspension of VAT on petrol)

· need for an equitable system, that also encourages trade, investment and a continued formalisation of the economy. 

2.5 Status of AT  

The executing entity for the common fund will be Autoridade Tributaria de Moçambique, or Mozambique Tax Authority. The Law setting up AT was approved in 2006, but the actual organisational set-up is a more gradual process, which in some aspects is still ongoing.   

AT follows the Common Revenue Authority Model. The decision to set up the AT as a single and semi-autonomous organisation responsible for all (fiscal) revenue collection was inspired by the set-up of other Revenue Authorities around the world. AT therefore is a merger of the formerly separate entities of DGI (Direcção dos Impostos – Tax revenue directorate) and DGA (Alfandegas – Customs Directorate). 

Another important characteristic of a Common Revenue Authority is the increased autonomy it generally has over its finances and management. The AT in Mozambique benefits from a certain level of administrative autonomy. This has following implications: 

· on HR management – possibilities for distinct policies and remuneration 

· on financing – AT will receive a donation from state budget, but will also be financed through receiving a % of the revenues collected 

· on contracting, additional funding possibilities and on organizational flexibility

AT has been created by the merging of the two existing directorates, DGA and DGI, and the transfer of support services to a new third directorate, which will provide the operational units with shared services such as legal support, financial, human resources, logistics and infrastructure and information technology management. DGI and DGA are functional units responsible for specific activities in managing the tax system through processes to oversee compliance and the provision of services to taxpayers. In addition, DGI and DGA unfold in three regional directorates (north, centre and south), with directors reporting to the President, that control the tax and customs areas.

A number of functions pertaining to the customs service are distinct from the general tax process, in particular their border control functions and security functions. This is the reason why it has a para-military status. Therefore the customs department will always maintain some specific features. 

Two additional units complete the AT structure: 1/ the Office of Planning, Research and International Cooperation (GPECI), 2/ the Internal Control Office. In annex to these units there is also an office in charge of Communication and Promotion. 

Status of the set-up of the AT 

As mentioned the AT is now legally established. However, there still remain some regulatory and managerial aspects to be finalised, which is not unusual is a large merger. 

Legal. The formal set-up of the AT has been a gradual process, but has now more or less been finalised. The formal establishment was postponed from January 2005 to January 2006, mainly because of delays in the legal preparation. The legal framework is now mostly in place, although further regulations (on unification of the personnel formation) will need to be issued as part of the integration process.

Organisation structure. The organisation chart is stable in the main functions, but there have been some changes to the original structure at the lower levels in the organisation. The organisation structure is thought to be quite heavy, which is not unusual in a newly merged organisation. There are plans for a functional review which might result in some streamlining. There will be a gradual process of integration of tax and customs departments which might lead to more services transferred to common services. Also the IMF FAD, US Treasury and QAG missions have indicated that there are still some issues with the current set-up of units focused on large taxpayers and mega-projects
, and with the position and set-up of audit and internal control units. Also the relation of the regional directorates with their subordinate tax and customs units (which are of course also subject to their respective directorates) might be a source of frictions.

Management. The management structure of the AT has now been finalised and all top management and middle management has been nominated. 

The AT is headed by a President who is accountable to the Minister of Finance through a Supreme Revenue Council. The President was appointed in November 2006 and is called Rosario Fernandes. He is now well established in his position, and is known as a rather authoritative manager. 

The heads of the three core departments (Tax, Customs, Common Services) were nominated in February 2007 along with the entire new executive team. In March 2008 there was a first reshuffle of the management personnel and redefinition of the roles of Deputy Directors-General. Some directors linked to the ‘old regime’ were replaced by new directors, appointed from within the organisation. 

The director-generals of the three core units are Maria Otília Monjane Santos for Tax, Domingos Tivane for Customs. Hermínio Suela is director of the Office for Planning and International Cooperaton (GPECI) and is the main counterpart for the donors. They are all new Directors, who previously worked for AT. 

Along with the President and the director generals, the heads of the new offices created under the President are also part of the Board of directors (Conselho Directivo) which holds a meeting twice a month and is supported by the Legal Support unit. 

The Supreme Revenue Council (Conselho Superior Tributario) was created within the 29/2006 Decree and is the highest organ of the AT. It is composed by the President and the director generals of the organization. Ordinary sessions are scheduled every three months and the Council's competences are listed as follows:

(i) Propose and prepare the definition of tax and customs policy;

(ii) Establish the main lines of orientation of the AT's activity;

(iii) Define the objectives and priorities of the AT's activity;

(iv) Assess the progress of implementation of tax and customs policy.

The division of labour between Ministry of Finance, Ministry of Plan and AT in the definition of tax policies is still under development. Ideally tax policy should be under the responsibility of the MoF, with an advisory and supporting role by AT. However, currently most tax policy development capacity continues to reside in AT. 

In addition, the President is advised by a new consultative forum, also created with Decree 29/2006. This forum is the Tax Advisory Council (Conselho de Fiscalidade) comprising the following permanent members: the President and all DGs of the AT, three representatives of the private sector as well as experts designated by the President. The council also integrates members of Government according to the area of specificity treated (Internal Tax, Customs or Follow-up on the Tax Reform). Representatives of the donor community have also been invited to attend the meetings of this Council. 

Human Resources. AT had 3.091 employees at end 2008, which was an increase of 10% compared to the year before (partially because of new hirings of mainly accountants, and partially administrative readmission of staff that was delegated to the MoF).  

AT is still in the process of setting up a single personnel statute and career track. Currently staff is still either in the customs or tax career track, with significant differences in remuneration and benefits. The set-up of the unified career stream is taking longer than foreseen, partially because it has very significant impact on payroll budget (at one time estimated as doubling the payroll by IMF, now it has been brought down somewhat
). Obviously, this is a potential source of frictions in the organisations. 

A staff performance evaluation system is being developed, based on merit with a link staff members' involvement in the results reached by the AT and therefore, influencing the salary level to be attributed to each civil servant. The legal framework for the performance evaluation is expected to be approved and fully implemented in 2008. 
Planning and budgeting. After a transitory period, the AT now has a single budget and a single planning and reporting cycle. Comprehensive AT annual plans, budget and reports were produced for 2007 and 2008. 

2.6 Status of strategic and operational plans and targets of AT

2.6.1 Revenue and tax administration reform targets in different government plans

Revenue targets and tax administration reform targets are included in the main government plans. 

The PARPA and government five-year Plan include reference to revenue management. Main focus in these documents is on the increase of internal fiscal revenue, integration of tariff reduction and trade facilitation in the context of the SADC economic zone, and improving the equity and efficiency. Other important objectives relate to the increase of revenues from natural resources and mega-projects. 

As mentioned the division of labour between the Ministry of Finance, the Ministry of Plan and AT in the definition of tax policies still needs to be further defined. Ideally tax policy should be under the responsibility of the MoF, with an advisory and supporting role by AT. However, currently most tax policy development capacity continues to reside in AT. 

An assessment of the tax related objectives in these general documents is included in the Basisdossier and in the updated Joint Donor Project Document (A5). 

2.6.2 Planning in AT

The planning apparatus of the AT is still very much under development. There have been important changes and improvements since the start of the AT, but at the same time there remain weaknesses. 

The AT now has established the following planning hierarchy: 

· Strategic Plan 

· Tactical Plan/ multi-annual plan and budget (PAOMA) - multi-annual plan, more operational than the strategic plan with specific actions and activities, as well as costing of the different components. Is linked with the MTEF.  

· Operational/ annual plan (PATO). Annual plans with detailed list of activities and targets, linked to the annual budget). 

These plans are equivalent to those foreseen in the MoU (Strategic Plan, PAOMA and PATO). The specific plans for the Common Fund activities can be seen as a subset of the wider AT plans (see next chapter). 

The above planning hierarchy is still under establishment, although a lot of progress has been made. The AT has received support from US Treasury TA to support the planning cycle. 

The responsible unit for planning is the GPECI, although for budgeting it has shared responsibility with the finance department (under the Common Services Directorate). Linking of plans and budgets remains a challenge. 

In addition to the above planning hierarchy, some relevant specific plans for different areas were developed. Most relevant are the PDTI (IT Masterplan) and Training Plan. 

Strategic Plan

An original multi-year strategic plan for the AT for 2006-2010 (A16) was prepared before the actual set-up of the AT. The main purpose of this plan was to guide the set-up of the AT. This plan did not provide much guidance on the reform of business processes or capacity development.  

Once AT was set-up and its new management was in place, a need was felt to revise this plan to incorporate the early learning experience and the ambitions and thoughts of the newly appointed management. The revised plan focuses more on the operations of AT. After a number of intermediate efforts, which were in reality more ‘operational plans’, the AT approved a revised ‘Strategic Plan’ covering the period 2009-2010 in October 2008 (A17).  

The Strategic Plan identifies three strategic objectives, detailed in 8 strategies and 26 coherent strategic actions.  

	Strategic Objectives, Strategies and actions of the 2009-2010 AT Strategic Plan

	1. Increase Revenue collection in a sustainable way

	1.1. Assist taxpayers to understand and comply with the tax laws

Action 1 – Promote tax education 

Action 2 – Provide assistance to economic operators and other taxpayers

Action 3 – Streamline the procedures in the tax returns and in the tax payment

1.2 Strengthen the measures to improve the compliance with tax and customs obligations

Action 4 – legislation

Action 5 – Inspections, examination and audit

Action 6 – Management of tax debt

Action 7 – Strengthen international cooperation and regional integration strategy

1.3. Establish a central management unit for large taxpayers and mega-projects

Action 8 – Large Taxpayers Unit

Action 9 – Mega-projects



	2. Modernize and strengthen tax administration

	2.1. Upgrade the infrastructures that support the effective operation of the AT 

Action 10 – Buildings

Action 11 – Equipment

Action 12 – Provision of goods and services

2.2. Improve the organisation structure and the management system to ensure that actions are properly planned and managed

Action 13 – New organisational structure for AT 

Action 14 – Change Management and assessment of the compliance with the tasks

Action 15 – Expand the tax and custom revenue collection units to the whole country

2.3. Develop a Human Resource Management System and improve the quality of life of the Staff

Action 16 – Secure sufficient, qualified and motivated human resources 

Action 17 – Establish the staff complement for AT

Action 18 – Social assistance to the staff

2.4. Strengthen the organisational culture at AT

Action 19 – Ethics and Integrity

Action 20 – Accountability and compliance with the legislation and procedures



	3. Develop information and communication technologies, in the context of PDTI (IT Masterplan) that allow for the improvement of the tax management processes

	3.1. Modernize the business processes of tax administration through the application of information technologies by maintaining the operation of the current systems

Action 21 – Design and conceptualise modern software for tax and customs management (eNuit, eTaxation, and Single Windows Customs Management)

Action 22 – Hardware and Infrastructure 

Action 23 – Change management and staff capacity

Action 24 -  Current systems for operational, administrative and other areas




The Strategic Plan has a very limited set of indicators for the monitoring of progress. 

Quantitative indicators: 

· Annual revenue increase of at least 0.5 percentage points of the GDP

· Annual minimum increase of additional revenue collected in 10% over the previous year,

Qualitative indicators: 

· Level of satisfaction of the taxpayers obtained through surveys that will be conducted to that end

· Level of satisfaction of the staff obtained through surveys that will be conducted to that end 

As far as we know the qualitative indicators have not been made operational yet. The quantitative target of 0.5% of GDP is very central in the organisation and in the ‘discours ‘of its management. It is also the IMF PSI benchmark and the PAF target in the general budget support framework. 

Tactical Plan (PAOMA) 

In addition to the Strategic Plan AT has prepared a Tactical Plan for the period 2009-2010 (A17). So far, this is a very minimal document with the same structure and hierarchy of objectives as the Strategic Plan, but it includes expenditure estimates for achieving the different objectives and actions. It also serves as a medium-term budget framework, as all expected expenditures are included (including personnel). 

The Tactical Plan or PAOMA remains the weakest component in the planning cycle. It provides little additional operationalisation to the strategic plan, and the budgeting of the overall reform remains incomplete and not very well founded, particularly for reform items such as iT

There remain issues with the quality of the budgeting in this document. The tactical plan included some budget items that are of an aspirational nature (such as the construction of a unified HQ) and it is also not sure if the full intended salary reform will be fully implemented in the foreseen period. 

Annual and Operational Plans (PATO)

AT has prepared annual operational plans for 2007 and 2008 (A19 and A20). These plans are mostly detailed list of activities to be undertaken by the different directorates in order to achieve the more strategic reform activities. They also include some more general output and outcome target. The plans and activities are not budgeted and there is no direct link to the budget.  

At this moment no Operational Plan has been approved for 2009, although it is understood that some of the main directorates have prepared their own plans, and that these will be aggregated by GPECI. 

Other relevant plans 

Within AT a number of other relevant plans have been prepared over the last couple of year which will give input on the planning and budgeting for some of the activities in which the common fund will be involved. Main areas are IT and training. 

PDTI. In 2007 AT prepared an IT Masterplan (Plano Director da Tecnologia de Informação - PDTI), with the active support of several IMF-financed advisors. This plan has a good overview of the existing software applications and assesses their compatibility and lifespan (both assessed as rather low). It sets out some core principles by which future applications should be developed and contains a high-level attempt at estimating the cost of an extensive reform of IT (between $20-30m for software and hardware). The document is still referred to in the different AT plans and provides some good principles, but is now mostly superceded by the business plan/ conceptual design developed under the framework of eTributação. 

Business plans for eTributação. eTributação or ‘eTaxation’ is the name of the proposed integrated application to be developed in support of the revenue collection processes (further discussed in chapter 3.9). It has been proposed for several years now, and several business cases / multi-year plans have been developed to plan its implementation (and to support the request of financial support for its development with donors). These are included in annex. 

The idea is that eTributação would be developed by UTRAFE, the unit that has been responsible for the development of eSISTAFE (the IFMIS in support of the budget execution process). Therefore, the business cases for eTributação were originally submitted to the SISTAFE donors (including Belgium).

A first business case was developed in 2007, and presented to the SISTAFE donors. But this was rejected as it was found to be insufficiently detailed. A significantly altered business case was submitted again to the SISTAFE donors in 2008, however at that time it was clear that there would be insufficient funds in the sistafe common fund to fully finance the application. Currently AT/UTRAFE has proposed a more limited plan for the development of a pilot. The pilot development would be around $4-5m, but the development and full roll-out of eTributação would be multi-year project with a significant cost, comparable at least to that of eSISTAFE (between $20 and $50m). 

Capacity Building Plan. The HR department has recently developed a capacity building plan for AT. This foresees capacity building of staff in a number of general and specific streams. In addition it foresees the setting up of a number of three training institutes (for the South, Central and North region of Mozambique).  The plan is useful, but is still based on a very diffuse assessment of capacity in the organisation and capacity building needs. 

Reporting

AT is developing an internal management information system, to provide regular information on both revenue flows, as well as internal management information. This is very much work in progress. Assessments show that available management information is still slow, not in the right format (often very detailed) and incomplete. Still, there are important efforts being undertaken to ensure regular reporting.  

AT has prepared detailed annual reports for 2007 and 2008. These contain analysis of the revenue and of some of administrative processes (reimbursement, taxpayer registration, …). They also give an overview of the internal organisation and management with detailed chapters on HR and infrastructure. In addition, AT has prepared quarterly progress reports. 

2.6.3 major issues in budgeting and planning

AT faces some major issues that will need to be addressed in the strategic planning and budgeting. 

AT’s 2008 budget execution come to MTN1,6b (about €43m). Most of this went to personnel (MTN980m) and goods and services and other recurrent costs (MTN 470m). The internal investment funding stood at 150m, about 10% of the budget. The common fund (with currently foreseen funding for 2009 of around MTN150m) represents about 10% of the overall AT budget, and would allow almost a doubling of the investment budget. 

Some of the major budget challenges are: 

· overall administration cost (cost of AT administration / total revenues). This ratio is currently very high in Mozambique (at about 4% and still increasing). International benchmarks put this at between 1 and 2%. This is partly justified as a catch up, and investment to ensure the organization is enabled for higher revenue intake. Still, sufficient focus on increasing efficiency in the next couple of years will be essential. 

· Cost of personnel. The AT will need to incorporate an significant expenses related to HR: 

· A proposed unified career stream that will unify the salary of DGI and DGA. DGA staff is currently better paid and the reform will basically bring DGI up to DGA levels. The budgetary impact is quite significant (overall budgetary increase of about 20%) and the full implementation has been postponed several times, obviously leading to some frustration amongst staff. 

· AT will need to hire more qualified staff in higher salary scales to improvement the qualifications in the organization.  

· Infrastructure cost. Within the organization and government there is quite a lot of pressure to increase the infrastructure budget: 

· The government has an explicit policy to ensure that government services are extended throughout the country. This from a point of view of citizenship (rural population should be served comparably to urban population) and as a way to promote the economic development. This also means there is pressure on AT to extend its services to far-out regions, even if this does not really make sense from a pure cost-efficiency point of view. 

· Attracting staff to work in rural districts and distant border posts requires that housing is provided to them. AT is currently upgrading the staff housing in some of these areas. 

· Internal funding for reforms. AT will need to take on some of the expenses related to the reform programme. For example the eTributação reform will not be fully financed by donors. Part of it would need to be financed by the State Budget. Government has indicated its willingness to do so, or to seek credit if there is a not sufficient funds (possibly WB credit). 

· Economic crisis. Part of the revenue from the AT is through a fraction of the revenue it collects. For 2009 the revenue targets will not be met because of the economic crisis. This will have an immediate effect on the own revenues of the AT. 

· Uncertainty on the common fund. As the common fund has taken a long time to materialize, there has been uncertainty over the available funding. 

These are some of the challenges facing AT medium-term budgeting over the next few years. For donors it will be important to ensure that not all of the available funding within AT goes to salary reform and infrastructure, but that some funding remains for the reform programme within the own budget.  

2.7 Status of the Common Fund 

2.7.1 MoU

AT and donors have finalised a MoU in 2007. The MoU preparation process was initiated by the donors, but taken over by the AT quite early in the process. This interactive process lead to a quite spun out MoU. Still, the provisions in it are very much in line with other Common Fund MoUs that are currently existing in Mozambique, with a strong emphasis on alignment with the national budget and planning cycle and with quite strict provisions for donor commitment and disbursement. In accordance with GBS and other common funds, the MoU also foresees a high level of use of government systems. The provisions in the MoU are largely similar to those in the MoU relating to the SISTAFE Common Fund, in which Belgium participates. 

The MoU was signed by the Minister of Finance and UK (DFID) on 19 December 2007. Germany (KfW) signed the MoU in 2008. Germany included an annex stating that the MoU was a declaration of intention, and not legally binding under international law and stating the precedence of its bilateral agreement. The bilateral agreements of Germany and UK are included in annex. Switzerland (SECO) has approved internally and should sign before June 2009. 

The current MoU runs until 2010. The original idea was to get it up and running in 2007, but obviously the start-up has taken longer. Under the current circumstances (with significant delays in the start up of the common fund), it would probably be advisable to extend the running period of the MoU by at least one year. This would be particularly relevant for Belgium and Switzerland that plan three-year disbursement (up to 2011). The extension has been informally discussed by donors and all agree that this is the preferred option. 

2.7.2 Status of Donor participation 

Apart from Belgium, three agencies have expressed an interest in participation in the common fund: 

· DFID (UK), signed the MoU in 2007 and made its first disbursement end 2007 (executed in 2008) 

· KfW (Germany) has signed the MoU in 2008, and has made its first disbursement in April 2009

· SECO (Switzerland) has finalised internal approval (advocacy note and final approval) and is currently preparing its bilateral agreement. 

IMF is an observer and has a seat in the Partnership Committee. 

Previously there were two IMF Trust Funds (one financed by DANIDA-SECO, and one financed by DFID). Under these programs long term TA was provided, as well as support to some other activities. These have now more or less finalised. IMF FAD still has twice-annual review missions. The last of these was financed by the Government via Common Fund funding. 

In addition, a number of other donors are developing activities in the area of tax administration or related areas: 

· There are still some funds under a DANIDA-SECO financed IMF Trust fund for support to tax reforms. There is a possibility that these remaining funds be integrated in the common fund. 

· Norway is intending to finance technical assistance to the AT, focusing on tax policy and tax collection issues related to petrol.  In addition Norway is providing earmarked funding under the SISTAFE Common Fund for the development of the eTributação application. 

· The EC is financing a UNIDO-UNCTAD program which has as one of its components the support to the ‘Single Window’ application to support customs administration and handling. 

· US Treasury Dept has a support program to AT under which is provides technical assistance under the form of peripatetic expert missions. These focus on strategic management, audit and natural resources taxation. 

· Portugal will initiate a programme for technical assistance provided by staff from its MoF in the areas of PFM and Tax. This might include the provision of technical assistance (through short term missions) by staff of the Portuguese MOF. 

There are efforts to ensure that the activities under these programs are aligned and harmonised with those developed under the common fund. Norway is an observer in the CF Partnership Committee, and the USTD experts give debriefs to the common fund partners. There have also been some contacts with UNIDO and the Portuguese Embassy on exchange of information on their programs. 

2.7.3 Functioning of the common fund 

As mentioned the Common Fund officially got started end 2007 with the signing of the MoU by DFID and with the first disbursement by DFID end 2007 (these funds were executed in 2008). 

As the Common Fund only had one disbursing donor up to May 2009 (when KfW joined), it has been very much functioning in a provisional/ transitional mode. However, all the features of the MOU are gradually being applied. 

Partnership Committee

The Partnership Committee (PC) was established and met several times through 2008 and 2009. The minutes of these meetings are included in annex. 

The head of the PC is Dr Sueia, head of the GPECI department. The PC also has AT members from other AT directorates. They have been appointed by a decree by the President of AT. 

On the donor side DFID, Germany and IMF are full members. Other potential donors (SECO and Belgium) have been invited to the Partnership Committees as observers. For Belgium the BTC Economist has been attending these meetings. Norway has also participated in these PC meetings as observer. 

The AT has functioned as PC Secretariat and has provided the invitations and has prepared the minutes of the meetings. 

The Partnership Committee has approved plans for 2008 and 2009 (provisionally). In addition it has discussed the different progress reports provided by AT, the management arrangements of the common fund as well as the QAG reports. These are very much what should be discussed by the Partnership Committee according to the MoU. 

The main hindrance to the full functioning of the PC so far has been the fact that, on the donor side, most participants are not yet full members of the common fund, limiting their stake and involvement in the PC. 

AT Common Fund Management Provisions – Executive Committee and involved departments

The MoU foresees that AT established an Executive Committee for the management of the Common Fund (art 2.5, (i)), responsible for the adequate management of the CF and the provision of the MoU. This Committee was established by Dispatch of the President of the AT in May 2007. It has representatives of the different directorates (DGA, DGI, CS). It is responsible for the preparation of the plans and reports by AT, and to oversee the internal management of the funds. This committee is headed and coordinated by the director of GPECI. 

The main entities within AT involved in the management of the Common Fund will be GPECI (Planning and International Cooperation Cabinet), which is responsible for the coordination of the planning and reporting. Any procurement will be done by the procurement department under the Common Services Directorate (within AT all procurement is centralized). The budget execution of the common fund is to be done via the eSISTAFE system (this is the state budget execution and accounting system), by the Financial department, also under the Common Services Directorate. GPECI, and the procurement and finance departments under the Common Services Directorate, are therefore the three units that will be most closely involved in the daily management. 

Accounting and procurement – use of national systems

The MoU foresees the use of national systems for the execution and accounting of the funds. This is in line with practice in other common funds, such as the SISTAFE Common Fund in which Belgium is already member. 

In 2008 the execution (of the DFID funds) was still done in a transitory manner, via a special project account. 

From 2009 onwards the funds are kept as a virtual sub-account of the single treasury account, and the execution will be executed and accounted via the integrated e-SISTAFE application. This also means that funds will be on-budget (included in the national budget, and accounted for in the budget execution reports produced by eSISTAFE). 

The use of the single treasury account and e-SISTAFE has been assessed by donors in other common funds. Also the WB has done an extensive assessment of the appropriateness of these systems and has found that the national systems can be used for the execution of WB funds. These assessments have found that eSISTAFE and CUT provide sufficient guarantees for the traceability and ringfencing of common funds. 

The procurement will be done using the national procurement legislation. Again, this legislation has been assessed by donors in other common funds, and by the WB in its specific assessment on use of national systems. In addition there has recently been a CPAR. All have concluded that the legislation is in line with international best practice. 

The eSISTAFE system and procurement legislation are of course just instruments that can only provide so much guarantees in themselves. Additional capacity building support to the units applying them remains appropriate. In addition the application and use of the common fund will be audited by an external audit. 

External Audit

The MoU foresees that the funds will be subject to an external audit (art 4.5). The audit of the 2008 Tax Common Fund accounts has been tendered for and is expected to take place shortly. It will be done by BDO. The ToR of this audit tender are included in annex. 

These audits will be executed by an independent private sector audit company. In addition the common fund can be audited by the internal and external audit organs of Mozambique, as can all funds on-budget. 

eSISTAFE is able to ringfence specific flow of funds and to provide specific reports on their use, including a full audit trail. 

Quality Assurance Group 

The MoU envisages the establishment of a Quality Assurance Group (art 4.2). This is an organ composed of experts of recognized competence in Revenue Authority Reform, aimed at carrying out the assessment and specialized monitoring of the reform and in particular of the execution of the Common Fund.  The members of the QAG are selected by the Partnership Committee. The QAG have general ToR, annex to the MoU, and specific ToR for each mission. The MoU foresees that the QAG be financed through the common fund and that its missions be coordinated with those of the IMF FAD. 

The MoU foresees that the QAG visits twice a year, to assist the Partnership Committee in the assessment of the plans (July/August mission) and in the assessment of the performance/reports (Jan/Feb Mission). 

The concept of the QAG was also used in the SISTAFE Common Fund. The QAG in preference exists of some peer experts, rather than just consultants. The idea is also that their involvement in long term, so that a good understanding and good rapport can be achieved with the AT and with the donors. 

Status. The QAG has been composed. A first ‘exploratory’ mission with one member was held in July 2008. A second mission with two members was held in November 2008. A third mission with three QAG members is being held in May 2009. 

The QAG members are currently not financed through the common fund, but contracted directly by the donors (same as in the SISTAFE CF). However they are also approved by AT. Two members are being financed by DFID and the third (new) member is being financed by KfW. The current members and their specialization are mentioned in below table (their CVs are included in annex 29-31).

	Members of the Quality Assurance Group of the Tax Administration Reform Common Fund

	Name 
	Financed by
	Speciality

	Faith Boardman
	DFID
	Tax Administration Reform 

Strategic Management

HR Reform

	Deborah Williams
	DFID
	Tax Administration Reform 

Strategic Management

	Victor Almeida 
	KfW
	Tax administration systems and applications 


In principle there are still possibilities for additional members to be financed by other donors. Certainly Mr Almeida was brought in for one mission, to bring some specialized IT expertise in the team, but he might be replaced by a more permanent member. Also, there is still little specific expertise on customs systems within the current group. 

The scope of the QAG will gradually evolve and there is scope for particular areas of interest in each mission. The main purpose in the end is to ensure all partners of the quality of the plans and activities of AT in light of the reform program, and in particular to assess the strategic fit of the common fund activities in this regard. The QAG will also look at the extent to which the planned common fund are achieved, and to whether they provide value for money.  

The QAG have produced reports at the end of their missions and these reports have been discussed in the Partnership Committee. The AT has been very cooperative in meeting the QAG. 

Besides from the QAG, there are still the IMF Fiscal Affairs Department Missions. The IMF FAD was previously involved in providing peripatetic and resident TA to the AT, funded by trust funds financed by SECO, DANIDA and DFID. These Trust Fund are now spent, and no further resident TA is provided. The IMF, officially at the request of the GoM, continues to provide twice-annual missions to review the tax administration reform process. Previously these were financed by the FAD itself, but due to the recent financial problems of the IMF, these missions are currently financed by the GOM. Possibly, the new (richer) IMF might be able to finance these missions again itself in the future. 

The second and third QAG Mission have been held at the same time as the IMF FAD Tax Administration Reform Missions, and it is the intention that this will continue to be the case. So far, this has proved to be productive, allowing exchange of information and some level of informal specialization/division of labour between the two groups; and some reduction of administrative burden on the part of the AT, as they have a lot of shared meetings. The conclusions and reports of QAG and IMF FAD remain separate. At the same time, it also means that a lot of reports on the functioning of the AT are produced at the same time, risking some recommendation overload of AT. The conclusions of both missions have so far been in line with each other, but there is of course a risk of diverting messages and recommendations.   

The IMF FAD missions focus specifically on tax administration, and are therefore distinct from IMF ‘tax policy’ review missions (which have not taken place in Mozambique since 2006) and from the regular Art4/ PSI review missions  (twice-annual, also with special attention to the fiscal revenue, but from a macro-fiscal point of view). 

It is felt that the time is ripe for more attention to assessments of tax policy. This is reflected in the intention to dedicate one of the studies assessing the impact of PARPA specifically to the impact of tax policies (impact on economic development) and the intention to organize some new IMF Tax Policy mission and/or World Bank Poverty and Social Impact Assessment (PSIA) of some of the tax policies. 

2.7.4 Planning, Monitoring and Reporting Cycle  

The MOU foresees a multi-annual plan and budget for the Common Fund (PAOMA) and annual plans and budgets (PATO), all to be proposed by the AT and to be approved by the Partnership Committee. In addition AT has to provide quarterly progress reports and annual reports on the use of the funds and on general reform progress. 

The planning and reporting cycle of the common fund is now being established. 2008 in this regard was a transitory year as there was only one donor disbursing, and no clear planning had been established. 

As discussed, no real multi-year planning for the common fund has yet been formally established. The tactical plan of the AT assumed some suggestions of where donor financing could be used, but there was no real link with actually available donor funds.  

The Annual Plan and Budgets for the common fund have however been proposed by AT for both 2008 and 2009. 

The 2008 was approved by DFID as single donor. This plan was very much a transitory plan with some activities that might have been necessary, but were not particularly ‘reforming’, such as the maintenance of old it-applications. 

The 2009 Plan is much more inline with the purposes foreseen for the common fund. It has components of TA, capacity building, communications and development of IT systems. In addition the 2009 Plan is adjusted to the available and committed donor funding (assuming that both Belgium and Switzerland will approve their disbursements). 

	Common Fund Budget 2009 – main budget items 
	Mts (Unid: 10^3)
	Euros (Unid: 10^3)
	peso

	Promote fiscal education and information to taxpayers
	51.214,48
	1.551,48
	30,9%

	Support improvement of support to taxpayers
	7.600,00
	230,23
	4,6%

	Technical assistance for institutional development
	18.500,00
	560,44
	11,2%

	Design of modern software tax management application - eTributacao 
	33.010,00
	1.000,00
	19,9%

	Support the simplification of procedures of declaration and payment of taxes 
	10.907,24
	330,42
	6,6%

	Improve Inspection and audit 
	6.407,24
	194,10
	3,9%

	Specialized training and expertise for Megaprojectos and large taxpayer unit 
	6.600,00
	199,94
	4,0%

	IT and Radio communication equipment 
	31.471,25
	953,39
	19,0%

	Total 
	165.710,20
	5.020,00
	100,0%


This common fund adds represents about 10% of the overall AT budget (which stood at MTN 1,6b). It will however allow almost a doubling of the investment budget (in the AT 2008 budget internal investment stood at MTN150m). 

On reporting requirements, AT has provided its internal quarterly and annual reports to the Partnership Committee and these have been discussed. In addition it has provided details on the execution of the 2008 Common Fund Budget (basically a status on procurements that were undertaken). Almost all the budget has been executed. As mentioned, these accounts are currently being audited by BDO. 

2.7.5 Funding and disbursement 

Current committed (and indicated) donor funding is as follows (Be and CH pending final agreements to be signed, KfW funding for 2011 subject to evaluation/ appraisal). 

	 
	2008
	2009
	2010
	2011
	

	 
	Q1
	Q1
	Q2
	Q3
	Q4
	 
	Q1
	

	UK - DFID
	1700000
	1.260.000
	 
	 
	 
	1.260.000
	 
	

	Germany - KfW
	 
	 
	2.000.000
	 
	 
	1.000.000
	In principle 2.000.000 over 1 or 2 years, subject to appraisal, not yet included in total
	

	Belgium
	 
	 
	 
	1.000.000
	 
	1.000.000
	1.000.000
	

	CH -SECO
	 
	 
	745.000
	 
	 
	620.000
	500000
	

	Total
	1.700.000
	 
	 
	 
	5.005.000
	3.880.000
	1.500.000 
	11.085.000


This table assumes Swiss and Belgian funding, both countries still need to finalise their specific agreements. DFID and KfW have indicated that they could consider continued financing after 2010, but this can not yet be confirmed. 

The timing of commitments and disbursements is currently still somewhat unorganized, as three of the four donors were in the process of preparation last year. There were efforts to come to a disbursement planning schedule for 2009, but this was also very provisional. For 2010 donors will need to do better. It is clear that the uncertainty over funding does not make it easy for AT to plan or execute the program. 

2.8 Common Fund focus areas 

As mentioned the MoU states the main purposes for which the common fund is to be used. These are: 

· Reinforcement of technical capacity within the AT;

· Reinforcement of institutional capacity and change management capacity related to the establishment of the AT;

· Hiring of technical assistance;

· Reinforcement of communication capacity and of information technology.

The 2009 Plan is relatively in line with these purposes. Although there is no multi-year plan, it is thought that these are the area in which the Common Fund is most likely to be used in following years: 

	Expertise – institutional capacity building 


	Short and long term technical assistance in a number of areas. Some areas have been identified in the QAG report and some have been included in the 2009 report. Areas that are foreseen are:

· strategic management and planning 

· change management 

· project management 

· Strategic IT management 

· Audit and inspections, 

· Tax management for for large tax payers and natural resources and mega projects

	Capacity building  - General capacity building 


	Support to the establishment of the training centers that AT is establishing in the South Central and North region, that must provide large scale training to AT staff in basic skills and basic tax management skills 

Support to the development of a curriculum for general training

	Capacity building  - Specialised capacity building 


	Support to a more specific training programs with advanced skills, for example in auditing and inspections

Specific training/ coaching programme for top management

	Software applications  - development of eTributação and evolutive maintenance of current systems


	eTributação is the integrated tax management system that will be financed by the tax administration fund, the sistafe common fund and by the AT budget 

Until eTributação is finalised there will also be a need to maintain and adapt some of the current tax administration applications

	Communications / Tax promotion 
	Support to activities improving understanding of tax requirements, training of taxpayers and promotion activities


2.9 eTributação 

The eTributação project is likely to be one of the major components of the common fund activities in the next years. It therefore deserves some particular attention. 

eTributação is the Portuguese name for eTaxation. This will be integrated software application that will support the entire tax collection process. It will both support the internal processes (tax collection, tax arrears follow up, tax collection, tax payer management) as support / facilitate interaction with taxpayers (allow payment via bank transfer (currently not possible), facilitate registration and submission of tax declaration via online or other interaction and allow tax payers to follow up their accounts for different taxes (ledger). The interactive processes will at first be mostly aimed at larget taxpayers, but gradually extended to wider population (online, or via service desks at tax offices). 

In particular it will provide: 

· integrated account per taxpayer, in order for both AT and tax payers to better follow up their tax liabilities. Linked to this will be better systems for arrears management 

· support to the unique taxpayer registration 

· classification of revenue going into the treasury 

· Allow payment of taxes through bank transfer 

· Support process of auto-assessment by taxpayers

· Allow online entry of declarations 

· Support work flow of tax management 

· Support audit and datamining 

The eTributação concept and project has already been around for a couple of years.

It started its life as one of the components of the eSISTAFE reform. Originally the scope was more limited to a system allowing better classification of revenue. Since then it has expanded to a more comprehensive tax management support system. 

Originally it was foreseen that the original limited version would be paid through the SISTAFE Common Fund, however there were insufficient funds within this fund, particularly after the expansion of the scope of the project. 

Quite early on it was decided that the development of the system would be done under the responsibility of UTRAFE, the unit that was responsible for the development of eSistafe. This decision was taken because UTRAFE had more experience in such work, and because the application would be using some of the hardware and communication infrastructure developed under eSISTAFE. A management structure has been set up with a joint AT-UTRAFE management committee that should allow sufficient involvement of AT in the development. 

Contrary to eSISTAFE, which was custom-built, eTributacão will be using an off-the-shelf application (Oracle Revenue Management) application that will be customised. The procurement of the application has already been done and Oracle and its local agent came out as winner. 

The planning, budgeting and financing for the full development has not been finalised. Previously two business cases were prepared with a planning and a budget, but both are now outdated. The first business case still assumed a custom-built application, the second did already assume a off-the-shelf systems and foresaw that the entire development, software, hardware (furbishing users), datacenter adjustment (to allow it to function an extranet application), plus all change management and training would amount to a total budget of $ 30 m over a three to five year timespan. In the end this plan was never fully approved because the financing was not secured. 

Currently AT/UTRAFE have developed a more limited plan and budget (A 40) that would allow them to purchase the software and develop a prototype that would be rolled out to a number of pilot units. Budget for this is about $ 3-5m, and would go over a year (2009- 2010). Afterwards, it would be more feasible to develop a long term planning and budget. The pilot would be finance by tax common fund (1m), Norwegian earmarked funds via SISTAFE Common Fund (1m) and the state budget (via AT or UTRAFE). The government has indicated it could apply for a credit (for example WB) if there are significant funding gaps.  

The financing is therefore quite complicated as it will be financed from three sources at least: 

· the sistafe common fund, financing the purchase of the software application and development 

· the tax common fund, mostly for development expenses and some of the training related expenses

· the AT budget, for hardware and training/ change management

The eTributação is obviously high-risk and high-cost. At the same time the potential benefits are great and there is a general consensus that AT has to invest seriously in software applications to allow any form of meaningful business re-engineering. 

The eTributação project in its different inception phases has been assessed by different external entities. Recently the SISTAFE QAG and IMF FAD Mission on SISTAFE and Tax, and the Tax QAG have commented. All indicated that the project still has significant risks: 

· Risk of Underbudgeting

· Absence of clarity over conceptual design 

· Concerns over managerial set up, risk of insufficient involvement of AT/ AT as intelligent client

· Uncertainty of how it will be linked with other applications, such as the single window application in support of customs

· Technical ability and current provider setup (in particular the absence of a system integrator)

· Procurement process 

This will therefore obviously be a important project that needs to be followed up. The QAG has proposed that the common fund is used to attract a strategic IT management expert that could assist AT in the support to the conceptual design of the project and clear long term planning. 

For donors it will be important that within the donor group sufficient time is dedicated to the follow up and to ensure that the necessary expertise on these kind of applications is present in the QAG and or IMF FAD. 

3 CONDITIONS and risks – Assessment at country level 

3.1.1 Minimum guarantees on good management

Mozambique scores 3.5 on the overall CPIA index for 2006. 

The CPIA rates countries against a set of 16 criteria grouped in four clusters: economic management, structural policies, policies for social inclusion and equity, and public sector management and institutions. With a CPIA average of 3.5, Mozambique is on the 28th place in the list of 75 countries in the CPIA table.

· Overall CPIA 2006 for Mozambique is 3.5. This score is above sub-Saharan average (3.2), although several African countries are score better (amongst which Uganda and Ghana). The overall CPIA score has remained stable for the past 3 years 

· Mozambique scores well compared to other IDA borrowers for economic management (Cluster A) with a 4.2 score.  

· Score for Cluster D (Public Sector Mgt and Institutions) went form 3.2 to 3.1, mainly because of lower scoring for indicator 14 (quality of public administration). 

Conclusion: As the CPIA is comfortably above the minimum level set in the vademecum (2.5), Mozambique qualifies for budget support/pooled funding according to this criterion set in the vademecum.

3.1.2 Macro-Economic Stability

Mozambique has been praised for its prudent macro-economic, fiscal and monetary policy. It is currently in a PSI programme with the IMF and the IMF has twice-annual PSI Review missions. Macro-economic policy is also assessed annually by the G19 budget support donors (AideMemoire). 

The CPIA (see above, “Minimum guarantees of good governance”) has a specific cluster of indexes covering economic management, with the following results for Mozambique in 2006: 

	Macro-economic management
	4.0

	Fiscal policy
	4.0

	Debt policy
	4.5

	Average 
	4.2


Mozambique has benefited from a Poverty reduction growth facility programme (PRGF) with the IMF, from 2004 to 2007. Following on from the PRGF, a three-year PSI (Policy support instrument) arrangement has been negotiated between the IMF and Mozambique.  This PSI no longer has a credit component, which is no longer deemed necessary, but includes a set of benchmarks and continued structural reforms to support long-term macro-economic stability. The PSI is monitored through twice-yearly IMF review missions, submitted to the Board.  The latest full PSI Review Mission Report is included in annex to this report, as well as the press release from the May 2009 Review Mission (report not yet available). In all these reports the IMF praises the prudent macro-economic management by Government. Obvously, like every other country in the world, Mozambique faces the consequences of the economic downturn. IMF has assessed that there will still be growth in 2009 (at a respectable 4.3%, albeit lowest level for a decade). In 2009 there will be a revenue shortfall because of decrease in trade. At the same time government has been advised to introduce some countercyclical measures. These will need to be financed by some recourse to domestic debt, new IMF facilities (ESF) or international funding. Because of its low levels of indebtedness, the IMF feels there is space to pursue these fiscal stimulus measures.  

Overall revenue, and the reform of the revenue administration (merging of customs and tax authorities, and increased efficiency in revenue collection) receives ample attention during each PSI mission, and some of the reforms related to the establishment of the AT and now the development of eTributação have been included as structural criteria in the programme.  

Conclusion: Mozambique is on track with the IMF concerning macro-economic stability; the IMF-sponsored programme has been successfully completed and is followed by a new three-year programme that will continue to monitor structural reform that will support long-term macro-economic stability. The reforms in endogenous revenue mobilisation are an important component of this.  

3.1.3 Multi-donor concertation – general 

Mozambique has an extensive tradition in multi-donor dialogue and Belgium has been involved in several of the most relevant forums such as the Development Partners Group (all donors), the G19 (General Budget Support donors). 

Within the general budget support framework there are several relevant working groups within which there is scope for harmonisation amongst donors and dialogue with government. Most relevant from a tax point of view are the Tax Working Group, PFM Coordination Working Group, Private Sector Working Group. These are discussed below in the chapter on policy dialogue.  

Mozambique has a long tradition of working with sector budget support and basket/ common funds. In that sense, both donors and GoM are familiar with the related concertation and dialogue mechanisms needed to make these mechanisms function well.

Conclusion: Mozambique has sufficient tradition and mechanisms for multi-donor concertation.   

3.1.4 Multi-donor concertation – Common fund level 

The common fund will have four development agencies participating, including Belgium. DFID and KFW have already signed the MoU and bilateral agreement and have disbursed. SECO (CH) has finalised internal approval and is expected to sign the financing agreement and MoU by June 2009. 

In addition there is concertation and involvement with other relevant institutions and donors. IMF is observer in the fund. There are regular contacts with other donors active in the area to tax administration management. Of these, Norway and US Treasury Dept have participated in the Common Fund concertation as observers as well. The Common Fund MoU allows for additional donors to join the common fund.

Conclusion: The Tax Administration Common Fund is a multi-donor initiative. In addition there is an established concertation with other donors active in the issues. 

3.1.5 PFM – general 

Mozambique has been subject to several diagnostic assessments in the PFM area in recent years. PEFA assessment have been done in 2006 and 2008 (AXX), and IMF ROSC and a WB CPAR assessment (looking at procurement) were also done in 2008/2009. These reports are added in annex, as well as the annual PFM assessment made by the EC, which gives a good overview of recent trends. 

All these reports point out to significant improvement in the different PFM subcomponents in recent years, although obviously there remain significant areas of weakness. The trajectory is definitely positive, with important improvements in most components. 

This PEFA exercise essentially covered the budget year 2006 and was able to make comparisons with the previous PEFA exercise finalised in March 2006 (covering budget year 2004). The important thing to note is that, by and large, none of the PEFA indicators have regressed; the only exceptions concern slightly less robust indicators for the credibility/precision in budgeting, but that the 2008 PEFA report puts into perspective (to a large extent due to efforts to make the budget more comprehensive). All the other indicators have either remained stable, or have progressed. Significant improvement in the reliability of PFM was noted in the areas of cash-flow management and internal controls (payroll and non-salary expenditure, including procurement). 

The reliability of public finance management in Mozambique can not simply be regarded from a static perspective; there is an ongoing dynamic of reform in PFM, of which the revenue reform common fund will constitute an important element. The 2008 PEFA report gives an overview of this dynamic reform, which can be summarised under the following four headings: 

· Improvements in the tracking and management system for public expenditure, including the introduction, through the UTRAFE common fund, of the integrated financial management system – e-sistafe5.  This new system makes increased use of expenditure through a single treasury account, rather than cash advance systems that present a greater fiduciary risk. 

· Planned reforms in the tracking and management system for public revenue. These reforms include the merging – started in 2006 – of two formerly distinct authorities covering public revenue, the customs authority and the internal tax authority. 

· Better guarantees and ex-ante mechanisms for the quality of public expenditure through an improved legal and institutional framework for procurement
· Improvements in ex-post controls on quality of public expenditure, through internal and external audits

Despite challenges in the PFM reform process the PEFA reports a very strong degree of “Government leadership and owner ship over the reform process”.  

On future PFM reform, the Government is currently finalising a PFM Vision which outlines the activities from now until 2020; and the government will also develop a new action plan for the further development of the eSISTAFE system, including its links with the planned system for eTributação. 

Use of Government systems by donors. 

Donors and GoM have been working together actively to increase the use of government systems for the execution of common funds and projects, whilst ensuring proper accountability for these funds. This is what is called by different terms such as putting external funds ‘on-budget, on-accounting, on-treasury, on-reporting, on-audit”.  The single treasury account and the e-SISTAFE accounting and budget execution system system offer much improved safeguards for the handling of donor funds that require some level of ringfencing, such as common funds. The new procurement law is in line with international standards and can therefore be used for procurement. In addition the audit institutions are improving, and can increasingly be relied on for audits, although most donors prefer to keep some involvement of external independent auditors in addition to the national internal and supreme audit institutions. Overall, in recent years there has been a significant increase of external funds using these national systems. 

The WB has recently prepared a detailed assessment of the safeguards provided by the national systems (A 38) and this report provides an excellent assessment of the fiduciary risk involved and some of the necessary safeguard measures that donors should take. The report does conclude that WB funding can be executed via the national systems (on budget, on treasury, on procurement and to a certain extent on-audit). 

Conclusion: The recent PEFA assessment notes significant improvements in public finance management across the board. The IMF ROSC and WB CPAR have also commented on the good progress over recent years.  There is also a very strong national dynamic for continued PFM reforms. 

The improvements in PFM have also allowed donors to increasingly use national systems for the execution of their external support (for budget support, common funds and also increasingly projects). This has been supported by a number of fiduciary assessments done by donors, including the WB. There are of course still some risks, and a number of mitigating measures remain appropriate. 

3.1.6 PFM  - fiduciary risk at common Fund level 

The common fund will use national systems (CUT, eSISTAFE, procurement law). These have been assessed as sufficient by the WB (A38) and are in use in other common funds and an increasing number of projects. The current provisions should therefore offer sufficient safeguards. Donors will need to ensure proper procedures are followed to ensure that funds are on-budget and common fund is sufficiently ‘ringfenced’ in the CUT. These procedures are well established. 

Systems and laws of course still need to be applied by people. EUROPORT assessed capacity in financial and procurement departments and QAG looked at procurement process. Both reports found that are still capacity development needs in these areas. With regard to procurement the report found that procedure and capacity is well established with regard to more routine procurement, but that there is little expertise in the procurement of more complex one-off procurements such as for IT applications. 

The MoU foresees an annual external audit. In addition national internal and supreme audit institution can also audit the funds. The audit ToR have to be approved by the Partnership Committee and the audit of accounts is to be finalized by end April each year. Approval of ToR by the Partnership Committee allows the inclusion of specific compliance audits of specific procurements should any concerns arise. The financial audit of 2008 accounts has been tendered and awarded to BDO. 

Attention points and mitigating measures: 

· Ensure that capacity building of support departments receives sufficient attention, either through the regular training budget or via the Common fund 

· Allow use of Common Fund for consultancy to support complex procurement procedures 

· Ensure correct application of the audit provision of the MoU 

· If appropriate, include VfM assessment or due diligence assessment of procurements by QAG 

Conclusion: The use of national systems of budgeting, accounting and procurement is now well established and these systems have been tested and been found to provide sufficient safeguards. The specific departments dealing with the execution of the common fund still could use additional capacity building, particularly in more complex procurement procedures. The audit provisions in the MoU are clear and are being applied.  

4 Conditions and risks – assessment at program level  

4.1 Specific conditions 

4.1.1 Quality of the Sector Reform Programme 

There is a clear consensus on the long-term strategic targets for tax revenue collection and on the necessary key components of tax administration reform. The overall targets are well reflected in the general government programs, such as PARPA II and the Government Five-year Plan. 

The general outline of the reform program is elaborated in the comprehensive Strategic Plan of AT (originally covering 2006-2010, later a significantly improved plan was adopted for the 2009-2010 period). This plan is strategic and relatively compact, good enough to provide guidance. The span of this plan is now relatively short, and the reform program will definitely extend beyond 2010. 

Work is ongoing on the translation of this Strategic Plan into more operational reform plans that would set out clear timelines, responsibilities, targets, sequencing and budgets for the different reform components. AT is putting a lot of effort in establishing a good planning structure, but the results so far are still mixed, albeit improving. The multi-year plans developed so by AT are quite detailed on more traditional budget items (such as the reform of the personnel statute and its budgetary implications, and infrastructure planning), but not yet detailed on the approach, timing and cost of the business process reforms and the development and implementation of IT-applications (in particular eTributação). Some additional plans, such as the IT Master Plan, the eTributação Business Cases and the Capacity Building Program provide some useful input, but have not been fully integrated. 

It is clear that the AT will need specific expertise in areas such as strategic management, change management and certainly also IT reform management to improve this planning, and it is foreseen that the Common Fund will be used to finance these type of expertise (through consultancy and short- and long term TA). 

Within the overall AT Budget there is a risk that insufficient funding will be earmarked to reform activities, and that most of the AT budget resources would go to more ‘traditional’ infrastructure expansion and salary reform; without really addressing the need for a reform of the business approach. This will need to be followed up, particularly given the significant budgetary impact of the intended salary reform and the relatively high tax administration cost/ tax revenue ratio that Mozambique has. Particularly when more comprehensive long-term budgets for eTributação are developed, it will need to ensured that AT takes on board a sufficiently significant part of the cost to ensure ownership and to ensure the LT sustainability of the application. 

The ‘work-in-progress’ nature of the operational reform plans for AT; as well as the long gestation period of the common fund (and related uncertainty over available donors funding) has also led to a set of plans and budgets for the Common Fund that are as of incomplete. 

At present there is no multi-year budget and plan for the common fund. This means that there is no clear decision as of yet to the contribution of the common fund to some of the major reform programs, such as for example eTributação or capacity building, over the longer term. 

The AT has now prepared two annual plans for the Common Fund, and the 2009 Plan is a marked improvement on the 2008 Plan, in the sense that it is much more focused on reform activities and that it is also fully in line with the purposes for the Common Fund as outlined in the MoU (focus on TA and expertise, capacity building, communication and IT applications). The 2009 Plan also has taken into consideration some proposal by donors and the QAG, and has therefore been prepared in a more concerted way. 

Very importantly, the 2009 Common Fund Plan foresees funding for the hiring of expertise to help in strategic management, change management and IT reform management. This expertise will help AT in establishing better medium and short term plans. 

Improving the quality of the planning will require additional expertise, which is now foreseen. Also, there are limits to the leverage donors were able to put on AT to improve its planning, whilst outside of the Common Fund. It is hoped that the dialogue on this will become much more concrete and practical, now that there donors are actually putting funds in the Common Fund.  In any case, AT has shown itself to be quite open to receive support and advise on the planning and reform management, so the prospects are quite positive that this will improve over the next few years. 

Performance monitoring systems. Some internal performance management systems are gradually being developed. The annual reports of the AT show that there is a lot of material around on both overall revenue targets as on specific outputs and activities. However, this is not necessarily integrated in a comprehensive performance management system, and is not necessarily geared toward the specific needs of different users. 

The different assessments found that more work needs to be done on developing a comprehensive performance management system. They stress the need for clearly developing a comprehensive set of strategic indicators, that would extend between what is currently envisaged in the strategic plan. The development of such a set of strategic indicators is also foreseen under the MoU. 

Content of the Reform Plan 

In chapter 3.6, 3.7 and 3.8 an overview is given of the content of the current plans. As mentioned the activities in the Common Fund Plan for 2009 are very much in line with the purposes foreseen in the MoU, and it is likely that the same type of activities are further financed in following years. The Common Fund will therefore focus on technical assistance (to management and on specific areas such as LTU and audit), support to capacity building and training (via support to the establishment of training centers and traning programs), development of an tax-management support system (eTributação, and possibly some support to maintaining current dispersed systems up to the point that eTributação takes over), communication and tax payer support.  

There is wide consensus on the need of all these aspects in the reform process. The need for these activities has been confirmed by the QAG and IMF FAD Reports, although there are of course still discussions on the operational choices. 

Obviously some of the proposed activities are higher risk than others. eTributação is obviously the component with the highest potential benefits and impacts, but also with the highest risk (of failure, or budget overruns). There is also a risk that this component might crowd out other reform activities as its development and implementation get into full swing. The budget estimates for its full development and implementation run from $20 to $50m.  This will need to be closely monitored. It will need to be ensured that this project is sufficiently co-financed from the AT budget, and possibly additional external financing (maybe from WB) will need to be sought. CF donors will need to ensure that the CF budget continues to finance the capacity building and TA in a sufficient manner. 

Conclusion. There is a growing consensus on the necessary reform components and these are now reflected in the strategic plan of the AT. However, the planning structure of AT is still incomplete, albeit with significant improvements over recent years. The Strategic Plan is good, but the translation of it into costed multi-year operational plans remains incomplete. The medium-term cost of some of the reforms, in particularly IT, is not yet fully incorporated. At the level of the Common Fund a Plan and Budget for 2009 has been developed that it is line with the purposes of the Common Fund that are in the MoU. However, a comprehensive multi-year plan for the Common Fund is also still not developed. 

The current absence of the multi-year reform plan obviously creates some risks. AT has been working on these medium-term operational plans, but has had difficulty in fully costing and planning these complex reform activities. There is also a risk that internal investment funding be diverted towards increases in recurrent costs such as salaries. In addition, there was, up to now, a lot of uncertainty over the available donor funding. The Common Fund will still finance additional external expertise in strategic management and planning, change management and IT management in 2009. With this help AT should be able to come up with more comprehensive operational plans. In addition, there is more clarity over the available donor funding, which will also help with setting realistic reform plans and budgets. Obviously, this is a crucial exercise and the donors need to follow up clearly through active participation in the PC. 

4.1.2 Extent of political willingness in the country to implement reforms

Overall political support

The current government has shown a high commitment to increase the internal revenues, and in particular the internal fiscal revenues, in order for it to be able to finance its extending government programs and gradually reduce the high aid dependence, or at least to provide some internal shock absorbers in case aid were to fall short. The current ‘emblematic’ target is to increase the fiscal revenue/gdp ratio by 0,5% per year (although it will not be achieved in 2009 because of the adverse effects of the global economic crisis). This target features prominently in the government 5-year plan and in the PARPA, and is a performance criterion in the IMF PSI program.  In this sense the overall macro-target has clear political backing. 

Over the years there has been a clear willingness to reform and adapt the tax legislation. Also in the tax administration area, there seems to be a clear understanding that the efficiency of tax collection needs to be improved. 

Managerial support

The management of AT has now been nominated for a couple of years. The top management are all newly promoted staff from within the organization and are quite eager to initiate the reform program.  

IMF and QAG have assessed top management as being dedicated and hard working. The management style in the organization is rather autocratic, with a risk of micro-management. QAG and IMF noted a risk of insufficient focus on the reform process, too much attention and time being dedicated to day-to-day management. Some mitigating measures have been proposed and adopted: 

· a dedicated top-management committee (with directors only) focusing on change management issues has been established

· change management reform unit to support management (established) 

Within the MF and AT itself there is a clear commitment within the top management to the revenue targets. There is broad agreement on some of the core reforms that need to be undertaken to achieve this, as included in the revised strategic plan. However, it is felt that current management need further external support to open up their vision (understanding the potential of some reforms) as well as their understanding of management of complex change processes, so that they are more effective change leaders. Therefore the QAG has proposed capacity building and mentoring for top management, and this is currently under consideration.  

As AT is a newly established organization, merging two previously separate entities, there remains within the organization the potential for internal politics related to such a merger. The merger of DGI and DGA seems now accepted, but there remains a risk that Customs especially will remain hostile to reforms that would require a further integration of both units or for example shared systems. The organization also has some other features that could create frictions, such as the division of labor between functional and regional directorates and the role of audit and control organs. 

Conclusion. The ambitious revenue targets are high priority in the plans of government and are therefore carefully monitored at political level. There is understanding that reforms are necessary to achieve the targets. However, there is a risk that management is distracted by day-to-day management and may lack the strategic vision and change management expertise. Some mitigating measures are underway to address this. There is also a continued risk of the merger process, and the traditional internal politics that go with such process, to distract attention away from the reform.  

4.1.3 Availability of capacity to implement reforms

The IMF FAD, Europort and QAG report have all looked at capacity in the organization. AT itself has been developing a capacity building/ training programme that included some form a capacity building needs assessment. These were the main sources used for this chapter. 

We will be looking at capacity in following areas: 

· Capacity of management / strategic management

· Capacity of staff  

· IT management

· General basic technical capacity at all levels

· Specific technical capacity 

· Operational capacity in managing the common fund 

Capacity of management 

The tax administration reform programme is very substantial and wide-reaching. In addition, it coincides with a extensive organization merger which has not been fully finalised. The QAG, IMF FAD and Europort assessments have all looked in detail at the capacity in the organization to manage such an ambitious change programme. 

All reports found that there are some risks in this area: 

· risk that management gets too overloaded on management of routine running of organization, and does not devote sufficient attention to change and reform activities

· risk of top management lacking in ‘vision’, because of their limited access to ‘best practices’ in other tax agencies and management training

· limited specialized change management expertise within the organization, and a tendency of very formalized ‘change by decree’ culture 

· a risk that the overall reform is not planned in a sufficiently coherent way

The AT has acknowledged these risks. It has reacted by already installing a ‘small top level change committee, consisiting of the main director-generals and some advisors, that meets two-weekly and focuses only on the change and reform issues. In addition, AT agrees that there is a need for additional technical assistance in the strategic management and change management and has included funds for such support in the common fund budget of 2009, and intends to maintain this is subsequent years. The QAG May 2009 Mission has assisted AT in more clearly defining the sort of assistance that would be appropriate. The assistance could be provided through TAs or via consultancy. 

The QAG has also insisted that a capacity building process for top management is still appropriate and has also suggested some ways in which this could be achieved (through study trips, mentoring with top management in other tax agencies, very targeted training, …). Some of these activities could also be supported by the common fund. 

Attention points and mitigating measures: 

· ensure that AT change management mechanisms remain sufficiently focused on reform programme 

· include strategic management/ change management assistance in common fund budget (already included in 2009 budget)

· consider needs of higher management in capacity building programs of AT (including funding via common fund)

Capacity in AT – IT Management 

A particular area that has received attention has been the ability for AT to manage a large scale application development and implementation programme such as eTributação. The issue is complicated because the actual development will be outsourced to UTRAFE, and will receive also some assistance of the software developer (Oracle) and its local agent (Escopil). So far, no system integrator has been attracted although this is common practice. The development of the application has been outsourced to UTRAFE because this unit has more experience with such large scale development of applications. However, AT itself must have sufficient expertise in house to be an ‘intelligent client’, understanding the choices that are made and their cost implications. In addition it must have the expertise in house to ensure that the developed application meets the functional needs of the AT. 

Both QAG and IMF FAD have looked in detail at this issue. Both found that there was some technical expertise in the AT, but that there is a capacity gap in strategic understanding of IT applications and the strategic planning and conceptual design of such reforms which would make it difficult for AT to be ‘an intelligent client’. Both reports find this to be an issue that would need to be addressed urgently, and it is suggested that attracting such expertise be still included in the 2009 Common Fund Plan. Additionally, both reports suggest ways to improve the involvement of AT in the functional design of the application (through mixed teams, mixed operational management, andsoforth). 

Attention points and mitigating measures: 

· Include strategic IT advisors in TA planning in 2009 Common Fund 

· Follow up on level of involvement of AT staff in functional design of eTributaçao and where necessary support these people with specific training

Capacity in AT – general basic technical capacity and specific technical capacity

The IMF FAD have made a general assessment of operational capacity in their Oct 2007 Report. In addition QAG and US Treasury looked at capacity in more specific areas (large taxpayers, mega-projects and audit). All found that overall capacity within the AT remains weak, but is generally weaker in the internal tax department than in Customs (which received more support in the past). 

The reports found: 

· general low level of basic skills (accounting, IT literacy, …). This is partially addressed through the higher education level of new hirings (in particular accountants) and through the general training programme that is under development. This is a structural issue related to the generally low level of schooling in Mozambique and low quality of schooling) 

· weak levels of tax legislation and procedure knowledge amongst staff. Staff not structurally updated on tax legislation and procedures. This is to be addressed by the opening of three regional training centres providing basis training on tax systems to all staff. 

· Weak capacity in specialized skills. The assessments looked in particular at large taxpayer management, management of natural resources taxpayers and tax audit. They found that in all these departments there was little understanding on how modern tax administrations approach these specific issues. Also noted was a lack of specialized expertise in many areas, which puts the AT in a difficult position when faced with better organized multinational enterprises. This will need to be addressed through specialized training programs and through the hiring of external expertise in some areas. 

So, overall there are significant capacity challenges. The HR department has prepared a training program, but this is currently mostly focused on providing high-volume core tax systems training to all staff through the Tax Training Institutes to be set up in the South (already established), Centre and North.  There has been no comprehensive capacity needs assessment, and at one point there will need to be a discussion on the trade-off between the general training programme and more specialized training programs. 

The AT funds can be for all these activities (setting up training centre, general training and specialized training). Currently most funds go to the Training Centre and it will need to be monitored that not all funds go to a bricks-and-mortar activity. 

Operational capacity in managing the Common Fund 

AT has appointed PC members and an internal management committee for the common fund. GPECI has been appointed as main interlocutor and Common Services appointed as responsible for financial management and procurement. The responsibilities are relatively clear cut and the interaction with GPECI has been open and constructive so far. 

As mentioned the national systems for financial management and procurement offer sufficient safeguards as systems. Obviously their implementation is still influenced by the capacity of the people using them. EUROPORT has assessed capacity in financial and procurement departments and QAG looked at procurement process. Both reports found that are still capacity development needs in these areas. With regard to procurement the report found that procedure and capacity is well established with regard to more routine procurement, but that there is little expertise in the procurement of more complex one-off procurements such as for IT applications. 

Attention points and mitigating measures: 

· Ensure that capacity building of support departments receives sufficient attention, either through the regular training budget or via the Common fund 

· Allow use of Common Fund for consultancy to support complex procurement procedures 

· If appropriate, include VfM assessment or due diligence assessment of procurements by QAG 

Conclusion. Significant capacity issues remain at all levels of the organization. The Common Fund can address some of these issues. Care will need to be taken to ensure that the capacity building remains a core component of the budget, and also that there is a balance between brick-and-mortar activities and actual training and technical assistance. 

4.1.4 Organisation and quality of the policy dialogue with the partner country

Organisation and structure of the policy dialogue 

Policy dialogue on tax related issues takes place via a number of platforms. 

A distinction can be made between dialogue on:

· Tax administration issues  (organisation and functioning of the tax administration, including administrative burden and processing of tax payments), 

· Tax Policy issues (types of tax, tax rates, impact of tax on business and growth, etc), 

· Global PFM issues (linkage of tax in wider PFM Management), and 

· General macro-economic and fiscal policy issues. 

Below table gives on overview of the main platforms for policy dialogue on tax related issues, their composition and their particular focus. 

	
	Composition
	Policy Issues Focus 

	
	
	Tax Administration
	Tax Policy 
	PFM systems
	Macro-ec & fiscal policy 

	Partnership Committee Tax Common Fund
	Common Fund donors, High level staff from AT (mostly from GPECI and Common Services Dept)
	X
	x
	x
	

	Tax Working Group
	Donors + Representatives AT (mostly DGI, DGA and GPECI) and sometimes representatives from MPD and MOF
	x
	X
	
	x

	Private Sector Working Group 
	Government (mostly Ministry of Trade and Commerce), Employers Organisation (mostly CTA) and Donors
	X
	X
	
	

	PFM Coordination Meeting 
	GoM (MOF, MPD and AT) and donors
	x
	
	X
	

	Budget Working Group and BAG
	GOM (MOF) and donors
	
	x
	
	X

	Economist Working Group
	Economists of Budget support donors. Their assessment feed into political dialogue at HoC and HoM level 
	x
	x
	x
	x

	X = primary focus of working group, x = secondary focus of working group


Dialogue on the execution of the common fund programme will be via the Partnership Committee of the Tax Common Fund. Key moments will be the annual review, the approval of plans and budgets, and the meetings to discuss the findings of the QAG Missions (and IMF FAD Missions). The Partnership Committee primary focus is on the execution of the common fund programme, but the MoU also foresees that AT reports on the wider planning and execution of the AT functioning and on  a number of strategic targets. The MoU foresees a minimal meeting schedule for the Partnership Committee centred on these key moments. 

AT participation in the Partnership Committee is defined in the MoU, and is on appointment by the AT President. Main representation will from the Planning and International Cooperation Cabinet (GPECI) and the Common Services Dept. Care will need to be taken that sufficient representation from core departments (DGI, DGA) is guaranteed. 

The provision of information to the Partnership Committee (Plans, progress reports) has improved in the recent year, mostly thanks to a professionalization of the GPECI Dept. 

Within the AT Structure, it should be noted that Common Fund Donors have been invited to attend meetings of the Conselho Superior Fiscal. This is an advisory organ to the AT, with representatives from the private sector, academia and different relevant government departments. It advises the AT on all matters of fiscal policy and tax administration issues. It is still a relatively new organ, so it will need to be seen to what extent the donor participation is a permanent feature. 

The Tax Working Group functions within the G19 Budget Support structure, and sets targets and prepares the tax chapter in the annual joint review. The activities of this group will focus around the Joint Review and Mid-Year Review periods. 

The Private Sector Working Group is an active working group, which is also loosely integrated in the G19 Budget Support Structure. It has government participation, mainly via the Ministry of Trade and Commerce, but also via other government entities such as AT. It also has active participation from private sector organisations (CTA, …) and donor involvement (USAID very much, other donors and some UN Agencies such as UNIDO). It regularly discusses tax policy issues (tax rates) and tax administration issues (ease of administration, arrears issues, ….). 

The PFM Working Group is the main coordination organ on overall PFM issues between GoM and donors. It consists of the GoM (mainly MoF representatives) and the donor focal points of the different PFM Working Groups (Budget, Tax, Procurement, SISTAFE, Audit). Its main purpose is to monitor overall PFM reform, focusing mainly on some large reform projects which are linked (for example eSISTAFE and eTributação). 

The Budget Working Group is the main coordination organ on budgetary issues, discussing the MTEF, budgets and budget execution.  The tax-policy related discussions focus mostly on the quality of the tax collection projections, assessment of overall tax collection and possible means to increase tax collection. 

The Economist Working Group is a donor-only group. It is formed by the economists of the G19 Budget Support Donors and of observers. It has a broad scope of issues it can follow, including all issues related to economic development and fiscal policy. It should prepare the agenda for the political dialogue on these issues, which is then often pursued at HoC or HoM level.  

So far, the most prominent dialogue partner of the GoM on issues of tax policy and tax administration issues so far has been the IMF, through its IMF-PSI and Art 4 review missions, and through the specialised review missions of the IMF FAD. So dialogue between donors and IMF (which is organised regularly) is an indirect way for donors to influence the GoM agenda ontax. 

Quality of the policy dialogue

As can be derived from the above overview, the policy dialogue on tax policy and tax administration issues is quite fragmented over a number of platforms. 

At donor level there is few staff available with an overall and comprehensive focus on tax policy and tax administration. Agenda setting by donors therefore tends to be rather ad hoc and focused on very specific issues, with little consideration for the overall picture. 

IMF and WB have been involved in some tax issues. IMF has focused mainly on tax administration issues in recent years. Overall there is some gap in focused analytical work and follow up of the tax policy issues, although in recent weeks both MPD, IMF and WB have indicated a desire to increase the tax policy review work in the following years. 

With the advent of AT and the split of the Ministry of Finance and Planning into a MoF on the one hand and a Ministry of Planning on the other hand, there is also still some confusion on who is the most appropriate GoM counterpart for some of the tax related issues. For Tax Adminstration issues the counterpart is obviously AT, but for tax policy issues it will be necessary to continue to involve MoF and MPD in the discussions. 

AT has been increasingly available to enter into dialogue with the donors on some of these issues, and has been increasingly transparent in the provision of policy document, progress reports and plans. 

Conclusion. Dialogue on tax related issues is quite fragmented, and agenda setting from donor side is rather ad hoc. Government is showing increasing availability to interact, although there will be a need to engage with all relevant GoM counterparts and not just AT. Agenda setting is also done indirectly via the IMF, still the main interlocutor of government to tax policy and tax administration issues. More and better information is gradually being shared with the CF donors. 

4.1.5 Availability of capacity in the donor group to follow up the policy dialogue and the progress of reforms

Availability of follow-up of common fund issues amongst the current common fund donors is relatively low at present. All donor representatives in the Partnership Committee are also in charge of budget support follow-up and usually several other programmes as well. There is therefore little dedicated time for more in-depth follow-up of tax administration issues. The role of donor coordinator is currently held by the IMF and should be taken over by Germany in April/May 2009. The coordination by the IMF has been useful and helpful, but it is important that a donor takes over (as the IMF general has less concern about the efficiency of specific support programs as their focus is macro and because they do not finance themselves).  

	Rough estimate of dedicated time to tax issues amongst CF donor (key staff)

	DFID 
	Lead economist (10%), Local economist (20%)

	KfW
	Lead economist/director (15%)

	SECO/SDC
	Lead economist (20%)

	IMF (observer)
	PFM Reform coordinator (20%)


The Tax Working Group (dealing mostly with wider tax policy issues) is severely understaffed, with few active members. Switzerland is currently lead donor, but seems quite eager to hand over the position. 

The Private Sector WG is quite active, and historically dominated by USAID. It provides a lot of tax related agenda items, but these generally come from private sector and can at times be quite biased. 

Within PFM, BWG and EWG, it is generally felt that tax policy and tax base issues merit more attention, but there are few knowledgeable people around to prepare them or even to clearly define analytical needs. 

Conclusion. Within the Tax Administration Common Fund, there are at present few donors with dedicated resources for the follow up of the Common Fund, or staff with a particular focus on tax issues. In recent times there has been a reliance on IMF, but this is not always ideal because IMF has its own specific agenda. 

Within the wider policy dialogue there are few staff with a particular tax administration and tax policy focus, leading to limited coordinated agenda setting by donor in the different policy dialogue platforms.  

4.2 Specific concerns of the Budget Support Working Group 

In its advice on the Basisdossier, the Budget Support Working Group requested that two particular concerns would be specifically addressed in the Finaal Dossier. These issues were: 

1. The vary ambitious nature of the reform programme and its time frame

2. The overall cost of the programme and clearer indicative budgeting

Both issues remain relevant and will need to be carefully monitored.  

As can be deducted from the above assessment, it is clear that the reform programme is very ambitious. In addition the reform programme is comprehensive, and is aimed at a number of structural issues hindering the organisation in increased performance (capacity, staff, institutional setup, systems). In this sense it could be said that it is not necessarily a time-bound reform, but almost a continous process. So it is very difficult to say the reform will be finished at a certain time. The comprehensive reform will definitely take longer than three years, given the significant structural issue that organisation is facing.  

Obviously there will be a need for clear targets, timelines and budget for some of the activities undertaken as part of the reform. There has been some progress in this area, but the exercise is still incomplete. 

As noted above, a comprehensive budget estimate for the reform programme has not yet been finalised (under the form of a budget for the overall reform, or a multi-year budget for the common fund). This is likely to be due to a mixture of the following factors: 

(i) the complexity of such a major reform programme (budget estimates will be sketchy at best and likely to overrun, some components are still under preparation), 

(ii) the prevailing logic up to now of ‘resource mobilisation’, where desired planning and budgets are being sounded rather than carrying out more realistic planning on the basis of likely budgets, 

(iii) perhaps a certain lack of clarity on the parts of donors, with peripheral interest probably encouraging a climate of ‘resource mobilisation’. The operational start of the common fund, with the finalisation of the MoU and with the first DFID disbursement at the end of 2007, is helping to inject a dose of operational realism to the investment portion of the reform programme. 

The comprehensive plan & budget has been partly clarified with the production of the 2008-2010 strategic plan, which has reduced the number of programme objectives and should facilitate budgeting. An effort has been made at a multi-annual budget, but needs improvement. 

The two key questions are: 

· whether these current weaknesses constitute a serious enough risk to advise caution on Belgium’s entry into the common fund at this stage, and 

· whether one would have much to gain from holding out. In short, what are the likely risks/opportunities in either proceeding or holding out?     

The common fund has become operational since the first disbursement by DFID at the end of last year. The MoU has been finalised and signed by two of the four interested donors and the Partnership committee, which is the framework for policy dialogue related to the common fund, has had its first meeting in June. It is important for this policy dialogue to become dynamic in order to carry out the monitoring and evaluation tasks as described in the MoU; this includes the modification and approval of the multi-annual budget and plan (PAOMA) and of the annual budget and work plan (PATO). In that sense, the appraisal and approval of both these planning tools should no longer be a purely bilateral consideration (individual partners identifying and formulating their participation, in a dialogue with Mozambique), but a question for joint dialogue. 

There is therefore a case to be made for Belgium to get actively involved in the joint policy dialogue – there is Belgian expertise for PFM dialogue available until September 2009 (follow-up of general budget support of Belgian participation in the UTRAFE common fund) – rather than waiting on the sidelines with possible interrogation on Belgium’s commitment. The validation of the finalised budget and work plans inevitably need to be addressed within the joint dialogue. 

Set up of belgian involvement 

4.3 Belgian contribution 

The aniticipated Belgian contribution is of € 3 m, via three tranches of € 1 m over three years (2009 – 2010 – 2011). The contributions of the different donors are of comparable size, so none of the four donors is significantly larger than any of the other donors. 

	 
	2008
	2009
	2010
	2011
	

	 
	Q1
	Q1
	Q2
	Q3
	Q4
	 
	Q1
	

	UK - DFID
	1700000
	1.260.000
	 
	 
	 
	1.260.000
	 
	

	Germany - KfW
	 
	 
	2.000.000
	 
	 
	1.000.000
	(additional 2m planned, but subject to appraisal)
	

	Belgium
	 
	 
	 
	1.000.000
	 
	1.000.000
	1.000.000
	

	CH -SECO
	 
	 
	745.000
	 
	 
	620.000
	500000
	

	Total
	1.700.000
	 
	 
	 
	5.005.000
	3.880.000
	1.500.000
	11.085.000


As mentioned there is currently no multi-year budget for the common fund, partially because of uncertainty over the available funding, and no real costing of the necessary multi-year reform package. Therefore it cannot currently be assessed to what extent the current funding will be sufficient to fully execute the full reform. The 2009 Plan is in any case consistent with the available funding. 

The duration of the participation of the different donors is varied. DFID and KfW have currently agreements that run up to 2010, but that could be prolonged. Switzerland will have a three year arrangement comparable to that of Belgium (2008-2010). 

4.4 Disbursement schedule and modalities

Belgium would need to sign the MoU and a specific agreement. The MoU contains relatively standard provisions comparable to what is current practice in all common funds in Mozambique, including the SISTAFE Common Fund in which Belgium participates. 

Duration of the MOU and Specific Agreement 

To be noted that the current MoU only runs until 2010 (starting date 2007), whereas Belgium (and Switzerland) are currently still anticipating disbursements in 2011 (and DFID and KfW have indicated that extension of their support is possible).   

This has been discussed amongst donors. Preferred scenario is the extension of the current MoU by one year, which could easily be justified by the delays in the actual setup and start of the common fund. The extension could be done through a rider to MoU. The different partners seem to agree to this extension of the MoU by one year. This would ensure that energy and focus in the next years is put on dialogue on the reform, and not on the rather distracting activity of negotiating a new MoU.  

Specific agreement 

The MoU is quite detailed and provides a very clear timeline for what AT needs to provide by when (reports, plans, audits). The MoU also states that bilateral agreements should in principle not add additional requirements to those that are included in the MoU. 

We therefore suggest that the provisions in the Bilateral Agreement are kept to a minimum and refer to what is in the MoU. It could be based on the Agreement that was signed for the Belgian participation to the SISTAFE Common Fund. A draft bilateral agreement is in annex. The agreements of KfW and DFID are also in annex. 

It is proposed that 4 specific conditions for disbursement are explicitly mentioned in the bilateral agreement for the disbursements in year 2 and 3 of the bilateral agreement. Disbursement in year N would require: 

· An annual report of common fund for year n-2 submitted to PC in year n-1

· An external audit of common fund accounts of year n-2 submitted to PC in year n-1

· An Plan and Budget for the Common Fund for year N approved by the Partnership Committee

· A disbursement request from the authorities  

These are consistent with the MOU provisions that foresee that disbursement requires general adherence with the timing of the different planning and reporting requirements. Above specification details and clarifies what general adherence means for Belgium, and provides some possible leverage to push for timely adoption of the annual plan and budget for the common fund. 

Otherwise the Specific Agreement will contain the standard provision on the role of DGDC and BTC in the representation of Belgium. BTC will represent Belgium in the Partnership Committee. 

Commitments and disbursements 

The MoU has detailed provisions for commitment and disbursements. 

The timing of the commitments is aligned to the planning and budgeting calendar of the GoM. 

· May - Commitment for year n+1 made in May of year N (four weeks after General budget support JR). In Mozambique all commitments for budget support and programmatic aid (sector budget support and common funds) are made in May of each year, so that they can be incorporated in the State budget) 

· August – Confirmation of commitment. In principle AT should provide a final plan for year n+1 in August so that donors can confirm their support. 

· December – donors and AT agree on a disbursement schedule that will take into consideration treasury planning needs for the common fund. The disbursement schedule is on a monthly basis.  

· Disbursement according to disbursement schedule 

Disbursement will be to a transitory account of AT held at the Central bank (Banco de Moçambique). From this account funds are transferred to the single treasury account. The Single Treasury Account is in MTN, but also has virtual subaccounts in USD and Euro to which funds can be transferred if AT needs to perform international payments (for example pay consultants). Within the Single Treasury Account the Common Fund monies are virtually ringfenced. Funds unused by the end of the year are transferred to the following year through re-inscription the budget of that year. All transactions from the single treasury account are done via the eSISTAFE application, which automatically does the budgetary accounting and accounts. 

Single tranche 

It is proposed that disbursement are done through a single annual tranche, with only a fixed tranche. The disbursement conditions are in the MoU and specified in the Specific Agreement (as discussed above). 

The disbursement follows the disbursement schedule set between donors and AT, but of course, preferable disbursement takes place sufficiently early in the year so that the funds can be executed in the year and the provisions for transfer of unused funds from one to another budget year is used as little as possible. 

The 2009 tranche would be paid upon signature of the specific agreement. The 2010 and 2011 tranches would preferably be disbursed early in the year. 

Vademecum

For Belgium the management of the commitments and disbursement, and their approval, follows the rules of the Vademecum. 

4.5 Belgian role in the follow-up and the policy dialogue 

Follow up would be through a technical expert, who works together with the attaché, and through financing of a QAG member.

4.5.1 BTC Expert 

We feel that a specific TA provided by BTC to participate in the policy dialogue with Mozambique would be advisable, mainly for following reasons: 

· the common fund is still quite new and time needs to be invested in making the different planning and dialogue mechanisms work; 

· experience with other common funds has shown that quite a lot of time needs to be invested in harmonising the approach and expectations of the different donors in a common fund, so that a unified approach towards government is achieved. This requires quite a time investment; 

· as mentioned, the planning of the reform as a whole and the specific planning for the common fund activities is still relatively underdeveloped. AT needs to be pushed and supported in this, and the donors need to invest quite a lot of time in this; 

· the availability of other donors in the common fund seems rather limited, so the common fund as a whole would benefit from a TA that is relatively dedicated to the follow up of the common fund; we feel that if Belgium were to provide such a dedicated TA, it would be possible to assume the lead donor role in the common fund; 

· within the wider budget support group, there is at present relatively little expertise on issues of tax policy and tax administration. Providing some specialised expertise in this area that is considered as critical by many, would ensure that Belgium fills in an appreciated ‘niche’ in the overall monitoring provided by budget support donors. 

Ideally, the expert should combine expertise on tax policy issues with some expertise on tax administration issues. This would allow the expert to be a bridgehead between these two distinct, but related issues. The expert should ideally have experience with large scale reform projects, such as the one being undertaken by the AT at the moment. 

In our opinion, the expert should participate in: 

· Tax PC

· Tax WG

· Private Sector WG

· BWG (directly, or support the attaché) 

The expert would support the Attaché who  would follow up the EWG and PFM issues. 

At present no specific role as donor coordinator of the Common Fund donors or as donor coordinator of the Tax WG is ensured, but we are convinced that a quality and dedicated expert would be very likely to be asked to take either of these positions after some time. Equally, a role as very active member would be appreciated by the other donors. 

The BTC Expert would of course also be in charge of the administrative follow-up of the Belgian participation in the Common Fund, with the related reporting and monitoring tasks as defined in the Vademecum. 

4.5.2 Division of labor dgdc - BTC

The BTC Expert would focus on the tax administration and tax policy issues in the groups specifically dealing with tax, and in the private sector working group. The BTC Expert would regularly communicate with the Attache, in order to feed relevant taxation related issues and concerns into the G19 discussion at Economist and HoC level. In addition the BTC Expert would also provide relevant input to the Attache and tax policy and tax administration issues to feed into the high level political dialogue in the context of the Annual Review and discussion around Budget, CFMP or PRSP documents. 

	Event
	Who
	Required/Voluntary
	Periodicity

	Tax Common Fund Partnership Committee
	BTC Expert
	Required
	4 /y

	Tax Common Fund Donor Meeting
	BTC Expert
	Required
	8/ y

	Technical meetings with AT
	BTC Expert
	Depends on specific issue. It BTC Expert were to be Donor Coordinator or active member all are required
	4-8/y

	Meetings with QAG and IMF Missions (kickoffs and debriefs)
	BTC Expert
	Voluntary, but close follow-up is advisable as it is a key policy instrument 
	8/y

	G19 Tax Working Group
	BTC Expert
	Required. Prepares the ‘tax’ part for the annual review and target setting
	2 in march, 2 in sept

	G19 Macro-Economy and Poverty Working Group 
	BTC Expert or Attaché 
	Voluntary, but this group could do with more insight in links between taxation and fiscal policy
	

	G19 PFM Coordination Group 
	BTC Expert (if head of the tax group)
	
	

	Private Sector Working Group 
	BTC Expert
	Required. Main forum for discussion between donors, government and business representatives on private sector issues, including tax policy and tax administration issues 
	Monthly

	Budget Analysis Group 
	Attache 
	
	

	Budget Working Group 
	Attaché
	
	4/y

	EWG
	Attaché
	Belgian representative could be linking pin to bring tax policy and tax administration issues to the EWG level (and if needed to the HOC or HOM level).
	


4.5.3 OTHER support and monitoring 

As mentioned the Quality Assurance Group and IMF FAD Review Missions have been and will be important instruments in the monitoring of progress and in supporting the dialogue with AT on the reform planning. 

4.5.3.1 QAG

The QAG has generic terms of reference (annex to the MoU) and it has specific tasks given to it in the MoU (basically support in the assessment of progress and in the assessment of the common fund plans). In addition there are specific ToR for each specific mission (in principle twice-annual). The first QAG mission was held in July 2008 and there have been two subsequent missions (November 2008, May 2009).

Originally it was foreseen that the QAG would be financed from the Common Fund Budget. Current practice is somewhat different, and so far QAG members have been contracted directly by involved donors (so far DFID for two members and KfW for one member). However, the proposed members are previously approved by the entire Partnership Committee, so have explicit approval of the AT. This direct donor financing ensures a more flexible use of the QAG, and, certainly in the start-up phase of the common fund, allows for closer involvement of partners in the QAG process. Likely this approach will continue throughout the common fund period. 

The QAG currently has two relatively long term members (both financed by DFID) and in the last mission was added an IT expert from the Brazilian Tax administration (financed by KfW). 

Belgian funding of a QAG member should definitely be considered. 

A previous assessment of QAG composition and possible Belgian has already been submitted. Ideally a Belgian member would be someone actively involved in tax reforms in our own tax administration, but if not available an international consultant could be contracted. Specific areas of expertise where the current QAG is somewhat lacking are IT Systems and Applications, and Customs operations. Ideally also, the QAG member would be contracted for a number of missions, as one of the purposes is to develop some knowledge and build a relation with the AT. 

Cost for a QAG member would depend on whether it is a consultant or a member of the administration. 

Rough estimate for an international consultant (four missions at €20,000/ 2w mission) comes at about €80,000. 

4.5.3.2 IMF – FAD 

The IMF Fiscal Affairs Department has been involved in tax administration reform over a number of years. Previously it managed a Trust Fund that provided some short and long term TA. Recently its activities are limited to twice-annual review missions that assess process in the reform. The last two missions have been held at the same time as QAG missions and there has been exchange of information and a number of shared meetings. 

At one point IMF was not able to finance the meetings, and an agreement was made that GoM would finance the 2008 and 2009 mission with funds from the Common Fund. Funds for this mission are included in the Common Fund Budget. The missions are useful, but ideally another financing modality should be sought for additional mission after 2009. 

4.5.3.3 Study Fund // Consultancies 

If Belgium takes a more active role in the area of tax administration and tax policy it might become opportune to make use of some of the other financing modalities. Particularly the study fund might possibly finance studies on tax policy. The established procedures would need to be followed. 

5 
Proposal Specific agreement

Below we include a draft proposal for the specific agreement which is very much based on the one that is currently in use for the Belgian participation in the SISTAFE common fund. 

Some specific provisions have been included to accommodate the fact that the current planned financial support exceeds the duration of the current MoU. Therefore an extension of the current MoU or the adoption of a new MoU is included as a requirement for the 2011 disbursement. 

Specific Agreement

between

the Republic of Mozambique 

and 

the Kingdom of Belgium

on

a Common Fund for the Implementation of the Revenue Authority Reform 2009-2011

The Republic of Mozambique, hereinafter referred to as “Mozambique”,

and

the Kingdom of Belgium, hereinafter referred to as “Belgium”,

Hereinafter jointly referred to as “the Parties”;

· Considering the “General Agreement on Development Co-operation between Mozambique and Belgium”, signed in Brussels, on 11th May 2001;

· Considering the agreed minutes of the first Joint Commission on Development Co-operation held in Maputo on 3rd May 2006  between the Republic of Mozambique and the Kingdom of Belgium and its annexed Indicative Cooperation Programme for the period 2006-2008"; 

· Considering the agreed minutes of the first and second Belgo-Mozambican Partner Committee, held on XX/XX/2007 and XX/XX/2008 respectively; 

· Considering the ”Memorandum of Understanding between the Government of Mozambique and Development Partners on the Common Fund for the Implementation of the Revenue Authority 2007-2010”, signed by the President of the Revenue Authority, representing Mozambique, and XXX, representing Belgium, on XX of XX of 2009;  [will depend on whether the MoU will be signed before the Agreement/ if not Art 1, third par will apply]

AGREE AS FOLLOWS:

Article 1: Definition and object of the Agreement 

The Specific Agreement specifies the arrangements concerning the contribution of Belgium to the implementation of the Revenue Authority Reform, as planned in the “Revenue Authority Strategic Plan”.  

The overall objective of the Revenue Authority Reform are defined in article 1.1.(iv) of the MoU:  

· Implementation and operationalisation of the Revenue Authority;

· Establishment and use of modern management practices in the Revenue Authority;

· Improvement in the revenue collection in terms of absolute volume and in percentage of the GDP, through collection improvement and broadening of the tax base;

· The improvement of tax collection in terms of tax efficiency and justice. 

The Belgian contribution is channeled in accordance with the provisions of the “Memorandum of Understanding between the Government of Mozambique and the Development Partners for the Implementation of the Revenue Authority 2007-2010”.

The Memorandum will be signed by Belgium on the date as the present Specific Agreement is signed and will be annexed to the Specific Agreement.  [or if it is signed before: The Memorandum, as signed by Belgium on DD/MM/YYYY, is annexed to this Specific Agreement.]

Article 2: Responsibilities of both parties 

2.1. The responsibilities of both Parties are fully described in the Memorandum. 

2.2. Belgium designates: 

2.2.1. The “Directorate General for Development Cooperation” of the Federal Public Service Foreign Affairs, Foreign Trade and Development Cooperation, hereinafter called DGDC, as the Belgian administrative entity, responsible for the Belgian contribution.  

DGDC is represented in Mozambique by the Attaché for International Cooperation based in Maputo.

2.2.2. The “Belgian Technical Cooperation”, hereinafter referred to as BTC, as the Belgian entity responsible for the monitoring and evaluation of the Common Fund and the Belgian participation in the Common Fund, according to the arrangements of the Memorandum.  

BTC is represented in Mozambique by the Resident Representative responsible for Mozambique. 

BTC shall attend all the monitoring, evaluation and control activities included in the Memorandum. To this end BTC shall participate as a full member in the Partnership Committee that will be set up in the framework of the Memorandum. 

2.3. Mozambique designates the Revenue Authority, as entity responsible for the execution of the activities of the Common Fund according to the provisions of the Memorandum. 

2.4. The parties shall take all necessary administrative and budgetary measures to achieve the objectives of this Specific Agreement.

Article 3: Contribution of the Parties  

3.1. The Memorandum of Understanding sets out the principles and terms for the partnership between Mozambique and the signing parties for the activities financed by the Common Fund.

3.2. The contributions and obligations of Mozambique to the Revenue Authority  Reform are described in different sections of the Memorandum

3.3. The Belgian grant contribution to the Common Fund to for the Implementation of the Revenue Authority 2009-2011 is 3 million Euro. 

3.4. The disbursement of the 2011 disbursment will be dependent on the extension of the current MoU or signing of a new MoU by both signatories, as the current MoU runs until 2010. 

3.5. Disbursement modalities:

The Belgian contribution will be disbursed in three installments of 1.000.000 euro each. 

· the first installment of 1.000.000 euro for the Mozambican fiscal year 2009 will be transferred after the signing of this Specific Agreement and the submission of Annual Work Plan and Budget for 2009 by the Revenue Authority.  

· the second and third installment of 1.000.000 euro each for, respectively, the Mozambican fiscal years 2010 and 2011 will be disbursed as stipulated in art 2.4.4 of the Memorandum (for 2011 only in case of an extension of the current MOU, otherwise the provisions of a new MOU will be followed if such MOU is signed by both parties)

The disbursement of the grant will be conditional upon receipt of a written request for funds by the Revenue Authority (as foreseen in art 2.4.4, b of the Memorandum) and of the reports and plans as listed in the MoU (as foreseen in art 2.4.4.c of the Memorandum) and general compliance with the stipulations of the Memorandum.

In particular disbursements in year N will be conditional on: 

· the existence of an approved Annual Work Plan and Budget for year N; 

· the reporting requirements in year N-1 regarding the Annual Report of year N-2 and External Financial Audit of year N-2 having been met.

3.6. Belgium will transfer its contribution according to the provision of the Memorandum (art 2.4.3) to a foreign exchange account held by Banco De Moçambique. 

The Revenue Authority will inform Belgium in writing of the needed account information. 

Article 4: Control and evaluation 

Control and Evaluation will be according to the provisions of the Memorandum, in particular the specific audit and evaluation provisions foreseen in art 3.3 (‘Reviews’) and section 4 (‘Assessment and Control Mechanisms’). 

Belgian control and evaluation will be through joint mechanisms.  Belgium will not perform bilateral reviews as foreseen in art. 4.1.(v) of the MoU.

Article 5: Entry into force, Duration, Modifications and Termination 

5.1. This Specific Agreement will enter into force on the date of its signature by both Parties. 

5.2. This Specific Agreement is valid for a period of 48 months starting from its date of signing. 

5.3. The provisions of this Specific Agreement may be modified by mutual agreement between the Parties, through exchange of letters. 

5.4. Any disputes related to the application and interpretation of this Specific Agreement shall be settled through bilateral negotiation. 

5.5. This Specific Agreement may be denounced by each of the Parties, through verbal note, subject to six months notice. 

Article 6: Notifications

All notifications related to this Specific Agreement and more specifically modifications and interpretations of this Agreement, shall be communicated through diplomatic channels at the following addresses: 

	for Mozambique, to

The Ministry of Finance


	For Belgium, to

Embassy of Belgium


All notifications related to the execution of this Agreement as mentioned in the Memorandum, shall be addressed at the following addresses:  

	for Mozambique, to

The Ministry of Finance, Maputo


	For Belgium, to

The Belgian Technical Cooperation, Maputo


Article 7: Final Dispositions 

In witness whereof, the undersigned, duly authorized thereto, have signed the present Specific Agreement.

Done in duplicate at …………………….., on …………………………….. 

in the English language, both copies being equally authentic; 

	for Mozambique

The Minister of Finance 

Manuel Chang  


	For Belgium

The Ambassador of Belgium in Pretoria, 

Jan Mutton


Annex 1: Memorandum of Understanding between Government of Mozambique and Development Partners on Common Fund for the Implementation of the Revenue Authority Reform 2007 – 2010.  

6 CMO

See file CMO

7 TOR Expertise 

Below we include draft ToR for the proposed Technical Assistant to be hired by BTC. Obviously these ToR will need to finetuned by the HR department of BTC (inclusion of qualifications, etc….). 

General Qualification and experience requirements 

· Master's degree (Master/Licentiate) in Economics
· min. 3 years of professional experience in the area of tax administration and/or tax policy (experience in & knowledge of both is an advantage)
· experience with large-scale public sector reform initiatives is highly desirable
· international development country experience is an advantage
· working knowledge of Dutch or French and English
· knowledge of Portuguese is an advantage
· BTC is open to support a detachment from civil servants from the Ministry of Finance
ToR Expert for the follow-up of the Tax Administration Reform Programme 
General

The expert will be responsible for : 

· the follow-up of the Belgian contribution to the Common Fund for Tax Administration Reform in Mozambique (Tax CF), through

· membership of the Partner Committee of the Tax Administration Common 

· reporting on progress and disbursement conditions

· active participation in the policy dialogue on issues related to tax policy and tax administration through : 

· participation in different donor and joint-donor-GoM working groups

· initiation of analytical work (by the expert or third parties)

· assisting the attaché in the policy dialogue at Head of Cooperation and Head of Mission level  

In addition the Expert will be in charge of : 

· the follow up of the Belgian contribution to the Common Fund for the Reform of the State Financial Management System in Mozambique (SISTAFE CF)  -- under closure 

· assist BTC and DGOS in fulfulling their ODA information requirements  

The ToR for the BTC Expert are guided by the tasks and principles set out in the ‘vademecum’ on budget support, the agreements between Belgium and Mozambique and the Conventions between BTC and DGOS on the provision of expertise.

The BTC Expert will perform his task in close cooperation with DGOS and the DGOS attache in Maputo. 

Regulatory framework

The follow up of the Belgian contribution to the Tax Reform CF will be done according to the principles and tasks set out in following official documents :

· Vademecum Basisrichtlijnen voor Begrotingshulp 

· Bilateral Agreement on the contribution of Belgium to the Tax Administration Reform CF(to be signed) 

· CMO between DGOS and BTC (to be signed)

· MoU signed by the members of the Tax Administration Reform Common Fund (GoM, Belgium, UK, Switzerland) (to be signed) 

Working Principles

The Expert will work closely with the DGOS attache. 

The reporting of the Expert will primarily be to the Attache through the formally defined reporting and through regular debriefing meetings. 

The specific responsibilities of the Expert are described below. The Expert will discuss with the Attache how these responsibilities will be concretely executed. In mutual agreement other tasks can be attributed to the Expert. 

Specific Responsibilities 

· Follow-up of the performance of the AT and the Tax Administration Common Fund (and GoM) 

· Participate in the Partnership Committee of the Tax Adminstration Reform Common Fund

· Specific attention to mitigate risks as described in this Technical note through the Partnership Committee

· Coordinate with other donors in the Tax Administration Reform Common Fund and ensure harmonised positions. The Expert may take up the role of Coordinator of the Tax Common Fund Donors, when vacant. 

· Assess the compliance by AT in fulfilling the requirements set in the MoU and bilateral agreement, particularly relating to : 

· Planning for Common Fund  Activities and wider AT

· Progress reporting on Common Fund activities and wider AT 

· Financial reporting and financial audit requirements for the Common Fund 

· Assist in determining the ToR for Quality Assurance Group Missions 

· Assess the fulfillment of the disbursement requirements, report on these according to the provisions of the Vademecum and follow-up of disbursments (planning, approval,..)

· Prepare and support backstopping missions and review missions from BTC HQ and DGDC

· Wider follow-up of tax policy and tax administration issues, and participate in policy dialogue on these issues 

· To be achieved first of all via active participation in different donor, and joint donor-GOM-civil society working groups. The Expert will be active member of : 

· The Tax Working Group (in G19 Budget Support Structure)

· The Private Sector Working Group 

· The Budget Working Group 

· The expert will assist in the assessment work of the groups in which he participates, in particular towards their : 

· Contributions for the Joint Review and Mid-Year Review

· Mission Reports 

· The follow-up and assessment of official documents by GoM and international partners will be determined by the activities agreed in the working groups and in agreement with the Attache, but will certainly include following documents : 

· Poverty Reduction Strategy Paper (PARPA)

· MTEF, MTFF 

· Annual Budget

· Budget Execution Reports and General State Accounts

· Plano Economico e Social and Balanço do PES

· General Report by the Tribunal Administrativo

· JR and MYR Aide Memoire and Working Group Notes

· PAPs Performance Assessment 

· Value for Money Audits in the framework of the G18 MoU

· Financial Audits in the framework of the G18 MoU

· Analytical and programmatic documents by multilateral institutions (IMF, WB, UN, EC, …)

· The expert will maintain contacts with relevant stakeholders 

· The expert will follow-up review missions of IMF and other international institutions relevant to the tax issues (mostly IMF FAD, UNIDO, UNCTAD, WCL, ….)

· The expert will propose and support analytical work in the tax area that could be executed via different financing mechanisms 

· Support to the Attache in policy dialogue 

· The Expert will update and inform the Attaches of relevant issues in his area. 

· The Expert can be asked to prepare issues papers or explanatory notes to assist the Attache in agenda setting of tax relevant areas at different policy dialogue platforms, such as HOCs, HOMs, Political dialogue

· Reporting 
· The Expert will report according to the guidelines set out in the ToR, the Convention and the vademecum for budget support. Additional ad hoc reporting to the Attache will be done when appropriate and as agreed between the Expert and the Attache.   

· The vademecum (5.4.1)foresees following reporting : 

· Quarterly report to the Attache and the working group budget support

· Disbursement report to the Attache, DGOS and the Working Group budget support to report on the status of the conditions for the disbursements  (replaces a quarterly report) 

· Final report

· The reporting will consist mainly of summaries and comments on the reporting prepared by government and reports prepared in the multi-donor context.

· Other tasks
The Expert can take up additional tasks, on agreement with the Attache and on condition that these tasks are clearly within the general scope of the budget support mechanisms. These tasks can relate to donor harmonization and alignment with government system, donor reporting, capitalisation of experiences for the Belgian cooperation on budget support or tax policy, provision of information to academic and multilateral organizations, etc.  

�








�	 from “Mozambique Taxation Authority – Management Plan for 2007”


�	 Memorandum of Understanding for the Common Fund for the implementation of the Central Revenue Authority', 2007, p.11


�	 Memorandum of Understanding for the Common Fund for the implementation of the Central Revenue Authority', 2007, pp.11-12


� The mega-projects unit mostly deals with revenue coming from some large investments in extractive industries such as coal (some major projects underway in Tete), oil (offshore exploration concessions in North Mozambique), titanium and natural gas.  


�	IMF FAD 2008
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