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	Recipient

	Lao Peoples Democratic Republic 
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	To be confirmed at appraisal (Needs have been tentatively estimated to be around US$ 9 million over a four year period)

	Trust Fund Management Unit
	East Asia and the Pacific Poverty Reduction and Economic Management Sector Unit


	Project Period

	Three Years (36 months starting in calendar 2008)


	Description


	The proposed multi-donor trust fund seeks to assist the Government of Lao Peoples Democratic Republic, in provision of advisory services for effective implementation of the Public Expenditure Management Strengthening Program (PEMSP).  The Government’s integrated PEMSP program locks in major policy and institutional reforms across broad areas of Public Finance Management
. The reform program aims to strengthen public finance management systems and processes which are central for improving delivery and hence economic growth and poverty reduction, as per the goals of the Socio-Economic Development Plan 2006-2010. 

The trust fund shall be administered by the World Bank and finance activities related to capacity building, analytical & advisory services, provision of goods, and technical assistance to PEMSP implementing agencies for effective implementation of component interventions of the PEMSP. The trust fund is intended to complement the Bank-financed Financial Management Capacity Building Project.


I. Introduction
1. The Public Expenditure Management Strengthening Program (PEMSP) is part of Government of Lao PDR’s medium-to-long term framework for public finance management reform program.
 The framework is in two parts. The first part is the PEMSP, which was adopted by the Government of Lao PDR in November 2005, by the approval of the Minister for Finance and the Prime Minister’s Office. The PEMSP is a multi-year medium-to-long term program which aims to improve policy consistency, efficiency, transparency and accountability in public expenditure management by strengthening institutional systems and capacity and making progress towards appropriate international financial management standards. The second part is revenue management, where the government is also moving ahead with reforms aimed at improving revenue policy and administration. The Government plans to bring these two parts together over the next few years. The two parts of the framework (PEMSP and revenue management) are vehicles for implementing Government policies and strategies laid out in the “Policy Paper on Governance 2003”, the National Growth and Poverty Eradication Strategy, and the National Socio-Economic Development Program 2006 - 2010. The PEMSP focuses on strengthening the management systems and capacity of the Ministry of Finance and Provincial Finance Departments, supported by pilot interventions at the provincial and sector levels.  The program has five components:

A. Fiscal Planning and Budget Preparation

B. Budget Execution, Accounting and Financial Reporting

C. Local Government Financial Management 

D. Financial Legislation and Regulatory Framework

E. Capacity Building

2. The Ministry of Finance has been implementing the PEMSP for more than one year. Progress has been on-track albeit at a slower pace than initially envisaged by Government. The PEMSP Steering Committee and an Implementation Committees have been established and some important reforms elements under the PEMSP are on-going. The pace of progress has been slower than envisaged mainly on account of two issues: (i) inadequate funding; and (ii) lack of implementation capacity and coordination mechanisms.
3. Development partners and the World Bank have been supporting PEMSP implementation and are now working towards better aligning donor support and considering establishing Multi-Donor Trust Fund framework. The intention of the proposed MDTF is to support the PEMSP implementation for four years. The proposed MDTF would provide complementary and flexible support to all stages of PEMSP by providing quick technical assistance in the implementing of critical interventions. In addition to flexibility, the principles of government ownership, policy engagement, institutional development, accountability, transparency, donor coordination, and participation would underlie the implementation of the PEMSP MDTF.
4. Supporting the PEMSP is consistent with Lao PDR’s 5-year NSEDP, the World Bank’s Country Assistance Strategy (CAS), as well as respective country strategies of other development partners. Improving governance is a one of four pillars of the World Bank CAS, and public finance management reforms envisaged under the PEMSP are key to achieving the outcomes that the Bank program is supporting. 
II. Strategic Context and Government Strategy
5. The proposed MDTF supports the Government’s Public Expenditure Management Strengthening Program (PEMSP), which is a multi-year program for improving public finance management. PEMSP started implementation in November 2005 and its strategic objective is, as part of Government of Lao’s National Growth and Poverty Eradication Strategy, to improve policy consistency, efficiency, transparency and accountability in public expenditure management by strengthening institutional systems and capacity, and making progress towards appropriate bringing the public financial management system at par with international standards.

6. Progress with PEMSP implementation has remained broadly on track. A PEMSP Steering Committee headed by the Vice Minister for Finance has been established. Under the Steering Committee, an Implementation Committee has been formed. This committee is headed by the Fiscal Policy Department and supported by a full time Secretariat. The Steering Committee determines the work plan, which is executed by relevant Ministry of Finance departments with guidance from the Implementation Committee.  During the last year of PEMSP implementation from November 2005 to October 2006, the following has been achieved: (i) implementation arrangements have been established; (ii) a long term technical advisor for the Secretariat has been engaged; (iii) a long term capacity building advisor has been engaged; (iv) work on improving the government financial information has commenced; (v) work on medium term expenditure framework for the health and education sectors has been commissioned; (vi) a revised Budget Law has been drafted and is expected to be promulgated in November 2006; (vii) analytical work on addressing issues relating to the Central-Local financial relations framework has been done; and (viii) revision of the chart of accounts is ongoing. In addition to PEMSP implementation, the government has conducted three provincial consultative workshops with local governments and financial managers around the PEMSP implementation and future work program. Based on these consultations, the government has prepared an implementation progress report and updated the PEMSP. The government has also expressed its intent to include revenue administration and debt management in PEMSP in the medium term. Furthermore, the PEMSP secretariat has started publishing quarterly newsletters highlighting program implementation.
7. However, the pace of implementation has been slower that originally envisaged on account of capacity and resource constraints. PEMSP is an ambitious reform program that requires significant technical capacity and financial resources. The pace of implementation, thus far, has been hindered by lack inadequate financing, technical capacity constraints, and the non-existence of a resource delivery mechanism that would provide quick disbursing funds to the Government. Looking ahead, there is need to address these concerns if the PEMSP is to achieve its medium-to-long term outcome objectives. 

8. The Government of Lao is pushing ahead with yet more reforms, as envisaged in the new Budget Law. The Parliament has promulgated a revised organic Budget Law
. This law mandates wide ranging changes in the Central-Local relations framework and will need significant additional resources for effective implementation. Some of these changes pertain to centralization of the Treasury, tax administration and customs. Furthermore, the government is moving ahead with reforms aimed at clarifying revenue and expenditure assignments, and developing budget norms for key sectors in order to improve service delivery across the country. For these reforms to succeed there is need to provide the Government with top quality technical assistance via a mechanism that ensures flexibility, the principles of government ownership, policy engagement, donor coordination, and participation. 
9. A key goal of the MDTF is also to improve coordination between development partners working on public finance management reforms in Lao PDR. In this context the consultative process will include non-contributing development partners to ensure that project support by bilateral and other multilateral agencies is coordinated well and aligned with interventions supported by the MDTF within the PEMSP framework. This will reduce the overlap of interventions, and improve coordination of donor support. 
10. The proposed MDTF is aligned to the Government NSEDP and donor country development partnerships and current World Bank Country Assistance Strategy. The proposed MDTF will also be a positive step towards achieving the objectives of the Paris Declaration on Aid Effectiveness. The MDTF will: (i) reduce transactions cost for government by aligning development partners behind one program which is administered through one modality; (ii) harmonize reporting to all development partners through agreed reporting format with suitable timelines; (iii) provide un-tied resources to government for implementing its reform program, thereby fostering greater ownership; and (iv) provide government with objective technical support from development partners for quality assurance purposes.
11. The World Bank is working closely with other development partners in supporting PFM reforms. Supporting good governance and public finance management reforms is consistent with the World Bank’s Country Assistance Strategy for Lao PDR. The World Bank has been working with other bilateral and multilateral donor partners in Vientiane for supporting Lao PDR in effectively addressing the development challenges faced by the country. The intention of all parties is to intensify the cooperation. 
12. Coordinated donor support to PEMSP is important to achieving results. Thus far eight development partners – Embassy of France, Embassy of Japan, Embassy of Sweden/SIDA, AusAID, JICA, ADB, European Commission (EC) and the World Bank - have met on three occasions to review progress on the PEMSP, alignment of donor support and establishment of the MDTF framework. The agreed consensus is to form an informal working group of these development partners, and meet regularly to discuss a coordinated approach covering both bilateral and MDTF support. In those meetings donors will coordinate reactions and comments to implementation plans and quarterly progress reports. The MDTF facilitating unit will also participate to those meetings to gather donors’ advice and guidance. Any modification of the grant agreement that the World Bank will negotiate with the government will be priory discussed and approved at these meetings. This coordination process will be transparent and inclusive, incorporating meaningful and legitimate representation from all stakeholders.
13. This Program Brief has benefited from a government-World Bank workshop on MDTF’s and three development partner consultations. The proposed MDTF framework is based on these discussions. The government has urged that the proposed MDTF should provide adequate and non-tied resources to PEMSP implementing agencies via the PEMSP Implementation Committee, and that the reporting and monitoring reports should be harmonized for all donors, and should in any case respect the reporting requirements of Framework Agreement between the World Bank and respective donors. The development partners have stressed that ownership of the PEMSP by Government is central to their support, alignment of donor support, and the need to focus on long term capacity building measures to sustain the reform momentum. Both Government and development partners are supportive of the MDTF framework as a flexible tool to support the implementation of PEMSP.

III. The Proposed Trust Fund

A. General Overview
14. The overall objective of the proposed Trust Fund is to support the Government of Lao PDR to enhance the public sector effectiveness to the socio-economic development of its population. The purpose of the proposed activities is to improve the effectiveness of public finance management in Lao PDR through support to the Government’s Public Expenditure Management Strengthening Program.
15. The underlying principles by which the PEMSP MDTF will function include: (i) government ownership; (ii) policy dialogue; (iii) flexibility; (iv) coordination; and (iv) participation. These principles are manifest in the governance structure and the overall administration of the PEMSP MDTF. The PEMSP will have its own monitoring results framework that will incorporate some of the indicators of the Public Expenditure Financial Accountability (PEFA) framework.  It is expected that the detailed monitoring and evaluation arrangements (including indicators, benchmarks and target values) for PEMSP will be delivered as the first key output under the MDTF.
16. The Trust Fund builds on existing partnerships between the Government and Development Partners (bilateral and multilateral) through which trust funds have been established. It takes into account lessons that the Bank has learned from administering other trust funds, particularly in the area of public finance management
. As the administrator of the PEMSP MDTF, the World Bank has overall management and financial accountability responsibility for the MDTF. Given this responsibility, the Bank will endeavor to assist the Government take management, program, and financial decisions
 to achieve the objectives of the MDTF – which is essentially to successfully implement the PEMSP.  The MDTF will be in accordance with the standard EC-World Bank Framework Agreement as well as those with other development partners, and the Bank’s own internal policies and guidelines governing trust fund administration.  
B. Governance Structure
17. The governance of the MDTF is centered on the existing PEMSP implementation structure
 as depicted in Figure 1. 
FIGURE 1: PEMSP Current Implementation Structure







NOTE:

· PEMSP Steering Committee is headed by the Vice Minister for Finance and includes Director Generals of departments responsible for implementing components of PEMSP

· PEMSP Implementation Committee is headed by the Deputy Director General for the Fiscal Policy Department and includes Deputy Director Generals of departments responsible for implementing components of PEMSP 

18. This structure comprises (i) the Steering Committee and (ii) the Implementation Committee. These committees are already in place (see paragraph 7). Furthermore Government has established four thematic task forces – budget planning, budget execution and reporting, capacity building, and information and communications technology (ICT). The PEMSP program document envisages its expansion to cover revenue administration reforms in the coming years. This proposed MDTF will not establish parallel or new governance structures, but will make use of existing structures and capacities to integrate the MDTF into normal operations of MoF. Those structures will be supported by technical expertise available at the PFMSU as well as by the World Bank Task Team.

19. The envisaged MDTF shall be managed by the PEMSP Implementation Committee, with its head responsible for day-to-day execution of the MDTF. The Ministry of Finance has already established the Public Finance Management Strengthening Unit (PFMSU) within the structure of the external finance department. The PFMSU is headed by a deputy division director from the Ministry of Finance, and includes procurement and financial management staff capable of executing World Bank procurement and financial management regulations. This unit handles the FMCBP
 and the PFMSU will be strengthened by appropriate technical staff to manage the additional procurement and financial management work due to the establishment of the PEMSP MDTF. This unit will receive the support of an international PFM expert and a local expert. Their TORs will be developed by the head of the PEMSP implementation committee and agreed upon in discussion with the MDTF contributors with final decision taken by the Government. It is expected that the international expert will be a liaison contact between the GOL and the donors, will provide quality assurance in the development of TORs and support to develop and strengthen GOL’s capacity in PFM. Such an arrangement will have the following benefits:
a. Make use of existing capacity on financial management and procurement of the FMCBC already operational at the Ministry of Finance, consistent with Government laws as well as World Bank procedures and guidelines for grants;

b. Ensure no additional structures are created within Government for the MDTF;

c. Contribute to a smooth PFM communication between GOL and development partners; and
d. Effectively coordinate work on public finance management reforms.
20. With regards to a consultation mechanism between Government and development partners on PEMSP implementation, there is need to ensure that: (i) transactions cost is minimized; (ii) existing PEMSP structures are used; and (iii) effective sharing of information between Government-development partners takes place. Keeping this into account, it is proposed that:

a. At the policy level bi-annual consultations take place between the PEMSP Steering Committee and development partners supporting PEMSP. The purpose of this consultation will be to jointly review and assess results of the reform program (including the implementation of the MDTF), discuss plans for the following year, and to coordinate donor support to individual components of PEMSP. The bi-annual review of the results of the reforms should follow a monitoring framework that the government will develop and that will be included in the first annual work plan. This consultation will resolve any policy issues pertaining to PEMSP. The MDTF will finance the work plans discussed and agreed at the bi-annual consultations. An annual external review of the overall performance of the program, to be financed under the Bank-executed MDTF, will also be discussed. The annual decision of disbursing funds to the Trust Fund will depend on this review and on the readiness and soundness of the annual work plans for the following year. The meeting will be chaired by the Vice Minister for Finance and the World Bank Country Manager. The secretariat will be PFMSU.
b. The Implementation Committee will meet with MDTF contributing donors, one representative of the non-contributing development partners and representatives from the Task Forces to review outputs of the support provided by the MDTF, and to flag any issues that need to be addressed. These working level technical meetings will be on a quarterly basis unless a more frequent schedule is decided upon by its members. These meetings will be co-chaired by the head of the PEMSP Implementation Committee and the World Bank. The secretariat for this meeting will be the PFMSU.
21. The World Bank Task Team Leader (TTL) for the MDTF will report to the donors on performance of the MDTF including on program implementation, disbursement, procurement activity and new commitments for the program, as per requirements to be specified under the Administration Agreement. The TTL will consult with contributing development partners formally on quarterly basis on performance of the MDTF. An annual review of the overall performance of the reform program, funded under the TF, will be conducted by independent evaluators to review the overall effectiveness of the program. The government, with the guidance from the World Bank, will endeavor to implement recommendations made in such review.
FIGURE 2: Government-Development Partner Interface for Dialogue, Consultation and Engagement










22. Reporting. There will be need to streamline reporting on performance of the MDTF and resulting outcomes. This is important to ensure that transactions cost for government is reduced and harmonization of reporting is achieved. In this spirit the following reporting is proposed:

a. At the bi-annual consultations, a strategic progress report on PEMSP with a summary of implementation will be tabled and discussed. This report will include information on: (i) comparison of proposed activities under the PEMSP with actual, along with brief explanation of reasons for any delays; (ii) financial management and procurements conducted during the year; and (iii) implementation plans for the next year once a year. Annually there will also be a discussion on an external review report prepared by independent evaluators. MDTF contributors will disburse on the basis of the results of this report.

b. At the quarterly technical meetings, there will be an Implementation report prepared by PFMSU and technical MDTF Performance Report prepared by the WB Task Team. This report will include information on: (i) status of component interventions; (ii) work on-going; (iii) expected outcome and outputs, (iv) financial accounts, (v) work plan for the next quarter; and (v) any issues arising. This report will be reviewed and formally approved by at the meeting. 

23. The governance structure, with responsibilities and accountabilities, as described above, are presented in Table 1.
Table 1.  Summary Matrix of the PEMSP Governance Structure Including the MDTF Consultative Process with Donors
	Actor
	Members/Composition
	Tasks/Responsibilities
	Reporting

	PEMSP institutions 

	PEMSP Steering Committee (SC)
	· Chaired by Vice Minister of Finance

· Members: Director General’s of MoF Departments implementing PEMSP components


	· Serve as policy formulation and strategic guidance forum on PEMSP

· Review progress of PEMSP implementation

· Endorse annual implementation plan prepared by Government

· Members propose to chairman observers for participation in Steering Committee, chair to decide


	

	PEMSP Implementation Committee (IC)
	· Chaired by Deputy Director General for Fiscal Policy Department 

· Members: DDG’s of departments implementing PEMSP components
	· Review and approve quarterly work plan with clear implementation arrangements assigned

· Members propose to chairman observers for participation in IC, chair to decide

· Head of Implementation Committee responsible for execution of the MDTF funds

· Obligation to demonstrate achievement of expected results
	

	Public Finance Management Strengthening Unit (PFMSU) 


	· Headed by a Director: full time, government staff member, at the position of at least Deputy Division Director
· PEMSP Technical advisor – international advisor

· One technical staff (GOL)

· Two procurement local consultant
· Two financial management local consultants

· Two accountants local consultants

· One Assistant to PFMSU Director


	· Management of MDTF funds

· Provide implementation support to the Implementation Committee

· Provide financial management and procurement services to the PEMSP IC
· Act as secretariat of  annual consultative Steering Committee meetings and quarterly technical meetings of the IC
	· Reports to the head of PEMSP IC

· Prepares the implementation report

· Prepares financial management and procurement reports


	Task Forces (TF)
	· Headed by lead department

· Members: relevant departments in MOF and LMs and agencies for implementing PEMSP components


	· develop work plans for implementation of PEMSP interventions per components

· preparation of ToRs with PFMSU help and submission to head of IC
	

	Consultation mechanisms

	Biannual Consultation Process
	· Members: PEMSP SC and Development partners supporting PEMSP reforms
· co-chaired by Vice Minister for Finance and WB country manager
	· jointly review and assess results of the reform programme

· discuss plans for the following year 

· coordinate donor support to individual components of PEMSP

· provide strategic guidance to the PEMSP MDTF and ensure coherence between the MDTF and Annual Implementation Plan (including endorsement of the results framework for the Program & priority/focus areas for funding under the MDTF)

· assess achievements of the MDTF for PEMSP vis-à-vis results framework
	· detailed report on PEMSP implementation and on performance of the MDTF

	Quarterly Consultation Process
	· Members: Representatives of: PEMSP IC, TF,  Development Partners funding the MDTF, one representative from  non-contributing DPs

· co-chaired by the DDG of FPD and World Bank
	· review outputs and outcomes from the support provided by the MDTF

· flag issues that need to be addressed

· Decide the activities to be financed by the MDTF
	· technical MDTF Performance Report jointly prepared by the PFMSU 

	MDTF Administration

	World Bank
	
	· administrator of the PEMSP MDTF

· Financial accountability responsibility for the trust fund

· responsible for fiduciary oversight issues

· obligation to ensure that the MDTF supervision is conducted to ascertain that the project is being carried out with due diligence to achieve its development objectives in conformity with the legal agreements
	· Reports to the PEMSP steering committee at bi- annual consultations on performance of the MDTF including the performance of the MDTF facilitating unit

	World Bank Task Team
	· Task Team Leader for the World Bank public sector program for Lao and technical staff. 
None of the Task Team members will be financed by the MDTF resources
	· supervises MDTF-financed recipient and ensures activities financed out of the TF are in compliance with Grant Agreements

· issues “no-objections”

· manages the MDTF facilitating unit
	· Reports quarterly to Implementation Committee and Donors on the progress of activities financed by the contributions, disbursements, procurement activity and new commitments for the programme as well as the performance and activities of the facilitating unit and the World Bank Task Team

	MDTF facilitating unit
	· an international public finance management expert (non-World Bank staff)

· a local expert
	· assist development partners in providing quality technical advisory services towards effective MDTF implementation to each department of the MOF:

i) provide technical advise on  the development of TOR for component interventions and operational processes involved in securing the consultant services;
ii) capacity building assistance in technical proposal evaluations;
iii) assistance with analyzing outputs for quality; and
iv) coordination just in time advice from development partners

· Act as secretariat of quarterly technical meetings among and between government, Bank and development partners.
	· Prepares quarterly activities report that the World Bank Task Team present to the Donors 




24. The annual implementation plans will be derived from the annual PEMSP progress report and updated program document, which will be prepared by Government.  The Steering Committee will present the Implementation Plan at the bi-annual consultations and based on the discussion, finalize the activities that will need to be conducted over the next six month period. The government only Steering Committee will continue to provide: (i) strategic guidance to the PEMSP reforms and ensuring coherence between donor funded activities and the Implementation Plan; and (ii) reviewing general achievements of the activities funded by development partners’ support. Outside the bi-annual consultations, the government may convene the Steering Committee as needed.
25. Government’s continuous ownership is critical to the success of the PEMSP and hence the MDTF.  Accordingly, only PEMSP reform elements will be supported by the MDTF. Donors will not add any proposals that are outside the ambit of the PEMSP. The World Bank support to PEMSP implementation will be parallel to the MDTF financing and supported by World Bank task team. All activities of the World Bank and other development partners assisting in implementation of the PEMSP will be coordinated via the consultative PEMSP consultative process. The Implementation Committee comprising only government officials will execute the PEMSP. The quarterly donor consultations with the Implementation Committee will discuss progress with implementation of component elements and the work plan. Reform implementation will solely be done by Government, and donors will only assume advisory roles. At no stage will development partners be implementing any of the reforms.
C. Trust Fund Operational Aspects
26. The proposed PEMSP MDTF will comprise of two funds - the principal government executed operational fund and a small Bank executed fund for the operations of the donor MDTF facilitating unit (providing quality assurance and technical advisory services towards effective program implementation). The operational fund will provide resources to government for implementing PEMSP. Funds will be used for consulting services, essential goods, workshops, training, and study tours – as agreed annually at the PEMSP consultations. The operational fund will be executed by the Ministry of Finance under the direction of the head of the PEMSP Implementation Committee. The head of the PEMSP implementation committee will be supported by the full-time PFMSU. This Unit will assist in all aspects of procurement, and financial management. Procurement and financial management arrangements will follow Bank’s procurement and financial management guidelines.  
27. Each Task Force head will work with respective implementing department for developing respective work plans for implementation of PEMSP interventions pertaining to their areas of responsibilities. From the agreed PEMSP multi-year implementation schedule will emerge an annual implementation plan. For each intervention there already has been identified a lead department for the Task Force. The head of department (or designate) will lead the preparing of a work plan for each activity supported by PFMSU. Once prepared, the lead will submit the respective terms of references or requisition for goods/services to the head of the PEMSP Implementation Committee. The head of the Implementation Committee will cross reference the request with the agreed plan, and authorize the PFMSU to procure the requisite goods/services.
28. The Bank will have a “no objection” basis relationship with government in execution of the operational fund. The no-objection basis is an approval process that ensures quality of proposals of implementation plans submitted by the government. As is the general practice with trust funds, the Bank shall adopt a no-objection basis for trust fund execution. In order to dispatch its responsibilities under the Trust Fund agreement, the Bank will require the PFMSU to request no-objections for procurement of certain services, as per the MDTF Grant Agreement. The no-objection thresholds and eligibility criteria will be spelled out in the Grant Agreement as applicable. 
29. The Bank shall establish an MDTF facilitating unit, financed by the Bank executed component of the Trust Fund. This support unit will be staffed by an international public finance management expert and one local expert, both of whom will be hired by the World Bank on an extended term consultant/co-terminus basis.  This support unit shall assist the development partners in providing technical assistance and quality assurance services to each department of MoF implementing PEMSP, in coordination with the Implementation Committee. These services would include: (i) assistance with developing terms of references for component interventions; (ii) capacity building in technical proposal evaluation
; (iii) assistance with analyzing outputs for quality; and (iv) coordinating just-in-time advice from development partners at regular coordinating meetings – contributing and noncontributing. This facilitating unit will not do any independent reporting on the PEMSP, shall not assume any program supervision role, and shall perform strictly according to the roles and responsibilities assigned in the detailed terms of references to be prepared and agreed with government and development partners at a later time. 
30. The results framework and the supported interventions shall be the same that those articulated by the Government in the PEMSP program document. The PEMSP states that the Public Expenditure and Financial Accountability (PEFA) high level indicators shall be applied to measure the impact of PEMSP interventions. However, at this time a baseline for the said indicators has not been established. The proposed MDTF will assist the Government in developing a baseline for PEFA indicators and over time these will be used to gauge impact of PEMSP interventions. The timing of establishing a PEFA based results framework will be discussed at the first government-donor consultations with the PEMSP Steering Committee after the MDTF is established.
31. The proposed MDTF’s institutional arrangements have been arrived at taking on-board lessons from other multi-donor trust fund arrangements. The structure and governance arrangements proposed in this program brief have been reached at, taking into account the lessons from other such arrangements including in Cambodia, Vietnam and Indonesia.
32. Government has expressed the need to ensure smooth funds flow through the MDTF for successful PEMSP implementation. There is need to ensure effective application and execution of funds. With the adequate capacity for financial management and procurement that will be available at the PFMSU and with the use of the World Bank guidelines, inputs are expected to be procured in a timely manner, and fiduciary agreements to be duly met. Figure 3 presents the funds flow arrangements for the proposed MDTF.
D. Risk Mitigation 
33. The key risks to successful implementation of PEMSP are: (i) inadequate resource availability for engaging quality advisory services; (ii) sub-optimal coordination within departments implementing components of PEMSP; (iii) key personnel risk is high with limited technical staff working on specific issues; (iv) lack of adequate capacity on procurement and financial management; (v) significant rollback risk in case of inadequate reform implementation; and (vi) reduced commitment by the GOL to implement the reform agenda as planned. These risks can delay PEMSP implementation significantly.
34. The risk mitigation measures proposed are: (i) ensure multi-year resource availability via the proposed MDTF and close coordination with other development partners supporting PEMSP implementation; (ii) work with strengthening the existing implementation structure, which brings together a cross-section of staff from across departments implementing PEMSP; (iii) ensure process reengineering and spaced out training programs – staff turnover is low in Lao PDR; (iv) make sure additional and adequate procurement and financial management capacity is engaged in the PFMSU; (v) follow very closely the progress reports and condition the MDTF funding on successful implementation evidenced in those reports. 
35. In addition to the above measures, the Bank team will provide more technical advice to implementing agencies and departments. As trustee the World Bank has a responsibility to supervise the implementation of the activities funded by the recipient-executed grant.  In conducting the supervision, the World Bank task team is expected to regularly – (a) monitor progress in all substantive aspects of the project against the targets, development objectives and performance monitoring indicators set out in the PEMSP Program Document; (b) monitor procurement implementation and disbursement, recommending ways to ensure that procurement activities and grant disbursements proceed smoothly in line the planned schedule; (c) review the audited financial statements, audit reports, and Project Monitoring Reports and other project progress reports submitted by the Government; (d) ascertain the extent of compliance with grant agreement covenants, including those related to environmental and social safeguards; and (e) review the continued relevance of the project to the Government priorities.  As appropriate, the task team visits the project sites and facilities to review progress, provide advice, meet with project beneficiaries and stakeholders, perform sample reviews of the documentation supporting statements of expenditure, review Project Monitoring Reports and carry out ex-post reviews of procurement and obtain additional information.
36. Strengthening good governance is the key element for the success of this program reform. By fortifying the institutional capacity and throughout the implementation of the program, the PEMSP goals of more efficiency, transparency and accountability in public expenditure management should be reached.
E. Proposed Processing Schedule
37. It is expected that the proposed MDTF will be established in calendar year 2007. In this regard the interim processing schedule is: (i) finalize concept note; (ii) confirmation by participating donors; (iii) confirmation of donor contribution; (iv) World Bank to finalize the Initiating Brief for Trust Fund and secure approval for establishing the MDTF; (v) appraise proposed implementation arrangements and funds requirements (vi) issue call for funds and sign (vii) Administration Agreement.
38. Donors will start contributing to the MDTF when the first year of annual work plan with its monitoring framework is approved. The annual work plans will be prepared by the Implementation Committee in a participative process. It will be discussed with development partners and formally approved with by the Vice-Minister of Finance.

Figure 3:  Proposed Work and Funds Flow for the MDTF









D. Other Implementation Issues (with details to be addressed during appraisal of government-executed grant)
39. Procurement.  Contracting and procurement will follow World Bank guidelines and procedures. Furthermore, the administration and enforcement of all provisions of any grant agreement entered into between the Bank and a third party that is financed by the PEMSP MDTF shall be the responsibility solely of the Bank and shall be carried out in accordance with its applicable procedures.  The grant agreement shall further provide that no amount of the grant funds may be used for the payment of taxes levied by or in the territory of the Recipient country.

40. Financial Management.  Resources from the Operational Fund will be executed in accordance with the Bank financial management guidelines, as specified at the time of appraisal of this MDTF.

41. Outreach Communication Strategy. The World Bank and the GOL authorities will promote visibility and awareness of the program and its donors on information materials pertaining to program activities financed by the MDTF, at the sites of program activities under implementation, and through specific dissemination events, such as press conferences and/or seminars.

Implementation Schedule for Public Expenditure Management Strengthening Program

	Program Sub-Components
	Implementation Schedule
	Expected Outcome 
	Progress

Indicators

	
	FY2005
	FY2006
	FY2007
	FY2008
	FY2009
	
	

	
	
	
	
	
	
	
	

	Program Management  
	- MoF approves PEMSP annual implementation, capacity building and procurement plans, and updates implementation schedule
	-Annual implementation plan and twice-yearly progress reports. 


	-Annual implementation plan and twice-yearly progress reports. 

- Program mid-term review and update. 
	- Annual implementation plan and twice-yearly progress reports.
	- Annual implementation plan and twice-yearly progress reports. 

- Program evaluation and preparation of follow-up 
	Progressive implementation of PEMSP


	Task completion against implementation schedule

	

	A. Fiscal Planning and Budget Preparation

	Fiscal Planning

(A.1 and A.2)
	- MoF and CPI update MTEF, including recurrent expenditure estimates for priority sectors,  based on sector analyses.


	- MoF uses updated MTEF as basis for NGPES sector recurrent and capital expenditure limits in FY2006-07 budget 

- Design a simple model for the macro-fiscal framework. 

- Implementation of Public Expenditure Tracking Survey and Public Expenditure Review, focusing on NGPES sectors.  
	- MoF extends MTEF to include programs and provinces.  

- MoF prepares budget circular with central and provincial allocations for NGPES sectors 
	- MoF prepares budget circular with central and provincial allocations for NGPES sectors and priority programs 
- Implementation of Public Expenditure Tracking Survey and Public Expenditure Review, focusing on NGPES sectors.  
	- MoF prepares budget circular with provincial allocations for NGPES sectors
	Improved medium-term predictability and NGPES alignment of expenditure allocations; and improved coordination between recurrent and capital spending.  


	% expenditure on NGPES sectors and priority programs; % recurrent spending;  allocation volatility; MTEF coverage of external financing and financial operations;  MTEF used to guide budget.  

	Budget Preparation 

(A.3 and A.4)
	- MoF approves revised format, coverage, consultation  mechanisms, and schedule with phased implementation strategy 


	- MoF publishes budget  with : i) detailed administrative classification for priority sectors; ii) listing of NGPES priority expenditures; iii) summary data on statutory funds
	- MoF publishes budget with: i) revised nomenclature compatible with chart of accounts for pilot sectors and programs; ii) retained revenues of central administration. 
	- MoF publishes budget with: i) revised nomenclature compatible with COA accounts extended for all of government; ii) NGPES priority programs; iii) comprehensive coverage of fiscal operations; and iv) provincial retained revenues. 
	MoF publishes budget with comprehensive coverage of fiscal operations. 
	Timely, comprehensive, transparent budget aligned with Government policy. Participation of agencies, provinces and the legislature in budget process. 


	Timeliness in publication of budget books; coverage of financial operations in budget documentation (debt, funds, SOEs, external, local administration);   % expenditure on NGPES sectors; % recurrent spending.

	

	B. Budget Execution, Accounting and Financial Reporting

	Treasury structure and management 

(B1 and B2)

 
	- MoF approves strategy for restructuring of treasury functions and consolidation of budget execution functions (B1, B2)
	- MoF prepares amendments to Treasury and Accounting Decrees and submits to Government;

- MoF prepares related regulations and instructions
	- Approval of  Decrees and preparation of implementing regulations and instructions

- Implementation of restructuring and consolidation of budget execution functions
	- MoF to monitor and provide support for implementation and of Treasury Decree, Regulations and Instructions
	
	Treasury effectively manages all Government financial resources 


	 Revised organizational structure implemented; job descriptions applied; regulations implementated. 

	Accounting (B8)
	- MoF prepares a strategy for implementation of Chart of Accounts  and budget nomenclature compatible international  with standards and reporting on programs. (B8)
	- MoF approves Chart of Accounts for pilot sectors and programs and implementation strategy in FY2006-7 budget and following years.
	- MoF implements Chart of Accounts for NGPES pilot sectors and programs 


	- Implementation of upgraded Chart of Accounts throughout government


	Ongoing
	Budget and accounts provide comprehensive information following appropriate international standards. 


	Budget and CoA provide data on administrative, organizational, economic, functional and program basis; 

% coverage of programs.  

	Reporting (B8)
	
	- MoF prepares a strategy for developing annual financial statements.

 (B8)
	- MoF approves methodology,  standards and formats for consolidated financial statements and implementation strategy for FY2007-08 final accounts.
	- Trial preparation of consolidated annual financial statements for FY2006-07. 


	- Preparation and publication of consolidated annual financial statements for FY2007-08.

- Methodology, standards and formats revised for FY2008-09.  
	Timely publication of comprehensive financial statements.  
	Published annual financial statements within legislated deadlines; financial statements based on international standards; coverage of financial operations. 

	Reporting (B9)
	- Treasury designs monthly and quarterly financial reports and procedures for submission of the information and/or reports by sub-treasuries
	- Treasury prepares quarterly budget execution reports, and in particular for NGPES priority expenditure programs, on a pilot basis


	- Treasury reviews pilot and continues development of the quarterly budget execution reports, publication of quarterly execution reports for NGPES sectors 
	- Treasury publishes quarterly budget execution reports, in particular for NGPES priority expenditure programs


	On-going
	Timely publication of budget execution reports and improvement in budget execution. 


	% budget execution; published quarterly budget execution reports reflecting budget classification;  timeliness; timeliness of publication; coverage of government financial operations. 

	Computerised Financial Management System (B10)
	Roll out pilot accounting software and system to central ministries and provinces
	Continue roll out system software and system to provinces

Prepare strategy for development of Integrated Financial Management System
	Implementation of IFMIS strategy 
	Continue development of IFMIS and operational system support
	
	Accounting system captures all accounting data for public finances, transactions and events

	Computerized accounting system generates basic reports; % financial transactions captured by IFMIS.  

	Cash management (B6)
	- Treasury prepares and monitors i) quarterly cash plans; ii) register of all accounts payable each quarter at central level; and iii) weekly reports on cash balances and consolidated treasury balances

- Cross-departmental cash management committee approves budget apportionments.


	- Preparation and  monitoring of cash plans, accounts payables and cash balances; extend accounts payable register for key provinces.

- Start closure of unauthorized bank accounts Rationalize and consolidate bank accounts at each level of government, close unauthorized accounts.

- Develop strategy  to settle the enterprises balances at the Treasury and commence implementation. 
	- Preparation and monitoring of cash plans, accounts payables and cash balances; extend accounts payable register for all provinces.

- Continue settlement of enterprises’ balances at the Treasury.

- Elimination of unauthorized bank accounts. 


	- MoF approves strategy for implementation of controls and accounting for commitments 


	- MoF commences implementation of commitment control and accounting on a pilot basis
	Predictable, efficient and transparent budget execution, allowing timely payments of personnel and suppliers. 

Budget and budget implementation adjusted  inadjusted in line with cash plans. 


	# of government bank accounts and dispersal of financial assets; ; arrears as % of expenditures; cash releases and balances within % of cash plans.

	Audit (B4)
	
	Define the internal audit function and methodologies and system of internal audits.
	Develop audit manuals 
	Train internal auditors

Preparation of annual summary report on internal audit
	Commence implementation of annual program of internal audits.  

Preparation of annual summary report on internal audit
	Effective internal audit system supports internal controls
	% government operations subject to internal audit;  # of audits completed; follow-up on audit reports. 

	Procurement (B3)
	- Procurement Monitoring Office (PrMO) issues Harmonized Procurement Manual including Standards Bidding Documents
	- PrMO establishes electronic procurement website and bulletin
	Ongoing 
	Ongoing
	Ongoing
	Public procurement based on clear rules, consistently applied resulting in improvements in efficiency and transparency. 


	% of public procurement through competitive procedures;  % of procurement through website;  prices for public sector relative to private sector.  

	

	C. Local Government Financial Management

	Expenditure Planning and Budgeting (C.1) 
	
	- Review basis for allocation of resources to priority sectors across provinces
	- Provide indicative allocations of resources for priority sectors across provinces
	- Provide indicative allocations for priority sectors across provinces and monitor implementation 
	- Provide indicative allocations for priority sectors and programs across provinces and monitor implementation 
	Timely, comprehensive, transparent provincial budgets aligned with Government policy


	# of provinces applying budget nomenclature and coverage of operations; expenditure on NGPES sectors and priority programs % total;  variation in per capita spending on NGPES priority sectors. 

	Budget execution, accounting and reporting (C.2)
	- Design  improved standardized monthly financial reporting formats
	- Implement monthly reporting formats 

- Clarify and implement standardized banking and payment procedures 
	- Disseminate new

CoA to local administrations
	Ongoing
	
	Timely, comprehensive reporting on provincial budget execution and treasury operations
	# of provinces: applying chart of accounts;  % provinces providing statements and execution reports within time.

	Strengthening and upgrading Provincial Finance Departments (C.3)
	- Needs assessment and design pilot program to support Provincial Finance Departments 
	- Implement program for pilot provinces for expenditure planning and budgeting


	 Ongoing
	Ongoing
	Ongoing
	Improvement in timeliness and quality of budget preparation and reporting in pilot provinces  
	Timeliness and coverage of budget submissions, budget execution and treasury reports relative to other provinces. 

	

	D. Financial Legislation and Regulatory Framework

	Financial Legislation and Regulatory Framework

 
	- Conduct review of Treasury Decree and Budget Laws including regulations and instructions, related to management of public finances
	- Draft appropriate legislative amendments, regulations and instructions and consult with stakeholders


	Approve legislative amendments, regulations and instructions 

- Disseminate approved laws, regulations and instructions 


	
	
	Coherent regulatory framework supporting management of public finances


	New laws, regulations and instructions promulgated and applied



	

	E. Capacity Building Strategy and Actions

	Capacity Building Assessment and Program (E1, E2, E4).
	- Create PFM Capacity Building Committee (CBC) within MoF

 - Conduct an initial needs assessment and prepare capacity building strategy to support PEMSP implementation (E1)
	- CBC prepares annual capacity building plan  (E4), based on departmental capacity building plans to support PEMSP implementation (E1)


	- CBC prepares and monitors implementation of annual capacity building  (E4)

- Preparation of detailed job descriptions and competency statements for key positions (E1)
	- CBC prepares and monitors implementation of annual capacity building  (E4)
	Ongoing
	Progressive implementation of PEMSP and adoption of working methods 


	#  and % of relevant personnel trained for each program component.

% completion of annual capacity building plans. 

Training program evaluations.    

	Development of National Financial Training Institutions (E3)
	- Create a Public Financial Management Education Committee (PFMEC) to support curriculum development for accredited training 
	- PFMEC develops action for curriculum development, training of trainers, and preparation of training materials to accredited standards 

- Assess the requirements and prepare actions plans for upgrading of Ministry of Finance training schools 
	- Develop and agree curriculum, implement training of trainers and preparation of improved training materials

- Commence phasing out of the 18 month course and introduction of modular courses (E3.3)
	- MoF Finance Schools conduct modular courses
	- MoF Finance Schools conduct modular courses

- PFMEC evaluates impact of training, review and updating of training materials
	A cadre of national personnel familiar with international financial management standards 


	#  of accredited financial management trainers; # of  - trained financial management personnel;  #  of PFM accredited Ministry of Finance personnel. 




PEMSP Steering Committee (SC)





Headed by the Vice-Minister of Finance and comprising DG’s of Departments from MoF





PEMSP Implementation Committee (IC)





Headed by DDG Fiscal Policy and comprising of DDG’s of Departments at MoF





PEMSP Secretariat





Reporting to the head of IC, comprising 2 international advisors and 2 local staff











(Future)





Revenue Admin. is expected to be included into the PEMSP, looking ahead. Once this is done the respective coordination mechanisms will be established





Task Force





Information, Comm. and Technology





Headed by the Accounting Department with representation from respective agencies and departments concerned with impl. of PEMSP components pertaining to ICT 





Task Force





Capacity Development





Headed by the Personnel Department with representation from relevant departments and agencies for implementation of PEMSP components on capacity building





Task Force





Budget Execution and Reporting





Headed by the Treasury Department with representation from relevant departments and agencies for implementing PEMSP components on budget execution and reporting





Task Force





Budget Planning








Headed by the Budget Department with participation from relevant departments and agencies for implementing PEMSP components on budget planning








Development Partners Supporting PEMSP

















PEMSP Steering Committee 














Biannual


Consultation Process





  Policy issues relating to PEMSP 


   Review progress of PEMSP


  Assess results 














PEMSP Implementation Committee 











Quarterly Consultation Process





  Operational issues


   Performance of the MDTF


  Assess component  implementation








MDTF Contributing Donors and One Representative from Non-Contributing Development Partners 











PFMSU








World Bank Task Team


World Bank Task Team Leader








MDTF Facilitation Unit





Task Force





Information, Comm. and Technology





Headed by the Accounting Department with representation from respective agencies and departments concerned with implementation  of PEMSP components pertaining to ICT 





Task Force





Capacity Development





Headed by the Personnel Department with representation from relevant departments and  agencies for implementation of PEMSP components on capacity building





Task Force





Budget Execution and Reporting





Headed by the Treasury Department with representation from relevant departments and agencies for implementing PEMSP components on budget execution and reporting





Task Force





Budget Planning





Headed by the Budget Department with participation from relevant departments and agencies for implementing PEMSP components on budget planning








(Future)





Revenue Administration is expected to be included into the PEMSP, looking ahead. Once this is done the respective coordination mechanisms will be established





Contributing Donors to the MDTF agree to the PEMSP, sign agreements and transfer resources to the Bank, as trustee of the fund





World Bank receives funds and sets up a dedicated account on its books with respect of this Trust Fund.





Bank responsible for fiduciary oversight issues





World Bank Team


Task Team Leader


Provide respective implementing agencies with advise on developing terms of references, work plans, determining quality of outputs by consultants, and international best practice experience with implementation of respective reforms, where possible


Ensures activities financed out of TF are in compliance with Grant Agreement and issues ‘no objections’


Supervision of the MDTF in accordance with the Grant Agreement





Operational Fund





Managed by a full time government official at least at the level of Deputy Division Head.


PEMSP Implementation Committee (IC) executes TF based on agreed PEMSP interventions


Head of Implementation Committee authorizes utilization of Operational Fund resources


PFMSU maintains the dedicated account and provides procurement and financial management services to IC


PFMSU prepared financial management and procurement reports, as required under the MDTF agreement





Small MDTF


Facilitation Unit supervised by the Bank team, and funds executed by the Bank








LEGEND FOR FIGURE 3


            


               depicts funds flow





             depicts technical support





             MDTF facilitation unit works under supervision of Bank Team








� Annex 1 presents the PEMSP implementation schedule


� To-date there have been three consultations held with donor partners on the MDTF. Donor partners have included; the EC, SIDA, Embassy of France, the Embassy of Japan, JICA, AusAID and the ADB.


� See PEMSP Program Document dated September 2006


� The National Assembly will debate the amendments in its November 2006 session


� Particularly in Cambodia and Vietnam


� The World Bank Task Team (under the supervision of the Task Team Leader) will provide respective implementing agencies with advise on developing terms of references, work plans, determining quality of outputs by consultants, and international best practice experience with implementation of respective reforms, where possible, with support from the MDTF facilitation unit. The Bank is required by its Articles of Agreement to ensure that the proceeds of any loan (or grant) are used only for the purposes for which the loan (or grant) was granted, with due regard to economy and efficiency. As a development agency, the Bank also has an interest in assisting member countries to achieve their development objectives on a sustainable basis. To these ends, recognizing that program implementation is the borrower's responsibility, the Bank supervises the borrower's (or recipient's) implementation of Bank-financed programs.  Supervision covers monitoring, evaluative review, reporting, and technical assistance activities to, among others, ascertain whether the borrower (or recipient) is carrying out the project with due diligence to achieve its development objectives in conformity with the legal agreements.


� As per the Draft PEMSP Program Document of September 2006


� The FMCBC is a World Bank project aimed at assisting the Government build public finance management capacity. This project became effective in 2003 and supports some component elements of the PEMSP. These are: (i) revision of the chart of accounts; (ii) stabilization of the GFIS; (iii) PEMSP technical advisor; (iv) PEMSP capacity building advisor; and (v) English training. The project is expected to close in April 2008. The World Bank will share with the MDTF contributors the appraisal document that will include among others an assessment of the fiduciary and safeguards capacity of the implementation unit(s), risks and mitigation measures to be adopted. 


� This entails effectively analyzing proposals or expression of interest for technical compatibility with the terms of reference for the assignment. Such capacity is needed especially when procuring hardware and for complex advisory services where the selection criteria is a combination of quality and cost.
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