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A. Introduction

1. The Public Financial Management Strengthening Program Multi Donor Trust Fund was created to support the Lao People’s Democratic Republic (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 Financial Management Strengthening Program (PFMSP).

2. Trust Fund No.070916 was established via Administrative Agreements between the World Bank and the Government of Australia, the European Commission (EC), the Governments of Sweden and Switzerland (through SIDA and SDC respectively) in August 2008, as the parent or main trust fund supporting the PFMSP. The PFMSP MDTF comprises 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 PFMSP. Funds will be used for consulting services, essential goods, workshops, training, and study tours – as agreed annually at the PFMSP consultations. This third progress report covers the period from October 1, 2010 to September 30, 2011.  The report summarizes progress with implementation and supervision activities covered under the MDTF, including both recipient-executed and Bank-executed activities. 
3. This report does not repeat nor does it substitute for the annual implementation progress report or the quarterly interim financial reports prepared by the Ministry of Finance. This report complements the regular implementation support mission reports (aide memoires) prepared during each joint donor supervision mission and regular implementation review, as well as Grant Fund Reports and Implementation Status and Results reports prepared as part of internal Bank management and quality control procedures.  
B. Summary Program Description
Program development objective

4. The Government of the Lao PDR (GOL) is implementing the Public Financial Management Strengthening Program (PFMSP) which is a multi-year program for improving public finance management. The implementation of the PFMSP started in November 2005 and its strategic objective is 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.

5. The overall objective of the 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 Financial Management Strengthening Program. In addition to the MDTF, other donors such as the Asian Development Bank, Japan, Singapore and the World Bank through stand-alone TAs and projects are also supporting the GOL in the implementation of the PFMSP.
Program outline

6. The Public Financial Management Strengthening Program (PFMSP) is the main vehicle 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 PFMSP is the umbrella reform program that is also implementing all elements of the new Budget Law that was promulgated in February 2007 and the Nam Theun2 Revenue Management Arrangements. Revenue reforms were added to the program, where the government is also moving ahead with reforms aimed at improving revenue policy and administration. The PFMSP 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. Based on the results of the November 2010 mid-term review, the program coverage has now been further broadened to include a separate component on strengthening external oversight and audit.
The program has seven components:

A. Revenue sharing, fiscal planning and budget preparation;

B. Treasury centralization, budget execution, accounting, and financial reporting;

C. Revenue policy and administration;

D. Local government financial management;

E. Financial legislation and regulatory framework; and

F. Human resource and capacity development.
G. External oversight and audit.
C. Program Financing And Disbursements

7. The implementation of the MDTF, which is the responsibility of the Government of the Lao PDR through Ministry of Finance, is financed by contributions from four donors (the Government of Australia, the EC, the Government of Sweden and the Government of Switzerland). The Administrative Agreements set out the responsibilities of the Governments of Australia, Sweden, Switzerland and the EC, as donors, and the World Bank, as trust fund administrator. Australia, Sweden, Switzerland and the EC have committed a total of AUD 2.00 million, SEK 4.0 million, USD 200,000 and EUR 3.0 million respectively to the MDTF (estimated by Feb 2009 exchange rate to be around USD 5,8 million). The majority of resources, US$ 4.5 million, are then on-granted by the World Bank to the Government for recipient-executed activities in order to implement the PFMSP. Similarly, a portion of the MDTF, US$ 1.3 million, is reserved for Bank-executed activities focusing principally around operationalization of the PFMSP Multi-Donor Facilitation Unit at the World Bank. 
8. The Grant Agreement between the World Bank and the GOL, sets out the framework for implementation of the PFMSP MDTF, was signed in January 2009 and became effective immediately after the signature. 
Figure 1: Summary structure of the PFMSP Multi Donor Trust Fund
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9. The Bank-executed portion of the trust fund provides for the establishment of a MDTF Facilitation Team, based in the World Bank Vientiane Office. The team is responsible for calling development partner meetings on the PFMSP and providing administrative support to donor coordination, generating commitments, helping to carry out day-to-day management of the MDTF, coordinating supervision missions, ensuring compliance with World Bank rules, and – most importantly – providing technical assistance (analytical and advisory services) to the GOL. The team, which is part of the Bank’s East Asia and Pacific PREM Sector Department, comprises of one full-time International Senior Public Finance Specialist, one full-time national Public Sector Specialist, and one half-time Program Assistant. 
10. Expenditures from the Bank-executed portion of the trust fund began to be incurred in October 2008, with the arrival of the MDTF Facilitation Team. As of September 30, 2011, a total of US$ 1,150,807 has been disbursed from the Bank-executed trust fund (a disbursement rate of 88.5 percent). Table 1 presents a summary financial report of transactions under the PFMSP MDTF since establishment of the MDTF in July 2008, running until September 30, 2011. As described above, future progress reports will report data on an annual basis only. The total balance of funds as of September 30, 2011 was US$ 3,305,554.04. 
11. Trust funds residing with the World Bank are invested. As of September 30, 2011 a total of US$ 206,950 has been earned as additional income accruing to the PFMSP MDTF. As per the terms of the Administrative Agreement, a 2 percent fee is deducted by the Bank from trust fund contributions for administrative cost recovery. Thus, a total of US$ 124,911 was deducted from contributions paid into the trust fund. 
12. Table 2 presents a summary of donor pledges and cash contributions paid into the PFM MDTF by Sweden, Switzerland and the European Commission. As of September 30, 2011 both Sweden and Switzerland have paid in 100 percent of their pledged contributions to the MDTF, while European Commission and Australia have paid 78 percent and 85 percent respectively. 
13. The World Bank makes a number of in-kind and direct financial contributions to the PFMSP MDTF, including the provision of a supervision budget to which regular Bank staff (including procurement and finance management )  and consultant costs can be charged (in addition to the PFMSP MDTF Facilitation Team). The Bank is providing a minimum of US$ 70,000 annually from its own administrative budget for ongoing supervision costs for the MDTF. In addition, the Bank has mobilized funding from the Korean Trust Fund to finance ICT consultants to support the PFMSP implementation.  
14. The Bank’s role in administering the TDF trust funds also includes providing fiduciary supervision to the recipient-executed project. The costs of the Bank’s procurement, financial management and legal staff are provided as central services to the project (and as part of the 2 percent administrative fee). 
Table 1: Summary of aggregate disbursements from the PFMSP MDTF
	WORLD BANK GROUP 

	 LAO PDR MULTI-DONOR TRUST FUND PUBLIC FINANCE MANAGEMENT STRENGTHENING PROGRAM 

	 TRUST FUND FINANCIAL REPORT  

	 (Annual Summary) 

	 Expressed in United States Dollars 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 
	 Current Year 
	 
	 Cumulative

	 
	 
	 
	 
	 
	 From: 
	1-Oct-10
	 From: 
	6-Jun-08

	 
	 
	 
	 
	 
	 To: 
	30-Sep-11
	 To: 
	30-Sep-11

	 Receipts (Note 1) 
	 
	 
	 
	 

	 
	 Cash Contributions 
	 
	1,280,970
	 
	              6,245,561 

	
	Investment Income (Note 2)
	      
	12,652

	
	    206,950

	 Total Receipts 
	 
	1,293,621
	 
	              6.452,511.83

	 Disbursements (Note1) 
	 
	 
	 
	 

	 
	 Project Disbursements 
	 
	 
	 
	 

	 
	 
	Disbursements to Grantee
	
	(1,065,223)


	
	(1,871,238.80)

	 
	 Direct Costs Disbursed by WBG 
	 
	 
	 
	 

	 


	 
	 
	 Staff Costs  
	 
	         (315,182.28)
	 
	               (776,960.56)

	 
	 
	 
	 Consultant fees 
	 
	(96,342.1
	 
	                 (243,167.72)

	 
	 
	 
	 Associated overhead costs 
	 
	             (2,167.58)
	 
	                   (9,675.88)

	 
	 
	 
	 Travel expenses 
	 
	           (39,477.57)
	 
	                 (114,606.18)

	 
	 
	 
	 Airfare rebate 
	 
	               1,066.18
	 
	                       3,125.78 

	 
	 
	 
	 Media workshop 
	 
	             (3,177.98)
	 
	                   (9,523.20)

	 
	 
	 Total Direct Costs Disbursed by WBG (Note 3) 
	
	(445,281.33)
	 
	               (1,150.807.76)

	 
	Total Project Disbursements
	
	            (1,520,504.67)


	
	(3,022,046.56)

	 
	 Non-Project Disbursements 
	 
	
	 
	 

	 
	 
	 Administrative Fees (Note 4) 
	 
	                   (25,619.4)
	 
	                 (124,911.23)

	 
	 Total Non-Project Disbursements 
	 
	                   (25,619.4)
	 
	                                  (124,911.23)

	 Total Disbursements 
	           
	            (1,546,124.07)
	 
	               (3,146,957,79)

	 
	 Excess of receipts over disbursements / 
	 
	 
	 
	 

	 
	
	 (disbursements over receipts) 
	 
	-252,503.07

	
	3,305,554.04

	 Fund Balance 
	 
	
	 
	 

	 
	 Beginning of period 
	 
	                               3,558,056.29
	 
	                             -   

	 
	 End of period 
	 
	                3,305,554.04 
	 
	              3,305,554.04 

	 Fund balance consists of 
	 
	 
	 
	 

	 
	Share in pooled cash and investments
	
	
	
	3,305,554.04   

	
	
	 
	 
	 
	 
	 
	 
	 

	 Notes: 
	 
	 
	 
	 
	 
	 

	 1. This statement is prepared on the modified cash basis of accounting. Transactions subsequent to this statement date are recorded in the period in which they occur.

	 2. Investment income is not credited to any trust fund where the daily fund balance is less than USD equivalent $5,000. 

	 3. Other Direct costs (where applicable) represent all disbursements incurred prior to July 2000. 
	 

	 4. Administrative fees are charged in accordance with the administration agreement(s). Administrative fees are generally charged to the trust fund in the same month in which contributions are received, however for administrative purposes, collection of fees may occur in the month following receipt of the contribution

	
	 
	 

	
	
	


Table 2: Summary of donor pledges and contributions to the PFMSP MDTF

	WORLD BANK GROUP

	 LAO PDR MULTI-DONOR TRUST FUND PUBLIC FINANCE MANAGEMENT STRENGTHENING PROGRAM 

	TRUST FUND FINANCIAL REPORT

	(Pledge and Contribution Summary)

	Donor
	AUD
	EUR
	SEK
	USD
	Current 

(1-Oct-10 to 30-Sep-11)
	Cumulative

(6-Jun-08 to 30-Sep-11)

	Pledge Details

	 
	 
	USD Equivalent
	USD

	Australian Agency for International Development
	2,000,000
	 
	 
	 
	1,919,126
	1,916,224

	European Commission
	 
	3,000,000
	 
	 
	4,121,158
	4,255,436

	Swedish International Development Cooperation Agency (SIDA)
	 
	 
	7,400,000
	 
	1084,628
	1,084,628

	Swiss Agency for Development and Cooperation (SDC)
	 
	 
	 
	200,000
	200,000
	200,000

	Total
	2,000,000
	3,000,000
	7,400,000
	200,000
	7,324,912
	7,324,912

	Paid-in Contributions
	
	
	USD Equivalent (at receipt)
	USD

	Australian Agency for International Development
	1,700,000
	 
	 
	 
	
	1,619,590

	European Commission
	 
	1,500,000
	 
	 
	1,280,970
	3,341,370

	Swedish International Development Cooperation Agency (SIDA)
	 
	 
	7,400,000
	 
	
	1,084,628

	Swiss Agency for Development and Cooperation (SDC)
	 
	 
	 
	199,973
	
	199,973

	Total
	1,700,000
	1,500,000
	7,400,000
	199,973
	1,280,970
	6,245,561

	Outstanding Contributions
	
	
	USD Equivalent (current ER)1
	USD

	Australian Agency for International Development
	300,000
	 
	 
	 
	299,536

	299,536


	European Commission
	 
	600,000
	 
	 
	779,788
	779,788

	Swedish International Development Cooperation Agency (SIDA)
	 
	 
	
	 
	
	

	Swiss Agency for Development and Cooperation (SDC)
	 
	 
	 
	27
	27
	27

	Total
	300,000
	600,000
	 
	 27
	1,079,351
	1,079,351

	 
	 
	 
	 
	 
	 
	 

	Note:
	 
	 
	 
	 
	 
	 

	 1. 1 AUD = 0.9888 USD and 1 EURO = 1.3239 USD ,   (December 15, 2011)
	 
	 


D. Overall Implementation Progress of the Government’ reform program- PFMSP
The overall PFMSP, which is being supported by a number of donors, continue to progress although the pace of implementation is not even across components of the PFMSP.   A mid-term review of the PFSMP was conducted during November 15-26, 2010 (Aide-Memoir of the PFMSP MTR is attached as Attachment I to this report). Based on the recommendations of the Mid-term review, the MOF has updated the PFMSP program document (see Attachment II) and prepared the medium-term implementation plan of the PFMSP (see Attachment III) for the period of 2011-2015. The PFMSP MDTF Facilitation Unit continues to have been effectively carrying on its tasks as per its mandate and responsibilities. The recipient (Government)-executed MDTF have focused on supporting critical on-going reforms to modernize treasury operations, improve cash management, and implement VAT.  Implementation has been slower in the area of budget planning and procurement. While disbursement of MDTF has been improved and major procurements have been completed, the project management aspects of the MDTF need to be further strengthened to effectively support the reform efforts. Given the difficulty in sustaining the project management capacity within the MOF, this will continue to be challenge moving forward.  
E. Recipient-Executed Activities
15. For the FY 2010-2011, the support of the MDTF continued to focus on two components of the PFMSP (where there is broad consensus on the directions of reform and there is a greater need for technical assistance): Treasury centralization, budget execution, accounting, and financial reporting and Revenue policy and administration. Actual spending on these components accounts for 36 per cent and 44 per cent of total MDTF disbursement for this FY, respectively. MDTF started its support to the external oversight and audit component. Highlights of MDTF supports for each of the PFMSP components are discussed below. 
16. Revenue sharing, fiscal planning and budget preparation Component. The MDTF supported the preparation work of the FY 2011-2012 budget; including discussion on guidance on budget preparation and allocation norms for education and health sectors. The MOF informed that it has formally launched a pilot of school block grant for FY 2011-2012. The MDTF supported the finalization of the Revenue sharing formula which was submitted to the Cabinet for consideration in June 2011. The MoF informed that the new Prime Minister has asked for more explanation on the revenue sharing formula and they are not certain when this formula will be approved. Regarding the budget allocation norms, no decision has been made on whether to formalize non-wage recurrent budget allocation norms for education and health sectors by a PM decree or not. The slow progress in this social budgeting work can be attributed to the lack of understanding and capacity to design an inter-governmental transfer system, weaknesses in coordination between central government agencies and provinces, and lack of clarity in the roles between central government, provinces, and districts.
17. Treasury centralization, budget execution, accounting, and financial reporting Component. During this review year, the MDTF continued to support critical treasury and accounting reforms initiated in the last fiscal year, namely the implementation of the Treasury Single Account, implementation of the new Treasury regulations, and preparation of regulations on accounting law implementation. Efforts of the MDTF continued to focus on ensuring that all new rules, regulations and procedures are fully disseminated to and well understood by all public financial officials throughout the country. In addition, work started on design of the new treasury information management system (TIMS) which is a major endeavor which will eventually lead to implementation of a full-functions treasury system to support effective budget execution, ensuring sound financial control and enhancing accountability and transparency in the use of public money. 

18.   A major consultancy work funded by the MDTF was launched in the review period to design the treasury management information system for treasury modernization.  A contract with value of 1.4 Mil. USD was signed with WYG in April 2011 and the WYG consultants have been mobilized to start their work in Vientiane since May 2011. MOF has set up a steering committee, an implementation committee to oversee the preparation and implementation of the TIMS; and a working group has been appointed to work with the WYG consultants. The WYG has prepared an initial draft of conceptual design and discussed their recommendations with the MOF. The WYG have also commenced work in mapping out the exiting business processes and formulation of the proposed new processes. Substantial amounts of work on system design, specification of to-be businesses processes and users’ requirements, and system bidding documentation remain to be completed by the WYG and these are expected to be done in the next fiscal year. The WYG consultant is also helping improve the Chart of Account coding structure, including expansion of the organizational codes to second tier budgetary unit.
19. The MDTF continued to support the on-going efforts to implement Treasury Single Account through training workshops and provincial monitoring visits. This enabled to complete the pilot of Zero Balance Account (ZBA) implementation at the HQ of BOL and roll out to all its branches. 
20. Revenue policy and administration Component. The MDTF in the review period continued its support to the implementation of VAT. It funded the final period of the assignment of the VAT advisor who had provided critical technical advice to the Tax Department on practical issues of VAT implementation during the initial stage when VAT was first implemented from January 1, 2010. During the last quarter of 2010, the advisor, together with the international training expert, completed the training for Tax officials on methods and techniques of tax audit. By the end of November 2010, all the TA works and planned training for VAT were delivered. Modules 1 and 2 of Lao TIS for VAT Tax Identification Number (TIN) issuance and registration have been put in production and are being used the Tax Department to register VAT tax payers nation-wide. It was planned that the VAT advisor will be re-hired to develop VAT comments to help explain concepts and rules regarding VAT in a “VAT comments” publication and the LaoTIS software development firm (Sinsay Co.Ltd) would be contracted for the testing and “Go Live” activities of the of LaoTIS VAT returns processing and payment processing (module 3). Due to delay in contract processing, the contract for the VAT advisor was signed only October and he is currently working on VAT comments and will complete his assignment in the next fiscal year. The contract for Sinsay Co. Ltd has yet to be finalized by the end of September 2011.

21. The MDTF supported the revision of the Custom Law through financing consultation workshops to solicit views and raise awareness from wide range of stakeholders, including trading community to build broad consensus and ensure acceptance, thus facilitating compliance once the revised law is adopted and put into effect. The anticipated revisions will introduce basis for a number of new customs principles into Lao Law such as risk-based management, advance rulings, administrative appeals, post clearance audit and greater consistency with the WTO customs valuation agreement.   These would bring Lao PDR in line with modern custom administration principles. 
22. Local government financial management Component. Training was conducted by National Treasury for provincial and district finance and treasury staff in Bokeo, Luang Namtha, Sayaboury, Savanakhet, Bolikhamsay, Vientiane and Champasak provinces on Accounting and Treasury Operations Manuals. This is continuation of the training program that was supported by JICA and the training materials and manuals developed by MOF officials under JICA-funded project were used, thus ensuring efficient use of past donor-funded outputs.  These are part of the National Treasury continuous effort to enforce unified processes and accounting codes throughout the Treasury network. National Treasury is reporting improvement in the data recording consistency and increased usage of the GFIS by provincial treasury offices. 
23. Financial legislation and regulatory framework Component. The MDTF supported the consultations on drafting Implementation Decree for Accounting Law, drafting the new Insurance Law and revision of the Customs Law.
 
24. Human resource and capacity development Component. The MDTF support for this component is limited to financing specialized English training courses for 40 MoF officials. The training updated their English language proficiency in reading, speaking and writing in finance. 
25. External Oversight and Audit Component. An NT2 Audit expert (Mrs. Megan Wassillieff) was hired to assist SAO in developing methodology and supporting the actual audit of NT2 revenue and expenditure (however, due to family reasons, the consultant could not completed her assignment and left after four months of work, while waiting for recruitment of the new expert, the FM specialists of the World Bank are conducting a week-long training course on NT2 audit based on the materials developed by Mrs. Megan). SAO is expected to complete the audit planning, brief the Chairperson of the National Assembly Committee of Economy and Finance and then hold a workshop for all key stakeholders to explain the scope of the audit, the timing and the reporting. The recruitment of NT2 audit consultant has been initiated and a qualified candidate identified.  The MDTF also supported a regional workshop between Lao PDR SAO and Supreme Audit agencies of Vietnam and Cambodia to exchange experience in audit works. 
Project Management
26. The MDTF has been managed jointly by two units of the MOF: the Public Financial Management Strengthening Management Unit (PFMSP MU) and the Public Financial Management Strengthening Unit (PFMSU). The PFMSP MU is responsible for (i) assisting the PFMSP Steering and IC committee, (ii) coordinating the various activities implemented by MOF implementation agencies (IAs) for PFMSP, (iii) coordinating with development partners on matters concerning PFMSP and (iv) working closely with PFMSU) who is responsible for providing procurement and FM services for the execution of  Recipient Executed-PFMSP-MDTF (RE-PFMSP-MDTF). 

27. A mid-term review of the Government-executed MDTF was conducted in parallel with the mid-term review of the PFMSP in November 2010 (see AM of the MDTF in Attachment IV). The MTR of the MDTF highlighted key challenges in project implementation. They included (i) lack of focus and clarity on the specific roles and responsibilities of the three main entities (External Finance Department, Fiscal Policy Department and the Implementation Agencies (IAs) within the governance structure of the PFMSP; (ii) lack of timely collaboration to resolve issues and (iii) weak management of the overall project. The MDTF MTR recommended that FPD assume the responsibilities of the fiduciary functions as well as the technical coordination of all activities under the program. This will align project implementation responsibilities with coordination functions so as to improve coordination and expedite execution. 

28. The MTR further recommended to engage:

a. an international procurement expert who would reside at the Procurement Monitoring Office and would: (i) advise, train, and provide guidance to the individual procurement staff at project units; (ii) assist the procurement monitoring office in furthering procurement reform work at the country level; and (iii) be drawn upon by projects to help on complex procurement packages;

b. an international financial management expert who would reside at the External Finance Department (EFD) and would be responsible for: (i) advising, training, and providing guidance to the financial management staff working on WB projects in the MOF in particular, and across the government in general (with support from the EFD); (ii) providing inputs and keeping up to date the standard financial management manual; (iii) provide quality assurance functions on financial management systems at MOF for projects; and (iv) work closely with the Treasury Department on streamlining processes on financial management;
29. After consideration, the MOF management decided in July, 2011 to set up a Project Coordination Unit (PCU) in the Cabinet. Decision of MoF to establish the PCU is attached as Attachment V.  The TOR for the PCU was issued in October and the head of the PCU was appointed in the same month. Reviewing the TOR of the PCU pointed to a need to specify more clearly the areas of responsibilities and accountabilities for both the PCU and the PFMSP-MU with regard to preparation of the annual work and budget plans, quarterly interim financial reporting and contract signing. The Bank has communicated the above concerns with the acting head of the Cabinet.
30. Procurement and Financial Management. The project management aspects of the MDTF continue to be affected by the difficulty to sustain the capacity in both procurement and financial management in MOF.  . Under the arrangement until the FMCBP is closed on April 30, 2011, the PFMSU provided procurement and financial management support to the MDTF. After the FMCBP is closed, the FM specialist and two accountants of the PFMSU were re-hired to provide FM support while all the procurement staff of the FMCBP left the MOF and the government official and a PFMSP MU assistant coordinator had to perform the procurement tasks. This has affected the speed of procurement work.  Due to the uncertainty about the extension of the MDTF beyond October 31, 2011. The MOF encountered difficulty in attracting good candidates for the FM and procurement specialist positions. By end of September 2011, the MOF has yet to be able to fill these positions
. The MDTF audit for the FY2009-2010 was completed on time in March 2011 and the auditor provided its opinion without any qualification (clean audit result). For the FY 2010-2011 audit, the MOF has signed a bundling audit contract with the PWC (this firm will audit a number of World Bank- funded and administered projects) and the work on MDTF audit is expected to start in March 2012. Despite difficulty in staffing, the PFMP MU has made good efforts in improving the quality of financial reporting. There has also been progress with advance clearance. As a result, the FM rating has been upgraded to marginal satisfactory.
31. Monitoring and Evaluation. A Result Framework for the overall PFMSP aimed at establishing clear work-plans for government agencies to implement the PFMSP has been developed. The framework applies a log-frame approach to link inputs and activities of the main PFM agencies to outputs and outcomes that will achieve the overall goals of the PFMSP. The framework consists of three elements. The first one aims at establishing agency work-plans, the second one establishes a formal link between activity outputs, outcome areas, and Public Expenditure Financial Accountability (PEFA) Performance Indicators (PIs); a third one  links these indicators to the overall PEFA framework and expected progress toward PEFA scores in key areas as a result of the PFMSP implementation by 2015. The framework gives scope both for identifying gaps in the PFM reform program and for seeking new sources of finance and adding relevant activities as the program proceeds. The PFMSP MU has circulated the draft result framework for PFMSP to the implementation agencies (IAs) for updating the action plans and defying milestones. It seems that without technical assistance, this work will not likely to progress. The Bank team will propose to the PFMSP MU to bring an external expert to work with PFMP MU and IAs to complete framework for the whole PFMSP. 
32. In the meantime a simplified result framework has been developed to define the contribution of the MDTF to some key PFM outcomes and monitor progress (Attachment VIII). Given the focus of the MDTF-funded activities, the MDTF will likely to have direct impacts on four core fiscal and financial management outcome areas, namely: (i) improved macro-fiscal discipline and management, (ii) improved financial management and control, (iii) improved revenue management and control, and (iv) improved sectoral and local allocation and management. Progress on these outcomes can be measured by a combination of 7 PEFA indicators that the MDTF activities will have direct impacts on.   The annual work plan will be used as the main tool to monitor progress on activities implementation and their outputs.  Annual performance assessment will be conducted as part of the annual implementation reporting to determine how the outputs from the MTDF-supported activities are contributing to progress toward improved outcomes as measured by PEFA indicators. Annual progress may not necessary have to result in raising the PEFA scores but should indicate that progress is being made to higher level of performance. 
33. Impacts of MDTF on PFM outcome. As shown from the Attachment VIII, there is indication that the MDTF is and will be contributing to the improvement of the PFM outcomes. As of now, the budget has become more credible as indicated by sharp decline in the deviation of the budget out-turn as compared with the budget estimate (from 8.5% for FY08/09 outturn to 0.3% for FY09/10). If the deviation for the FY10/11 is below 5%, Lao PDR will get a score A for PI-1.  The improvement in fiscal aggregate control can be attributed to the support from the MDTF on centralization of tax, customs and treasury functions, continuous training and technical supervision of the provincial and district staff of these departments to disseminate new laws and regulations and enforce their application, operation of GFIS. On-going works on implementation of TSA, consolidation of spending unit accounts, accounting reform, support and maintenance of GFIS, VAT implementation, LaoTIS roll-out, VAT audit training will no doubt help improve the financial control and revenue management and collection. On the other hand, the slower progress on budget norm development and issuance of budget ceilings will affect higher achievement in terms of orderliness of the budget process and transparency in inter-government fiscal relations. 
34. Progress and Follow-Up from the Mid-Term Review. The below table summarizes the progress on key recommendation from the MTR.

	Key recommendations
	Progress to date

	A brief document presenting the key outputs from the MDTF resources to date along with indicative outcomes that were achieved through the inputs financed by the MDTF
	A simplified result framework for the MDTF has been developed and progress has been updated.

	Indicative outputs that would be financed over the requested extension period along with indicative outcomes the same will contribute towards;


	A work plan for FY 2011-2012 has been prepared with indication on how the activities to be funded by the MDTF will contribute to various PFM outcomes and budget plan to cover the extension period has been prepared.

	Finalize the performance assessment framework for the PFMSP, which the MOF has been working on and agree on reporting mechanism.


	PFMSP MU is coordinating with Implementation Agencies to develop the overall performance assessment framework for the whole program. Technical assistance will be needed to help MOF to complete this. 

	Improving the MDTF’s financial management significantly 
	Financial Management rating has been upgraded to marginally satisfactory as a result of improved quality of reporting and more timely clearance of advances as well as realization of the recommended action plan.

	Recruit qualified staff in procurement and financial management
	The evaluation of the FM specialist candidates was completed and the result was submitted for WB review and no objection on February 8. The evaluation of the procurement specialist candidates is close to completion and expects to be completed by February 15, 2012.

	Revise guidelines on the management of training activities, propose indicators to monitor on the quality of spending and impact of these type of activities
	Impact of training activities is included in the Quarterly Interim Financial Reports as per new agreement on monitoring these activities. 


F. Bank-Executed Activities
35. The Bank-executed portion of the PFM MDTF provides for a MDTF Facilitation Team consisting of one full-time international Senior Public Finance Specialist, a national Public Sector Specialist, a national consultant (public sector management) and a half-time Program Assistant. The team is responsible for calling development partner meetings on the MDTF and providing administrative support to donor coordination within a public finance sector-wide approach, generating commitments, helping to carry out day-to-day management of the MDTF, coordinating supervision missions, ensuring compliance with World Bank rules, and – most importantly – providing technical assistance (analytical and advisory services) to the GOL. 
36. During the period under review the PFMSP MDTF Facilitation Team has provided extensive implementation support and monitoring of the Government-executed MDTF. Day-to-day implementation support to the MOF includes assistance in a number of areas such as advice and guidance in the preparation of PFMSP work plans, MDTF budget, terms of reference, procurement documents, reports etc. During this review period, due to a transition to a new project management arrangement in MOF and the limited project implementation capacity of the PFMSP MU staff, the facilitation unit had to make a lot of extra efforts to provide implementation support to the administration of the MDTF to make things moving.
37. A major task carried out by the MDTF Facilitation Team in the review period was the conduct of the mid-term review (MTR) of the PFMSP in November 2010. The PFMSP MTR recorded progress achieved so far in all components of the PFMSP, highlighted remaining challenges and recommended short to medium term reform priorities for various components of the Government reform program. The recommendations of the MTR helped the GoL to update the PFMSP program document and prepare a medium-term implementation plan of PFMSP for the period of 2011-2015. These documents attached as Attachments II and III of this report were approved by the Minister of Finance in March 2011.  These documents serve as the basic for departments of MOF to prepare specific activities to be supported by the MDTF as part of their annual work plan formulation.
38. A number of technical missions- (PFMSP Technical Missions in May 2011 and November 2011, Lao TIS implementation review mission June  2011- were conducted throughout the review period to assess implementation progress and provide timely technical advice to advance the reforms in key areas such as Treasury Reform, Government Financial Information System Implementation,  VAT implementation and ICT support to VAT implementation as well as Monitoring Framework  The aide-memoire of these technical missions were attached to this report as Attachment  VI. 
39. The PFMSP MDTF Facilitation Team continues to provide Public Finance Management (PFM) -related cross-support in a number of areas, including leadership of the PFM aspects of the annual Poverty Reduction Support Operations (also co-financed by Australia and the EC), and contributions on PFM assessment to the Country Policy and Institutional Assessment (CPIA), the Lao Economic Monitor (LEM), preparation of the budget brief, contribution to the portfolio management dialogue between the World Bank with MOF on FM and procurement issues. 
40. Finally, the PFMSP MDTF Facilitation Team is responsible for formal administration of the PFMSP MDTF , including providing “no objections” to prior review activities in procurement and financial management, overseeing disbursements, submitting trust fund letters of representation (as part of the World Bank’s “single audit” requirement for all trust funds), and reporting on project and trust fund activities. 
G. Priorities For The Coming Fiscal Year, 2011-2012
41. For the FY 2011-2012, critical works that will be advanced and/or completed include: the completion of the conceptual design and specification of users requirement and system technical specifications of Treasury Information Management Information System (TIMS), roll out of zero-balance account implementation to commercial banks as part of the on-going TSA framework implementation, system go-live implementation of tax filing and payment processing for LaoTIS at the Central Tax Department and Vientiane Capital Tax Department, completion of VAT comments to facilitate the VAT implementation,  preparation of the institutionalized procurement capacity training program. Regarding project management, the priority is to complete the recruitment of the fiduciary staff to the PCU, clarify the roles and responsibilities between the PCU and the PFMSP MU to ensure that the remaining funding of the MDTF is utilized effectively and efficiently. 
x-x-x-x-x-x-x

H. Attachments
I. Joint Donor- World Bank Mid-Term review of the PFMSP Aid-memoire (November, 2012) and attachments.
II. Update PFMSP Program Document
III. Mid-Term Program Implementation Schedule

IV. MDTF Mid-term review Aid-memoir

V. Decision to establish PCU

VI. Aide-Memoire of Technical Missions

VII. Interim Financial Reports of the Government-Executed MDTF for Q1, Q2, Q3 and Q4 of FY2010-2011
VIII. MDTF Result Framework and Monitoring

IX. Disbursement to Grantee by Program Components
Parent/Main Trust Fund


TF070916


US$ ~5.8m








Recipient Executed Trust Fund


TF091192


US$ ~4.5m





Bank Executed Trust Fund


TF091193


US$ ~1.3m








� Note that while the following section of this report describes summary information on financial disbursements, formal and more detailed financial information is provided to donors via the Trust Fund Financial Reports made available on client connection. 


� Sinsay contract was finally signed in January 2012. 


� The new Insurance Law and the revised Customs Law were approved by the National Assembly in its December 2011 meeting.


� The evaluation of the FM specialist candidates was completed and the result was submitted for WB review and no objection on February 8. The evaluation of the procurement specialist candidates is close to completion and expects to be completed by February 15, 2012. 
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