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l. SITUATION ANALYSIS
Mational context

In the past years the international conferences in support of Lebanon (known as Paris | — III),
along with government policy statements, provided the frameworks for recovery and development
of the country. The Pans lll International Conference (January 2007) endorsed a govemment
reform programme with strong, phased fiscal adjustment as a major pillar that aimed at increasing
the primary surplus through streamlining expenditures, including through reducing waste and
reform of state-owned enterprises, and raising revenues in ways that minimize the impact on the
poor. Successful action in this regard would contribute to placing the large debt on a downward
trajectory flowards sustainability, a prerequisite for achieving the objectives of the reform
Programinme.

The Ministerial Statement of November of 2009 reaffirmed the government commitment to pursue
the economic reform program presented at Paris Ill, while maintaining financial and monetary
stability, and outlined the following lines of action including enhancing sustainable growth;
undertaking privatization; improving the business environment; creating employment; developing
trade; modarnizing the administration; and, fighting corruption. Government intentions in the area
of public finance were stated as the modemization of the taxation system and ensurng its equity
and effliciency, the improvement of the income tax law by unifying the tax brackets, rates and tax
axemplions schemes, and introducing gender equality in tax deductions; the amendment of the
VAT law to close lbopholes; the unification of property valuation betweesn municipalities and the
different administrations; the enhancement of taxpayers' services by working on the simplification
of processes and reducing the time required to complete a transaction at the Ministry of Finance
through better automation, and by implementing e-filing and e-payment; the completion of the
registration of all land lots in the Cadastre; the reform of the budgel preparation and execution;
and, the issuance of the implementation decree of the law establishing the Public Debt
Department.

In line with the ministerial statement, the budget proposals of 2010 (and 2011) aim to translate the
favorable economic conditions into real and sustainable development by re-activating the
momentum of reform and addressing economic inefficiencies of the Lebanese system. The 2010
budget proposal addresses these objectives while maintaining prudent fiscal management. A main
focus of the 2010 Budget proposal is increased public investment by two-fold, in particular in the
electncity sector, water sector and read maintenance. Budget allocations for the social sector,
mainly health and education, are also increasing.

Project history and achievements

Within this context, UNDP provided technical assistance for Capacity Development for Fiscal
Reform and Management at the Ministry of Finance (LEB 00013397). In the 2003-10 period,
salienl achievements were made towards effective and efficient fiscal management in lerms of
policy initiatives responding to the economic agenda of the Paris Il reform programme, on the one
hand, and improved efficiency, transparency and accountability of the civil service and the
eslablishment of new services that respond to the role of a service-oriented Ministry of Finance
{MoF), on the other. Salient achievements made in the last extension covering 2008-10 period are
indicated below.



Macro-economic and fiscal advice and support

A strong, dedicaled policy advisory leam was built to support policy and decision making in the
aconomic and macro-fiscal areas, especially in the context of budget preparation, palicy Initiatives
and decisions, major exogenous shocks, and as well accompanying the preparation and follow-up
of international conferences such as Paris Il and programmes such as IMF EPCA. The policy
advisory team provided economic analysis and advisory support in terms of policy notes and
reporis relating to revenue measures, such as an assessment of the proposed tax policies for
budget 2010 and quantification of revenue measures. (January 2010); expendilure measures,
such as substantial financial assessment of public services and subsidies and their beneficiares o
benchmark the coverage (2008); assessment of the impact of changes in international oil prices on
budget and public finances (EDL deficil financing); and, monitoring in detail of treasury transfers to
EDL for 2008, 2009, 2010, projected and actual, lefters of credil and deblt contracted. Public
expenditure statistics were construction based on the economic classification to provide a solid
basis for public policy analysis. The policy advisory team also produced policy notes and reports
relating to interest rates, debt, and pre-funding, such as the link between decreases in interest
rates and pre-funding levels, September 2009 and March 2010; financing requirements for each
budgel in the context of the budget presentation; and, a detailed report on debt overview 2001-09
for presentation to the Council of Ministers.

The policy advisory team as well provided general fiscal and economic policy advice, such as in
the context of mitigating the impact of inflation on poor households, the formulation of a proposal
of six social policy options and their assessment on the Treasury (2008); and leading MoF efforts
on the Sustainable Energy Strategy, initiated by Mol with UNDP in 2008, in terms of requesting
and evaluating fiscal incentives and proposals for energy efficiency and renewable energy, and
providing feedback on draft laws and policles

Alzo. the policy advisory team constantly updated the medium-term macro-economic fiscal
framework as basis for the annual budget preparation and budget circular (for providing broad
ceilings and guidance lo line ministries in submitting their budget request to MOF), measuring the
fiscal impact of certan reform measures, such as the impact of the 2008 wage increase; and,
assassing the impact of exogenous variables, such a as hike in fuel prices, the financial crisis and
the world economic slowdown on Lebanon public finances. Within this context, debt sustainability
scenarios were prepared based on a set of underlying macro-assumptions, based on revenue
enhancing options, expenditure and EDL projections. Technical support was provided to the
Budget Directorale in preparing the annual Budget Circular.

To gauge the fiscal impact of the EDL reform plan, follow-up was undertaken with the Ministry of
Energy and Water, notably conceming tariff reform, natural gas supply and negotiation of fuel
supply contracts, capacity development, etc,

Enhancing MoF's transparency and the research and analysis capacity at MoF

The policy advisory team vigorously pursued improved transparency by the MoF to citizens,
inveslors, decision-makers and, especially, taxpayers through preparation of len regular
publications and of reports on fiscal-related issues and their dissemination, mostly through the
ministry's website, interactive mailing list and in hard copies. The project successfully undertook
the regular publications programme, which contributed to Increased transparency of public
financial management and included: Monthly Public Finance Monitor (since 2004), Quartery
Public Finance Review (since 2001); Annual Public Finance Review (since 2001); Quarterly Debt
and Debt Market Report (since QI 2007 ); Annual Budget Brief (since 1997); “Transfers to EDL: A
Monthly Snapshot” (since December 2009), and a one-time report entitted "EDL: A Fiscal
perspective 2001-2009" { March 2010); Paris |l Progress Reports (quarterly; since 2007); and,
Monthly Aid Coordination MNewsletter (issue 34, Sepltember 2010). To further capacily
development, the project continuously coached the administration on analytical reporting. The
project also strongly supported the MNational Network for the Right of Access o Information. The
project further supporied the maintenance and update of the Ministry of Finance website and was
the main contributor in preparing a new user-friendly portal for MOF, from design to readiness to
be launched.

Implementing debt management reform and international capital markets” issuance




The policy advisory team performed the debl management front office and middle office functions
and supported the back office function. It peformed all the bond issuances on the intemational
capital markels following Paris lll, and strengthened and developed investor relations (loreign
investor participation reached 30 percent in the last Eurobond issuance) through improved quality
of stalistics and reporting, including the introduction of a specialized quarterdy Debt and Debt
Markets Report, and regular meelings and conference calls with foreign investors. The project
effectively coordinated with and updated the four rating agencies. Capacity building for debt
execution transaclions within the Debt Department provided the staff with a general overview on
the sleps for executing the Eurobonds and subsequently involved them in the process. The project
prepared annual funding plans (since 2002) and drafted first formal Medium-term debt
management strategy (March 2010). The project also proposed new instruments {new LL medium-
lerm nole) and reform measures regarding the LL T-bills auction process, which led to change in
the auction schedule in July 2009. Support for the back office function included improved reporting
on foreign currency and LL currency debt. The project provided advisory support on the decree to
create a modem public debt department and on the decree to establish the Higher Debt Council.

Legal advice and s rt

A national network of agreements for the reciprocal promotion and protection of investments and
conventions for the avoidance of double taxation and the prevention of fiscal evasion was
eslablished. An investmenl agreement was negoliated with 63 countries, of which five agreements
or amending prolocols were concluded between 2008 and 2010 and, in collaboration with the
Revenue Directorate, a tax convention was negotiated with 49 countries, of which five conventions
or amending prolocols were concluded between 2008 and 2010. The bilateral agreements were
promoled through information sharing and outreach, including publication of several articles and
organization of awareness-raising fora.

Bilateral and multilateral agreements o be signed by Lebanon, to be reviewed and discussed in
Council of Ministers’ meetings, were reviewed — a monthly average of twenty agreemenis. In this
context, a matrix including all lax exemptions menbioned in the Lebanese legislation was prepared
{May 2010). A Protocol for a mediation and arbitration mechanism to settle trade dispules under
the Lebanon — EU Association Agreement was negotiated with the EU and finalized in 2009,
Memoranda of understanding, loans and grants with international and multilateral organizations
and bilateral entities reviewed, negotiated and followed-up with respect to their effectiveness.
Contracts signed between the Ministry of Finance and providers were reviewed, negoliated and
execuled. Advice and assislance were provided to the Ministry of Finance in drafting, presenting
and discussing proposed laws at Pardiamentary Committees and as well, a number of financial
laws submitted by the Bangue du Liban.

aintaining and strengthening the effective i _the relation and dislogue with multitateral
international and bilateral agencies, and su ing MoF in donor coordination

Successful support was provided lo resource mobilization in follow-up of Pans lll: 78 percent {$5.9
billion) of total pledges were committed in writing and 50 percent ($3.7 billion) of pledges was
disbursed as of end 2009. In particular, advice and follow up were provided for mobilization of
budget support, including for EPCA | and |, development policy loans with the Woarld Bank, and
multi- stage support from the US, France, EC, and AMF. Within the same context, successful
monitoring and reporting on progress in reforms and aid mobilization was undertaken through
qguarterly progress reports and monthly newsletters, and mechanisms for donor coordination were
established and managed, including internal coordination, and government-donor coordination
through bi-annual core donor group meetings (Washington), quarterdy donor briefings, bilateral
meaalings, and missions” support and follow-up.

Effective support was provided to manage the relationship of MoF with intemational, multilateral
and bilateral organizations and agencies, notably porifolic monitering and follow-up conceming
EIB, WB (support for the preparation and approval of the Country Partnership Strategy, approved
September 2010), IMF {coordination of the Article IV missions), and IMFIMETAC.

Coordination and monitoring of the MoF reform programme implementation and the mobilization of
related financial and technical assistance was undertaken. Technical support was provided for
negotiation and management of WB grants and in particular grants to social sector and to finance,
especially EFMIS preparation, approval and supervision; EC technical assistance (customs,




several, tax reform, several, public finance management reform); and various multilateral and
bilateral actions and missions.

Taxation reform

A key element of the Tax Reform Program is the establishment of a modemn tax system and an
administration capable of effectively and efficiently managing taxes. This administration will ensure
the delivery of modern and reliable services and targeted audit and enforcement activities while
improving taxpayer compliance.

Much was done between the years 2003 and 2010 to improve the tax structure and collection. The
tax reform programme was able to reach several goals despite the critical period of political
turbulence and instability. Although the impact of the July 2006 war was devastating, the tax
administration carried on collecting revenues and providing reliable services to taxpayers.

One of the project's major achievements was to enhance the effectiveness and transparency of
the tax administration, through the partial reorganization of its structure: The creation of a
separate unit within tha revenue administration for the Deduction at Source of the Income Tax on
Salaries (DASS), the creation of the Tax roll unit to manage and update all information related to
the taxpayers' databasa, the astablishment of the Large Taxpayers Office (LTO) to manage the
large taxpayers according lo modem inlernational standards, the recrganization of the regional tax
offices according to funclion-based structure and the creation of central departments to modemize
the headgquarter funclions .

Maoreover, the project was engaged in supporting the tax administration to provide high-guality
services for laxpayers who were required to file exclusively by post and seltle payments only
through commercial banks and post, in addition fo enabling them lo process their transactions by
post and receiving the result at specified address, In addition, an automated document tracking
system for taxpayers’ enguines were implemented and due dates for all transactions were
specified. A round-the-clock call center was launched. The MoF issued new tax guides and
pamphlets informing taxpayers of their rights and obligations, and developed and distributed an
innovative fiscal calendar. A confinuously updated portal was created (o be launched). In
recognition of the improvements of taxpayer services, the Ministry of Finance won the United
Mations Public Service Award in 2007, category "Improving the Delvery of Services”.

In addition, the Tax Administration in coordination with the IT Depariment designed and developed
the first phase of the e-services (lo be launched soon) that will constitute a major breakthrough for
bath the citizens and the administration, making it possible for all taxpayers to file and finalize their
tax transactions through the web. The MoF prepared a targeted advertisement campalign focusing
on the launching of the e-services and the new portal.

In the context of exchanging information with other government departments and agencies on a
regular basis, a link was established between the Land Registry at Cadastre and the Built Property
Tax databases and synchronization between the two information systems was finalized,

To improve compliance, a new audit strategy was put in place based on risk selection criteria, new
audit techniques and procedures. In that respeclt, an exhaustive audit manual has been produced
to have uniform audil process across the country, Moreover, steps were taken to entice voluntary
taxpayer compliance,

As the proliferation of the procedures for the varous taxes complicated the harmonious application
of the tax laws to both the laxpayer and the administration, a new tax procedures code was ratified
and implemeanted in 2009,

Cadastre

The project supported the capacity development of the Cadastre through the implementation of
National Integrated Registry System at Cadastre and establishment of linkages with all other
databases of MoF. The project achieved the Re-evaluation of the Nationality Correction Project



and established quality control on nationality registration. The project also supported the issuance
of monthly statistical reports.

Customs reform

The UNDP played a significant role in the Customs Administration reform program, which was
characterized by adoption of intemational customs slandards, risk management, extensive use of
technology. paricipation of private seclor, and building of capacity within the administration. As of
end 2010, the project achievements included the provision of Intermational Trade Statistics on
regular basis, an integrated Customs Tariff based on international standards (HS); adoption of
international standard customs declaration form (SAD); implementation of an automated clearance
system UNCTAD ASYCUDA configured for Lebanese environment (NAJM); adoption of simplified
clearance process consistent with international norms; application of risk management principles
in clearance (red lane/green lane) ; deployment of customs website, modemization of the customs
law; establishment of an electronic service for remote interaction with trade community (NOOR);
establishmenl of a common database of taxpayers with Ministry of Finance; deployment of
automaled systems for post clearance audit (NAR); establishment of a regional training center in
collaboration with World Customs Organization; and, establishment of e-government links with
Ministry of Economy, Port Authority of Beirut and Social Securily.

Over the 1997-2009 period, the overall clearance time was reduced from five days to three days,
and the "pure” customs inspection phase was most responsive to trade facilitation measuras,
mainly due lo increase in “green lane” ratio from 10 percent to 70 percent (the duration of non-
cusloms phases, which precede and follow the customs inspection phase, remained same or only
declined slighlly), Despite the considerable improvement of the ASYCUDA /NAJM process, the
following shortcomingsigaps remain:
= The process contains non-automated and paper-based phase, which are not track-able or
monitor-able such as govemmental controls. This phase is counted as Cusloms phase,
while in fact the declaration has not been submitted to Customs yet
- The process does not cover the release of cargo by Port Authorily/Terminal operator and
exchange of ‘release’ information between Customs and these parties is done on paper
forms camied by declarant'tradar
- The process is not optimal in terms of port logistics movement, because inspection is
positioned in the mid section and precedes final payment and release.
- The payment of duty is done through cash or banker check at a specialized cashier
department al ports or airport, which entails handling of large volumes of cash received as
duty, which is deposited al the central bank daily.

In light of the above, a second round of reforms and modemization of the customs clearance
process is planned (1) to consolidate the ocutcomes achieved in the initial phase {1997-2010), and
{2} to trigger further optimization of the clearance process based on lessons leamed, best-practice
models in the region and advances made in technology and telecommunications. This second
phase should maintain for LCA the delicate balance between trade facilitation and intelligent
enforcement,



Il. STRATEGY

The MoF has been engaged in strengthening public finance management and underlaking reforms
in successive waves since the mid nineties and most recently since the Paris |l international
conference with a view lo providing lead support lowards the achievement of national objectives.
UNDP will further support these efforts at the policy level and in terms of component reform
programme implementation.

Rationale for UNDP assistance

The project directly relates to the UNDAF objective 1.2 Effeclive and accountable governancs of
state institutions and public administrations is improved by developing policy-making and
management capacity for financial management and reform. Pursuing this objective, the project
will contribute in an important way to overall government effectiveness and accountability.
Indirectly, and within the context of the overall objective of reform to reduce regional inequalities
and protect the most vulnerable segments of the population, the fiscal reform also contributes to
achisvement of the MDGs, namely the reduction of poverty.

The prasent project aims lo bulld on the achievements of LEB 00013397 Capacity Development
for Fiscal Reform and Management. The project will support the realization of the objectives of
public finance policy and the reform initiatives of the MoF. The project will have two specific
outcomes and each outcome will have a number of speciflic oulpuls, which strategy is briefly
developad below. Whereas the project will provide sustained support to capacity development of
MoF human resources, the objactive is also to achieve institutional development and fo exit. upon
completion in the meadium lerm, the customs and tax reform programmes.

The Project will support the Ministry through policy advisory and technical support and through the
subsequent phases of preparation, implementation and monitoring of the reform plan. It will consist
of a team of specialists, mainly economists, legal advisors, business reform specialists, tax
advisors and IT, project planning and implementation specialists. This team will ensure a more
efficient achievement of the policy objectives and reform programme and projects of the MoF. The
Project will support the Ministry for a period of three years, starting 1 February 2011 through 31
January 2014,

The project will be implemented according to the Policy Advisory and Suppert Unit modality, which
is grounded in multi-year planning and funding and assembles highly qualified professionals
organized in high-performance teams, which over the years has demonstrated the achievement of
salient value added in terms of:
Froviding policy advice, including coordination and consensus building on national
policies;
Praparing and implementing reform projects, including through best practice and their
raplication, and accompanying assistance from other providers by providing a platform
for action and a bridge and linkage with the administration

- Enhancing existing capacities in the administration, such as effective communication
and negotiations with foreign parties, legal support in terms of international parties and
agreements ._.;

- Providing for missing capacity and building new capacity, such as for essential
functions of the public administration which do not exist or cannol be fulfilled in the
absence of deep administrative reform, e.g. policy analysis and coordinalion, process
re-engineenng; highly specialized functions such as debt management. consolidation
and harmanization aof data, including quality assurance; promoting of the intemational
development agenda ...

- Resource mobilization and coordination of both financial assistance and technical
assistance to MoF;

And by:

- Combining high flexibility with high efficiency and superior competencies;



Knowledge lransfer and acquisition based on global experience and local adaptation.

The Policy Advisory and Support Unit modality provides value-for-money as demonstrated in past
project assistance. For instance, the UNDP project assistance resulted in improved policy-making
and in increased transparency, which notably favorably impacted the perceplion of Lebanese
public finance by the banking sector. intemational instifutions and agencies, international
investors, thereby enabling the negotiation of better financing conditions for loans and foreign
currency issuances, and improved ratings for the sovereign. Also, increased efficiency of
operations and of services provided to clients at the Tax and Customs Directorates favorably and
largely impacted the fiscal performance. It was found that the benefit-cost ratio of the previous
project (00013397 ) was highly posilive.

Outcomes and key outputs

The broad areas of work that the UNDP has been engaged in at MoF will be further deployed
during the project period with a view to achieving enhanced effective and efficient public finance
management. Project funding will be geared to support for the dual focus of policy-making and
reform implementation.

On the one hand, the policy function and strategic planning role of the Ministry will be
strengthened and developed, including the crucial roles of information dissemination through
publications and reports, and of dialogue and interaction with international institlutions and other
external parties and related resource mobilization. Policy support will be provided across all areas,
including macro-economic and macro-fiscal policy, tax policy and expenditure policy, and debt
management strategy.

On the other hand, support for reforms will focus on tax administration and management, including
customs, and notably the restructuring of the revenue administration, including integration of the
Revenue Department and the VAT Department along function-based lines and the introduction of
head office function, the finalization and preparation for the implementation of the new income tax,
revision of the VAT law based on a few years of implementation experience, revision of the Tax
Frocedure Law to strengthen and streamline processes and gap filling, tax administration systems
re-engineering, capacily bullding of staff... With respect to Customs, the emphasis will be on
clearance process reengineering and simplification bringing customs automation to the next level
through NAJM 2 and post-clearance risk management. Effort will also be made to support a new
programme of cadastre reform focusing on property evaluation mechanism and govemment-
owned property manageament.

1. Policy development and coordination successfully implemented

With respect to the above-siated Oulcome 1, the strategy is to further develop the highly gualified
team of national economists, legal advisors and project specialists and, in the medium-term, to
institutionalize the functions underaken by the team with a view to ensuring the provision of quality
policy advice and decision-making support, including through complete fiscal transparency, and
supporting resource mobilization and TA management. The project wuill support the
institutionalization of the policy support functions and the selection of the optimal modality for
slaffing and implementation.

1.1 Coherent macro-fiscal policy framework, policies and supporting programme/measures
developed and implemented

A constant focus will be on further development of the policy advisory capacity through
strengthening the team capacily and supporting capacity development of administration
counterparts through on the job training and mentonng. Core line of action will endeavour o
achieve better linkage between the government national policy objectives and the budget pricrities
and key actions and to further develop the medium-term expenditure framewark (MTEF). Revenue
and expenditure projections and plans will be elaborated and research and economic analysis of
key fiscal issues will be undertaken with a view to preparing policy notes, recommendations and
initiatives. Support, both at the policy level and the capacity development level, will be provided to
emerging issues, such as fiscal aspects of sustainable energy and environmental development,



and public—private partnerships development. Capacilty development for macro-fiscal analysis and
reporting will also be supported.

Focused pursuit of full transparency in fiscal information will be undertaken through meeting timely
legal requirements and intemational standards, through further development and enhancement of
the publications programme and making available various studies and reports, through
dissemination using differant modalities in paricular the MoF portaliwebsite, and through
promaotion of awareness raising and outreach initiatives.

1.2 Debt management - front and middle office funclions - implemented

The strategy is to strengthen the relabonship with investors and to further develop and implement
the medium-term debt management strategy, including risk assessment and management, and the
annual financing plan. Support will be provided towards the establishment and capacity
development of the Debt Management Office and the High Committee on Debt Management.

1.3 Legal advice and support provided

The strategy for the tax conventions network is for institutional change combined with an intensive
capacity building program for their negotiation, both items requiring active collaboration of the
Revenue Direclorate. Continued lead for undertaking additional investment agreements and
ameanding protocols.

Continued advisory and support will be provided for review of draft laws, draft contracts with
providers, intermational and multilateral agreemeants, and bilateral agreements.

Advisory services will also be provided to foreign and local currency bond issuances and on issues
related to debt management and capital markets development.

1.4 Enhanced MoF reform programme and resource mobilization, including TA coordination
Continued support will be provided for maintaining relationships and dialogue with international
and multilateral financial institutions and for achleving opportunities for cooperation for bilateral
donors. Support will also be provided for strong donor coordination mechanisms, including and in
particular development of sector coordination. Mobilization of financial resources will be facilitated
and supported, in parlicular general budget suppert and sector budget support.

Regular updates and revisions of the MoF reform programme and monitering and reporting on its
implementation will be undertaken, including comective measures for addressing emenging issues.
The project, in coordination with the administration and close cooperation with the donors and
stakeholders, will plan, including monitoring and evaluation, coordinate, and supervise, all TA
provided to the MoF; of particular importance are assistance provided by the WB (EFMIS), IMF,
EC, and bilateral donors. Another important line of action will be the monitoring and follow up of all
policy mission recommendations and action plans.

2. Capacity for improved public finance management successfully developed

With respect to Outcome 2, the strategy is to support the major reform initiatives of the next years
and build the related implementation capacity of the administration to a higher level with a view to
mobilizing necessary resources and offering timely, efficient services to enterprises and
individuals. The aim is to exit both tax and customs reform by the end of the project, as and when
the major reforms would be completed. The project will endeavour to encourage staff, notably 1T
specialists, o transfer o the administration thereby further enhancing its capacity,

2.1 Tax reform programme initiatives developed and implemented

The Ministry of Finance aims since 1993 to improve the tax system and policies, to institute a
modem Tax Administration able to anticipate and respond to external and internal changes and to
enhance aquity and faimess in the distribution of tax burden.



The UNDFP supported the Lebanese Tax Administration in its modemization efforts through a
comprehensive Tax Reform Program. The Tax Administration continues o face many challenges
in the implementation of its reform Initiatives as the pressure increases Io meet intemational
standards on multiple aspects. Advanced technical assistance will be provided to respond to the
higher expectations. UNDP will support the aforementioned objective by restructuring of the Tax
Administration (through integration of the Reverue Department and the VAT department,
modemization of income lax law, revision of VAT and TPC laws); streamlining the processes and
procedures; ensuring the delivery of high-guality services to taxpayers including through the
implamentation of E-payment service that will provide a payment mechanism of fees and taxes
through commercial banks and plastic cards and will be integrated with the E-declaration:,
improving the nsk management, fiscal compliance, and audit program selection; improving
collection management; and enhancing equity. UNDP involvement will continue to be governed by
professionalism and full ransparency.

The project will also support the preparation and accompany the implementation of new reform
programme at the Cadastre, by reviewing present situation and priority needs and formulating
strategic approach, to be followed by outlining an action programme. The project will mobilize
additional assistance and accompany implemeantation of specific reform initiatives COncaming
development of procedures and further automation , contributing to enhanced service orientation.
The adoption of a clear property evaluation mechanism and govemment-owned property
management are of utmost importance.

The project will also strongly contribute to the implementation of the reform actions by ensuring the
coordination with the numerous infernal and external stakeholders and improving the technical,
professional and managerial skills and know-how of tax administration staff through local training
and workshops, and through mobilization and supervision of and support for the implementation
of the technical assistance from international and multilateral organizations, notably EU, IMF, and
WB, and from tax agencies of bilateral donaors.

The Tax Adminisiration continues to face many challenges in the implementation of its reform
inikatives as the pressure increases fo meet intemational standards on multiple aspects.
Advanced technical assistance will be provided to respond o the higher expectations.

2.2 Cusloms reform initiatives developed and implemented

The objective of the customs reform programme is to facilitate compliant trade in paraliel with
efficient enforcement of relevant laws, regulations and duty collection. The Lebanese Cusloms
Administration (LCA) will endeavour lo minimize obstacles faced by compliant trade operators and
minimize the cost, complexily and time of clearance.

Simultaneously, LCA will be empowered lo ensure intelligent compliance with Customs Law and
regulations, other national mandated governmental laws and regulations, obligations to
mternational agreements and protocols. LCA, within its scope of operations, will ensure safety and
security of community against threats, such as smuggling of drugs, firearms, human trafficking,
terrorism and money laundering.

LTA, in coordination with UNDP, reviewed and assessed progress made and developed a
prototype for a revamped and streamlined customs clearance process. The objectives of the
proposed clearance process ane:

= Redesign of current clearance process inlo two dislingt zones; Trader zone and Customs
zone to enable full accountability for time delays and transparency of the pProcess

= Self-assessment by trade community coupled with intelligent risk management by Customs
to balance trade facilitation with adequate enforcement

# Electronic end-to-end clearance process covering all stakeholder interactions; trade
community, shipping community, brokers, banks, customs, governmental regulatory
agencies, el.. lo enable tracking and monitoring of international frade transactions



» E-FPayment of duties and taxes via commercial banks and transition to a cashless
environmeni

= An e-government platform which integrates authorizations of public regulatory bodies into
clearance procass providing full visibility to trade community and government

+ Close electronic collaboration with Port Authorities and terminal operators to ensure
smooth logistics flow of goods through ports, airports and land-border stations.

+ Leveraging benefits of advanced technology for optimizing a secure and streamlined
business process

in order to ensure the success of the proposed clearance process and its adaptability to Lebanese
environment, LCA will fully engage the trade community in a dialogue that outlines the benefits to
the community and economy at large. In addition, LCA will secure support of govemmental
regulatory bodies for a common electronic interactive platform, which achieves both trade
facilitation and compliance with local laws, regulations, standards and norms.

The proposed process will build on the lessons learned of the current process and on best practice
in advanced countries. The objective is to pul all stakeholders on the same platiorm and assign
clear responsibilities in the process. Technology now allows for collaboration of distinet automated
systams in different organizations via secure messaging interfaces, while retaining the
independence and confidentiality of each organization's sub-system. The new process is
segregated into two separate zones: Trader Zone: Where Trader prepares his Customs
declaration, secures electronically governmental approvals and pays electronically via commercial
banks his duties and taxes; and, Customs Zone: Where Customs risk management engine
delermines his routing based on sel criteria and where various type of inspection is caried out.
The Customs risk management engine should provide LCA management with continuous
feedback about accuracy of set risk targets for the different entities involved with international
trade. Additionally, the risk management engine would provide corrective targeting measures so
as to focus efforts and resources on non-compliant trade patterns and facilitate compliant trade.
This shared platform between the different governmental stakeholders involved in clearance
process, known as Single Window, allows for an optimized process for trader and simultaneously
enhanced enforcement based on intelligence and data sharing among governmental agencies.

The core plan is to establish a pilot platform composed of Customs and two other govemmental
entities. The govemmental entities would be selected on basis of their relevance to intemational
trade and readiness of management, staff and ICT capabilities. The pilot platform would be
deployed for a perod with the pilot partners to determine its accuracy and efficiency. It would be
used as a demonstration tool for other governmental entities which would be integrated upon their
readiness level.

The core IT component in this program is UNCTAD ASYCUDA WORLD software, which was
rolled-out nation-wide in the preceding phase of the UNDP project at MOF. In order to maintain
UNCTAD support, licensing and expertise are required under an UNCTAD budget component

This second phase of reforms/modemization at LCA will receive complemeantary support from EL-
funded project (STR 1l), which will focus on capacity building through resident and non-resident
experts, equipment and lrade-community outreach. The customs reform programme is expected to
attract further donor support from WCO, IMF, CIDA, World Bank, and other, which will be
coordinated and supervised by the UNDP Customs reform component.

In conclusion, the Customs reform component of UNDP project at Ministry of Finances is a major
contributor to the Ministry's efforts to streamline business interaction with the public and
simullaneously enhance the administration’s capability for intelligent enforcement of laws and
regulations.



IV. MANAGEMENT ARRANGEMENTS

The Ministry of Finance is designaled as the National Executing Agency for this project. The
Executing Agency will be responsible for managing the project and will provide overall support o
enable it to achieve its intended outputs and results. The Executing Agency will thus be
accountable to UNDP for all resources allocated by the latter, whether their source is UNDP or
from govemment cost sharing. This accountability calls for concrete capacities in the
administrative, technical and financial spheres.

The UNDP Mational Execution modality will prevail, with the support of the UNDF country office. In
addition to regular technical backstopping and monitoring activities regularty provided, the UNDP
Country Office shall provide the Executing Agency with support services for the execution of the
programme. This will ensure that technical and substantive expertise is available to the
Programme for coordination, recruitment, and procurement and contracting. (See Annex 1:
Standard Letter of Agreement between UNDP and the Government for the Provision of Support
Sarvices).

Services shall be provided in accordance with UNDP procedures, rules and regulations. The
Governmenl, through its designated execuling agency, shall relain overall responsibility for the
execution of the project and shall be responsible for and bound by any contracts signed by the
UNMDP Resident Representative, on behalf of the Executing Agency and upon its request. for the
procurement of goods and services and for recruitment of personnel for the programme. Costs
incurred by UNDP Country Office for providing the above described support services will be partly
recovered from the Programme budget.

A Project Board will be established lo provide technical support, share relevant information, and
review progress. The Project Board will comprise: (i) Executive; a representative of UNDP
providing in particular technical guidance to the project and secretanat services; (i) Senior
Supplier: the Minister of Finance or a delegated senior representative of the MoF; (iii) Senior
Beneficiaries: representatives of the administration at the MoF. Additional partners/stakeholders
can be inviled as Observers lo share relevant information as and when required. The Project
Board will meet at least twice a year and will review annual wark plan and budget.

Project Management: A Project Manager will be appointed by UNDP following a competfitive and
transparent recruitment process. The Project Manager will work under the direct supervision of the
Minister of Finance. The Project Manager will be responsible for day-to-day management and
decision making for the project. She will also be responsible for planning, budgeting and
managing project activities; facilitating support services from the UNDP country office; training and
mentoring national staff; oversight, guidance and insuring technical quality of short-term
consultants; to prepare and provide the mandatory reports on project progress and achievements,
and financial management; and for eary flagging of events and changes in the environment which
can affect project implementation and delivery and for providing suggestions for problem solving.

To support project implementation, project staff will be recruited by the project. The Project Human
Resources and Finance Assistant will provide support with recruitment, procurement and other
administrative services and with project administration and management support as required by
the needs of the project and the Project Manager, and as well will provide implementation support
services in the area of financial management, including maintenance of the project financial
accounts and generation of financial reports in the Atlas financial management system. A
sacretary will provide administrative support and two drivers will provide driving services. All will
report to the Project Manager,

Organization: The project will provide advisory support to the Minister through two Senior
Advisors, policy and reform, and international trade and customs. The project will be omanized in
three teams, the Policy Team, the Tax Reform Team, and the Customs Reform Team. Each Team



will be led by a Team Leader, who will report o the Project Manager. The team laader will plan,
organize and supervise leam activities and manage the relationship with the Administration
counterpars.

The Policy Team will provide direct support to the Minister. The team consists of the Economic
Unit and the Legal Advisors, including two advisors and an officer. The Economic Unit will be led
by the Team Leader and consists of three components, macro-fiscal; deb! management: and,
donor coordination, totalling ten staff of economists and finance specialists.

The Tax Reform Team will provide direct support to the Tax and VAT depariments under the
direction of the Ministar and in coordination with the senior official of the General Direciorate of
Finance. The Team Leader will be the Tax Reform Manager, who will lead the IT unit consisting of
four staff and the implementation coordination unit consisting of seven staff. A compliance and
audit advisor will also be part of the team.

The Customs Reform Team will provide direct support to the Customs Direclorate General under
the direction of the Mimister and in coordination with the senior official of Customs and the Higher
Customs Council. The Customs Team Leader will be the Advisor o the Minister of Finance
{International Trade and Customs). The staff will consist of an IT component manager and five
programmers. It is noted that as per Minister's directive and as per approval of Civil Service Board, LCA
will recruil ten IT staff to enable to fully absorb existing IT applications and further expansion in 2011-2013.
The recruitment announcement was published and selection will be based on written and oral review. All
UNDP staff of the Customs component are eligible for recruitment into the administration

MoF and UNDP will designate the Govemance Programme Manager to provide objective and
independent project oversight and monitoring functions, as well as facilitate relations with other
UNDP pregrammes and cost-sharing donors.

Project Office: The project will be located at the central premises of the MoF (project management,
and Policy advisory and support Team). The Tax Reform Team will be located at the Revenue and
Tax Directorates (Comiche al Nahr) and the Customs Reform Team will be situated at the
premises of the Computer Department of the Customs (Mar Elias).

Sustainability: The project will be implemented with a view o achieving suslainable improved
institutional capacity and permanent beneficial effects on the Lebanese public financial
managaement system, present and future.

Al the end of the project, it is expected that the independence, financial autonomy and human
capacity of the MoF will have been reinforced to allow it to better perform its mandate.

In accordance with the decisions and directives of UNDP's Executive Board reflected in its policy
on cost recovery, the contribution shall be subject to cost recovery by UNDP for two distinet cost
categories related to the provision of support services, namely UNDP General Management
Support (GMS) and UNDP Implementation Support Services (1SS).

GMS is recovered with a flat rate of 5 percent for contribution from government of Lebanon funds
and 7 percent for contribution from other donors. GMS cover the following services:

Project identification, formulation, and appraisal

Determination of execution modality and local capacity assessment
Briefing and de-briefing of project staff and consultants

General oversight and monitoring, including participation in project reviews
Receipt, allocation and reporting to the donor of financial resources
Thematic and technical backstopping

Systems, IT infrastructure, branding, knowledge transfer

| 8 ® 8 & & @

UNDF direct costs incurred for Implementation Support Services (ISS), as long as they are
unequivocally linked fo the specific project, are built into the project budget against a relevant
budget line and, in case of clearly identifiable transactional services, charged to the project
according to standard services rates. ISS includes the following services:



Payments, disbursaments and other financial transactions

Recruitment of staff, project personnel, and consultants

Procurement of services and equipment’, including disposal

Organization of training aclivities, conferences, and workshops, including fellowships
Travel authorization, visa requests, ticketing, and travel arrangements, and
Shipment, custom clearance, vehicle registration, and accreditation

This would include any fee to LAPSC.
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VI. MONTORING FRAMEWORK AND EVALUATION

In accordance with the programming policies and procedures outlined in the UNDP User Guide,
the project will be monitored through the following:

Day-to-day monitoring of implementation progress will be the responsibility of the Project Manager
who will inform the UNDP-CO and MoF any delays or difficulties faced during implementation so
thal the appropriate support or corrective measures can be adopted in a timely and remedial
fashion.

Feriodic monitoring of implementation progress will be undertaken by UNDP through reqular
meetings wilth the project team, or more frequently as deemed necessary. This will allow parties to
take stock and fo troubleshoot any problems pertaining to the project in a imely fashicn to ensure
smooth implementation of project activities. Details of the monitoring requirements are as follows:

Within the annual cycle
# On a quarerly basis, a quality assessment shall record progress towards the completion
of key results, based on guality criteria and methods captured in the Quality Management
table below.

# An Issue Log shall be activated in Allas and updated by the Project Manager to facilitate
tracking and resolution of potential problems or requests for change.

# Based on the initial risk analysis submitted (see annex 1), a risk log shall be activated in
Atlas and regularly updated by reviewing the extemnal environment that may affect the
project implamentation.

= Based on the above information recorded in Atlas, a Quarterly Progress Reports (QFR)
shall be submitted by the Project Manager to the Project Board through Project Assurance,
using the standard report format available in the Executive Snapshot.

# A project Lesson-leamed log shall be activated and regularly updated to ensure on-going
leaming and adaptation within the organization, and to facilitate the preparation of the
Lessans-leamed Report at the end of the project

# A Monitoring Schedule Plan shall be activated in Atlas and updated to track key
manageament acltions/events

Annuall

# Annual Review Report. An Annual Review Report shall be prepared by the Project
Manager and shared with the Project Board and the Outcome Board. As minimum
requiremnent, the Annual Review Raport shall consist of the Atlas standard format for the
QPR covering the whole year with updated information for each above element of the QPR
as well as a summary of results achieved against pre-defined annual targets at the oulput
lewvel.

# Annual Project Review. Based on the above report, an annual project review shall be
conducted during the fourth quarter of the year or soon after, to assess the pedormance of
the project and appraise the Annual Work Plan {AWP) for the following year. In the last
year, this review will be a final assessment. This review is driven by the Project Board and
may involve other stakeholders as required. It shall focus on the extent to which progress is
being made towards outputs, and that these remain aligned to appropriate outcomes.
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VIl. LecaL CONTEXT

This document together with the CPAP signed by the Government and UNDP which is
incorporated by reference constitule together a Project Document as referred to in the
SBAA [or other appropriate governing agreement] and all CPAP provisions apply to this
document.

Consistent with the Article Il of the Standard Basic Assistance Agreement, the
responsibility for the safety and security of the implementing partner and its personnel and
property, and of UNDP's properly in the implementing pariner's custody, rests with the
implementing partner.

The implementing partner shall:

a) Putin place an appropriate security plan and maintain the secunty plan, taking into
account the security situation in the country where the project is being carried;

b} Assume all risks and liabilities related to the implementing pariner’s security, and the
full implementation of the security plan.

UNDP reserves the right to verify whether such a plan is in place, and to suggest
modifications to the plan when necessary. Failure to maintain and implement an
appropnate security plan as required hereunder shall bea deemed & breach of this
agreement.

The implementing partner agrees to undertake all reasonable efforts to ensure that none of
the UNDP funds received pursuant to the Project Document are used to provide support lo
individuals or entities associated with terrorism and that the recipients of any amounts
provided by UNDP hereunder do not appear on the list maintained by the Security Council
Commiltee established pursuant to resolution 1267 (1999). The list can be accessed via
nttp'www.un.org/Docs/sc/commitlees/1267/1267ListEng.htm. This provision must be

included in all sub-contracts or sub-agreements entered into under this Project Document”.




ANNEX 1: RISK ANALYSIS

Use the standard Risk Log template
Pleasa refer to the Deliverable Description of the Risk Log for instructions

Impact & Submitt
Descriptio s Probabilit Coumiarineg Own ed, Last Stat
# Identif Type sures / Mngt Upd
n - ¥ (1= low, re ° er | update ade us
5=high) e d by
1| Delay in | Project | Financial | Would Follow-up | UND
receipt  of | initiatio delay with P
funds by | ndale initiation of | concemed
Govemme projact departments
nt activities at Ministry of
p=2 Financa and
I=§ UNDP CO
2| Political Project | Political | Political | Coordination | UND
instability | initiatio and with UNDSS (P
and n date security
secunty challenges
situation in may delay
the country CoM
decision
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3 | Slow Project | Administr | May cause | Coordination | UND
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ation of | ndate implement | management
aclivities ation of
capacity
building
activities
P=3
=4

Agreements. Any additional agreements, such as cost sharing agreements, project cooperation
agreaments signed with NGOs (where the NGO is designated as the "executing entity”) should

be

attachad.




