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I. SITUATION ANALYSIS

Macroeconomic, Fiscal Advice and Support, and Debt Management

Extensive work was done to strengthen the fiscal administration in the 2011-13 period, including
through a first phase of transfers of internal and published reports; following a review of the first phase
of formal transfer, the project will implement the second phase and potentially final phases. The project
also successfully transformed Mol into the most transparent public organization in Lebanon, serving
decision-making, investots, and the public at large; future work needs to be focused on further
developing transparency through in-depth stand-alone reports and enabling the sustainability of the
publications to be produced by the Ministry of Iinance (MoF) administration.

Continued use, updates and in-house upgrades of the medium term fiscal and debt frameworks were
conducted throughout the period to inform and alert the minister about trends going forward; they
were also used to provide notes, impact analysis, and advice about specific fiscal and debt policies.
Their effectiveness was curtailed due to dysfunctional government and Parliament over extended
period, characterized by the absence of budgets.

The project economic unit developed an initial medium-term debt strategy for l.ebanon and
continuously monitored the annual financing targets through the internal dissemination of annual
funding plans. Major financing decisions wete taken by the minister in light of this work and
discussions that were held in that respect.

Macroeconomic, Fiscal Advice and Support. In the 2011-2013 period, the Economic Team worked
extensively on policy assessments and proposals, ranging from tax policies to budget proposals. More
specifically, the Team proposed revenue-enhancing measures to finance the cost-of-living approved in
2012 and the salary scale adjustment. This entailed yield quantification and economic impact assessment
in terms of inflation, and tax incidence on households. Several reiterations of macro-fiscal projections
were conducted, accounting for the proposed policy measures, to estimate fiscal balances and debt
sustainability in the medium-term. In early 2013, the Economic Team contributed to a preliminary
fiscal impact assessment of the Syrian conflict and the presence of Syrian refugees, which was provided
to the World Bank for their socio-economic assessment of the Syrian crisis. In addition, several policy
notes were developed in the past petiod to assess fiscal policies or to shed light on important
developments behind fiscal aggregates, such as an explanatory note on the Draft Law for the Cost-of-
Living Adjustment and the New Salary Scale, another explanatory note on “Adjusting the Distortions in
Lebanon’s Trade Data” due to delayed registration of EDL imports, a “Brief Note on Car-Related
Taxes” for the period 2007-2012, “The Petformance of Tobacco-Related Revenues 2007-20137, a note
on “The Fiscal Cost of Exempting Gasoil from VAT” (2012), a note on the developments behind
Non-EDL Fuel Imports (2012-2013), and several notes with respect to EDL, namely on the Status of
EDL Reforms, the Cost of Barges, and a note on Demurrage Fees for EDL.

On the sector side, considerable work was undertaken on the sustainable energy/environment
portfolio on the national level (ex. Sustainable Public Procurement Steeting Committee, National
Council for the Environment, national NAMA prioritization process) and international level (ex.
UNFCCC Conference of the Parties as patt of the Lebanon delegation for the first time), including to
mobilize climate finance. The project analyzed, evaluated and provided feedback on related reports
and policies, such as on the National Energy Efficiency Action Plan and others. It also served on the
Sustainable Public Procurement (SPP) Steering committee overseeing the development of a National
SPP Action Plan, participated in working groups for specific projects.

Transparency, Research and Analysis. In its continuous efforts to promote transparency, the Economic
‘I'eam maintained the publication and dissemination (e-mailing and website) of the regular monthly,
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quarterly and annual fiscal publications, in addition to the monthly Aid Cootdination Newsletter. ‘The
Team developed a new publication, the monthly Wages & Salaries report, in view of the weight of this
expenditure item on the budget and of shedding more light on this subject. In addition, three
publications are now produced also in Arabic, in cooperation with the administration.

The Economic Team developed the capacity of the administration by coaching the Public Debt
Department (PDD) to prepare the EDL Monthly Snapshot, which details the transfers to EDL and
provides information on LC financing, and to analyze the various debt aggregates for the preparation of
the quarterly Debt & Debt Markets Report. After several reviews, these two publications were fully
transferred. Further in terms of capacity building, the Economic Unit worked with the Macro Fiscal
Unit (MFU) of the administration to transfer two internal monthly reports analysing the various
aggregates of the real economy and of the monetary sector; these were developed to provide added
support for decision making at the Ministry of Finance. Other transfers to the administration included
quarterly reporting for AFD, thereby honouring one of the French conditions of the Paris II and III
loans.

Debt Management: Implementing debt management reform and issuance on international capital matkets.
In the 2011-2013 period, the Economic Team continued to perform front office functions on FX debt,
issuing an aggregate of US§ 12.4 billion equivalent of Hurobonds across 29 tranches, including
voluntary exchange transactions and debt replacement agreements (DRA) with Bdl. Mol’ was awarded
five transaction awards during this period, the first time it received such international recognition,
including EMEA Finance 2011 and 2012 Best Sovereign Bond in the Middle Fast. The Base
Prospectus text was overhauled and streamlined for the first time in a decade. The Hconomic Team
also continued to strengthen the relationship with local and international investments banks, including
through market soundings, as part of its investor relations’ role and coordinated ratings agency visits
and other communication with three rating agencies. With respect to middle office functions, the Team
regularly updated financing scenarios and the debt simulation model and produced internal policy notes
for the issuance of Eurobonds, for the debt replacement transactions with BDL, on developments in
the CDs market, and advised on new LBP issuances and the reform of the auction calendar schedule.
In addition to transferred debt files mentioned above, the Team transferred to PDD the monthly
amortization table preparation, the Wotld Bank loans term sheet preparations and negotiations (except
legal review), and the preparation of the available amounts under the debt ceilings for issuing in
international capital markets

‘The Project Legal Team successfully transferred the tax conventons file to the administration in mid-
2011, following which only support was provided to deal with specific issues. Between 1996 and 2011,
twenty-nine tax conventions were ratified and three tax conventions were signed (rarified by Lebanon,
waiting for ratification by the other party), and one amending protocols was ratified and another signed
(ratified by Lebanon, waiting for ratification by the other party). The capacity of the tax conventions
tcam at the Revenue Directorate was developed through intensive training and transfer of in-depth
knowledge of the tax conventions and various negotiations techniques.

In the 2011-13 period, work continued on the investment agreements, unfortunately with slow progress
due to dysfunctional government due to the political stale mate. The Legal Team managed to re-activate
negotiations regarding nineteen investment agreements that were initialled in past years but were not



finalized due to a number of unresolved issues. The Legal Team also started negotiations on investment
agreements with five new countries.

The Legal Team provided legal review and advisory support to the debt management with regard to all
foreign and local currency Eurobonds and debt exchange transactions (see above, Debt management).
It was responsible for the issuance on a regular basis of special bonds for contractors (seven issuances
between 2010 and 2012) and expropriations (two issuances). It worked closely with the Public Debt
Depattment to review legal agreements and to perform capacity building in relation with the execution
of financial transactions.

The Legal Team conducted the negotiations of six World Bank loans on behalf of Mol' and worked on
secking approval from various entities and also obtaining the legal opinion of the Ministry of Justice on
a number of occasions, all within the deadline set by the World Bank. The Team reviewed and led
negotiations on behalf of both the MoF and the MOEW to secure international financing for contracts
awarded by the MOEW (EKF and HSBC, Sonatrach and KPC, etc.). The Team reviewed all the
international and bilateral agreements (UNCTAD, IFAD, S&P, etc.).

The Legal Team led the Global Forum on Transparency and Exchange of Information for Tax
Purposes initiative, in close collaboraton with the Revenue Directorate and Banque du Liban: it
completed the phase 1 questionnaire “Peer review of the implementation of the international standards
for transparency and exchange of information for tax purposes”; assisted the Secretariat of the Global
Forum with the follow up questions and the requests for information; reviewed and commented the
draft Peer Review Report Phase 1 Legal and Regulatory I'ramework; and, worked on the Lebanon
feedback to the OECD Peer Review Group recommendations and drafted Lebanon’s response on the
one year follow-up report.

The Legal Team assisted in the review and drafting of financial regulatons, and was in charge of
drafting the borrowing atticle of the yearly budgets. It advised and assisted MOF in drafting, presenting
and discussing proposed laws at Parliamentary Committees; and, attended weekly meetings at
Parliament to discuss the amendment of the Code of Commerce and discussions related to other draft
laws.

Mol Reform and Resource Mobilization

In the 2011-13 period, the project contributed to the successful management of the relationship with
IFIs and main donors, including monitoring, repotting on, and development of portfolios and
preparation and approval of projects and project financing. MoF TA was monitored and reported on,
and technical support was provided for negotiation and mobilization of TA grants. The project
monitored the implementation of the fiscal reform programme in the first year and subsequently
supported and contributed to an updated fiscal reform programme, prepared by IMF and approved by
Mol

Tax Reform

The project supported the Lebanese Tax administration in its modernization cfforts and in preparation
and implementation of the tax reform programme. In the 2011- 2013 period, significant cfforts were
exerted in the areas of Tax Administration’s restructuring, risk management and audit techniques, e-
services, and strengthening VA'T opetations particulatly VAT registration and refund processes. Those
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efforts were reflected by the high voluntary compliance rate that was maintained stable, despite the
struggling economic situation in Lebanon, and the amount of revenues from direct and indirect taxes
which increased by 7 percent in 2011 and by percent in 2012, in addition to the number of VAT
refund claims that decreased by 19 percent in 2011.

Following the Minister’s decision in July 2011 appointing the Revenue Director as VAT interim
Director, and in the process of reorganizing the Tax Administration with strong headquarters, a draft
law defining the new organizational structure of the Tax Administration and related functions was
prepared: it was revised by the relevant committee in consultation with concerned departments and
with technical support from the team. The revised draft law was completed and submitted to the DG
for approval end August 2012.

The EU funded STR3 twinning project “Modernizing the Administrative and Operational Capacity of
the Tax Administration”, started in March 2013 and was officially launched in June of the same year.
Ratlier, the team worked jointly with the Tax Administration in cooperation with the EU for more than
two years on the preparation of the twinning fiche, logical framework and budget documents. The
project consists of five main components to be implemented over a period of cighteen months. Once
fully achieved it is expected to be a major step forward in the establishment of a modern Tax
Administration by improving its petrformance and information security and enhancing collection, both
quantitatively and qualitatively, through administrative reform, greater transparency and efficient
communication with citizens. During the first ten months of implementation, and besides ensuring the
project management, the tax team supported the execution of more than 30 activities and nine study
visits, in terms of organization, techniques and monitoring, as well as participation in some of them.

Collection function was transferred to the regional offices; the heads of the collection departments were
appointed, and standardized schedules and reports for arrears were developed and tested. Moreover,
the new functons are being gradually incorporated into the collection departments, starting, in 2013,
with the procedures to notify taxpayers of additional taxes due, and the enforcement collection
procedures.

To improve compliance, new risk analysis techniques were developed, a new set of risk grids was
prepared, the French applications ALTO (Computer Assisted Audit Techniques) and SYNFONIE (for
risk analysis) were implemented within the Lebanese context and a specialized MoF employees training
on new risk analysis and audit techniques was accomplished. Furthermore, a new audit module was
developed: Detailed audit amendments — detailed penalties — automated audit report. This result was
achieved through the EU- funded project “Compliance and Risk Management” (STR2), twinning
between the Lebanese and French Tax Administrations. The Team participated in the preparations
preceding the EU approval, as well as in the project’s management and monitoring, in its
implementation by providing suppott in terms of organization and techniques, and in the follow-up
missions that took place in Lebanon and France after the twinning was completed.

New automated business functions developed: In order to strengthen the VAT operations, new VAT
forms were developed and automated; a new Standard Audit Report for Income Tax and VAT was
developed and automated. Notable achievements ate the new VAT registration procedure to minimize
the risk of registering fictitious companies, the finalization of a new VAT refund procedure, and the
automation of a new business process for handling the “refundable VAT amount carried forward”. The
refund risk analysis and the appropriate refund decision making methodology were implemented.
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The e-registration procedures and the e-filing for both VAT and BPT (Built Property Tax) were
implemented.

An automated system for Indirect Taxes was developed and implemented and a tax inquiry mobile
application was launched: Application released on both Apple and Android stores.

At the Directorate General of lLand Registry and Cadastre (DGLRC), the Acreage Books Automated
System and the Vulnerability Patching procedutes were implemented. New modules, considered as
main decision-support tools to the administration, and a new information system for the Department
of Government Real Estate were developed.

As for the development of 2 Performance Management System, work will begin following the full
automation of the VAT collection functions. At DGI RC, some projects (rebuilding the IT
infrastructure, Disaster Recovery Solution, Mail and Archiving System, Mobile Applications, and
Documents Archiving System, new GIS solution) were delayed due to budget constraints.

Customs Reform

In the 2011-13 period, the UNDP project played a key role in mobilizing important complementary
assistance for modernizing the clearance process, which aims to provide better conditions for economic
growth through trade facilitation. Under the supervision of the Iebanese Customs Administration
(LCA), it prepared and facilitated approval of two projects for EU funding and supported their rollout
and initial-year implementation. The UNDP Customns (NAJM) Team also improved the collaboration
and transparent information flow between stakeholders in the public and private sectors through the
automation of the manifest, local transit, and logistics Free Zone. The Team enhanced the business
service delivery through the implementation of the specialized warchouses, pledges, exit of goods,
brokers’ guarantccs, location of goods, declarations’ spreadsheets, and temporary Storage delay
management. It further established an ICT environment for Single Window via the implementation of
the interfaces related to the Ministry of Telecommunications, National Social Security Fund, and
customized ASYCUDA World for electronic payments and electronic data interchange with the Port of
Beirut Authority.

A supportive regulatory framework underpinned the achievements that led by the end of the project
petiod to a faster clearance time (three days) with lower cost, increased compliant operations by 3
percent and reduced non-compliant operations by 10 percent due to the series of implemented
controls. In addition, several enhancements to the Customs system werc introduced through adding
traccability, selectivity rules, complex red/green algotithm, container overtime management, barcode
adoption, and containets subject to drug inspection and goods exports.

[However and due to the long period of paralysis of the Higher Customs Council (retirement of some of
its members and failure to replace them), on the one hand, and long gestation periods of new
governments and dysfunctional Parliament, on the other hand, some projects Were delayed or
postponed, because the re-engineering of such new process requires 2 high level approvals. The
implementation of the Li-payment project was delayed pending Customs /Mol decision, which in turn
led to postponement of a new Customs clearance methodology. The Flectronic Government project
has proceeded by mutual agreement with counterpart institutions, in the absence of a ratified law. The
Papetless Customs project was delayed due to hardware capacity constraint - tender in final phase. The
implementation of the Electronic Signature is pending law ratification by Parliament. The Single
Window project is on-going, but delayed because of above — preparation for the establishment of the
required infrastructure on-going. In addition and importantly, the absence of a dedicated in-house
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ASYCUDA World IT capacity has put important responsibilitics on the project team and called for
sustained extra-ordinary efforts as available resources and capacity were not commensurate with the
task at hand.

Within the

frame of the prototype for a revamped and streamlined customs clearance process, the

NAJM T'eam achieved considerable progress as manifested by the following milestones:
I'T core component: ASYCUDA World

- Improved Customs clearance functionalities by implementing the following inside ASYCUDA

Wo
>
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rld:

The Pledge (<12¢=3) module in all the Customs offices (safe exit of goods from the
Customs premises).

The Cars specialized warchouses (to manage the warehouses for cars, which are spread over
the Lebanese territory and outside the Customs premises).

Codification of the location of goods for better identification of goods locations in all
Customs premises.

Declaration spreadsheets (Jsal!) module implementation in the Port of Beirut for secure
and better management of declarations’ trans fer from one division to another.

Car certificate charge calculation for better fecs calculation and faster clearance process.
Exit of goods module in the Port of Beirut for a better control of imported goods.

Brokers Guarantee (<¥4S) module for better Customs management of the brokers file.
Delay management for IM7 declarations for better control of the temporary period storage.
Container for drug inspection automation for better control of the imported containers.
Export of goods from the Port of Beirut for better control subject to Tax refund.

In addition to several reports to enhance Customs controls and functionalities.

- Integrated the WCO new tariff in ASYCUDA World (to keep the Harmonized System codes
up to date with the international one)

- Integrated the Barcode Readers in ASYCUDA World application (to accelerate the documents’
retrieval process and to eliminate the data entry errors)

- Automated the Containers overtime in the Port of Beirut (to accelerate the clearance process by
removing one of the required phases in the container import process)

- Analyzed and launched (in test mode) the first phase of the Free Z.one automation in the Port
of Beirut.

- Developed Petroleum module in the Rafic Hariri International Airport (to manage the
petroleum warchouses), (implementation pending Customs decision)

- Developed storage fee in the Rafic Hariri International Airport (to automatically calculate the
fecs of stored goods), (implementation pending Customs decision).

Electronic end-to-end clearance process

- Customized and implemented the Local Transit module in the Port of Beirut (to automate the
transfer of goods between the Lebanese Customs offices).

- Customized and implemented the manifest (MANAR) phase 1 in the Port of Beirut (to register
all the manifests in order to identify the imported cargo)

- Integrated the CNSS quirtances in ASYCUDA World application (which aims to enhance the
declarations’ control and to support the National Social Security Fund).



- Developed the Temporary Declaration module (to automate the temporary declarations in the
Port of Beirut), (implementation pending the Customs decision).

E-government platform (Incl. electronic collaboration with port authorities and terminal operators)

- Developed the Inplan Customs Interface (ICI) project with the Port of Beirut (to electronically
exchange Customs and Port of Beirut Authority/Beirut Container Terminal Consortium data),
(implementation pending Customs decision).

- Analyzed and implemented the ASYCUDA World interface for the mobile phones data
exchange project between Customs and the Ministry of Telecommunication (to control
importted devices and to stop the illegal mobile imports).

Self-assessment/risk management:

- Implemented a complex randomized red/green lane system to avoid any predictability of the
routing of declarations

- Iinhanced traceability inside ASYCUDA World (declaration, red/green lane percentage...) in
order to track all the modifications.

- Enhanced Customs security by adding to the selectivity rules the container numbers, the Bill o f
Iading and the Vehicle Identification Number for better declaration security management.

- Affording required programs and trainings for the Customs Intelligence Unit for better
targeting

E-payment:
- Analyzed and customized to ASYCUDA World the Electronic Payment project (to connect the

Lebanese banks to the Lebanese Customs Administration via a gateway for settlement of
duties), (waiting MoF approval for implementation).

Complementary T'A support

- Conducted a deep analysis for all Lebanese Customs trade procedures, prepared the twinning
fiche for the EC-funded STR-3 Modernized Clearance Process project, followed up on the
approval process and accompanied the rollout (on-going through end-2014). The project aims
to provide better conditions for economic growth through trade facilitation and to expedite the
process of WT'O accession by further harmonizing and simplifying customs legislation and
procedures in accordance with W1'O rules and the Palermo recommendations.

- Coordinated and supported implementation of the EU CUSTOM MED project till the end of
2014, which aims to improve the goods circulation between the Middle East and the EU by
networking and adopting shared procedures and technologies

- Assessed needs, prepated, and coordinated implementation of several EC TAEIX missions
outside I.cbanon.

IT Support included 24/7 ASYCUDA World support; Updating and management of the Customs
servers, operating systems, database, Java, SoClass and AW application; management of the Microsoft
and network devices in LCA; and, preparation of the yearly I'T budget and the I'T tenders.

In light of the above reforms and modernization of the customs clearance process and in view of
shortcomings and gaps that remain, there is still 2 need for further services implementation to optimize
the clearance process and Customs E-services, based on lessons learned, best-practice models in the
region, and advances made in technology and telecommunications.
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II. STRATEGY

1. Policy development and cootdination successfully implemented

1.1 Fiscal stability and debt sustainability policy framework maintained in light of new realities
imposed by the Syrian conflict, oil exploration and policy measures

Lebanon has gone through a new phase with the start of the Syrian conflict and its repercussions on the
country and its socio-cconomic fabric. The Economic Unit will build on its experience and acquired
knowledge to monitor a precarious fiscal situation which may lead to debt sustainability issues. The
Team will provide policy recommendations for a country in dire need of financial assistance to offset
the impact of the presence of increasing numbers of Sytian refugees, neatly one million as of
September 2013. Once the process of regular monitoring of public finances is fully transferred to the
administration, the Fconomic Team will initiate in-depth studies concerning various components of the
tax base, namely the property taxes and real estate registration fees in view of the implementation of a
real estate capital gains tax, fiscal stamps with the purpose of shedding more light on the yield from
these fees and suggest possible reforms. The Economic Unit will also work on developing a much
needed growth model to be used for accurate end-year estimates and medium-term projections, a step
required to strengthen sound policymaking. ‘The remaining publications will also be fully transferred to
the administration, and in turn new stand-alone thematic publications will be developed to raise
awareness about certain issues, such as gender and environment, and further improve transparency.
The transfer of monitoring functions and regular publications will result in significant capacity
development of the administration. Meanwhile, in light of the mounting burden of EDL’s financial
situation and in the absence of a clear timeline indicating the coupling of the company’s investment
plan with its financial needs, the Economic Unit will advise on ways to move forward for more clarity
in implementing the reform plan. Advice will also be provided about the impact on public finances of
the deteriorating environment, especially in light of the large number of Syrian displaced; the unit will
propose measures and create administrative capacity for this pressing and potentially unsustainable
problem looming in the three-year hotizon and looking forward. The unit will also review and analyze
the impact of oil discoveries on fiscal and debt. Given momentum generated on renewable cnergy,
energy efficiency and climate change issues and Mol”s crucial role in this space, the unit will support
access to climate finance, institutionalize a unit for sustainable energy/environment issues at Mok,
develop and review fiscal incentives to promote energy efficiency, renewable energy technologies in
coordination and further building on the partnership with the Ministry of Environment and the
Ministry of Fnergy and Water, and lead a Climate Public Expenditure and Institutional Review to
support further policy-making in this area.

1.2 Debt management — front and middle office functions — implemented

The Ficonomic Team will continue to lead front office functions executing Eurobond issuances on
international capital markets and will exert more effort to strengthen the relationship with nvestors
with a view to diversifying the investor base. With respect to the middle office, the focus will be on
overhauling and developing the debt simulation model to provide (i) impact analysis of budget policies
to monitor the growth of the stock of debt for debt sustainability purposes, and (i) medium-term
projections of interest payments and financing needs. The Economic Team will continue to provide
policy recommendations in terms of financing instruments (in LL and in FX) and in terms of
borrowing strategies. It is expected that the economic unit will transfer the back office functions it is
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currently performing to the debt administration, namely the financing table and the statistical debt

tables as well as the analysis of the main rcasons behind changes in interest payments and the debt
stock.

1.3 Legal advice and support provided

The strategy is to continue to lead the undertaking of additional investment agreements and amending
protocols combined with an intensive capacity building program to benefit the Legal Department at
MOF with the aim of transferring the investment agreement file by end 2014. Efforts will also be made
to disseminate and promote bilateral investment agreements.

Advisory services will continue to be provided to foreign and local currency bond issuances and on
issues related to debt management and capital markets development. Follow-up on the Global Forum
on Transparency and Iixchange of Information for Tax Purposes file, in addition to the work related to
the implementation of the OECD Peer Review Group recommendations for Lebanon. Continued
advisory and support will be provided for review of draft laws, draft contracts with providers,
international and multilateral agreements, and bilateral agreements.

1.4 MoF reform programme and cootrdination supported

The rationale for the project extension is based on the need for monitoring and follow-up on the
reform programme and related technical assistance, providing regular updates and reporting, including
suggestions to address emerging issues. The project will elaborate and support the management of 2
monitoring and follow up system on TA mission recommendations and action plans. Also, the
relationship and dialogue with international and multilateral financial institutions, notably IMF, WB,
EIB, and EU... will be further developed and the achicvement of opportunities for cooperation with
bilateral donors will be supported. Mobilization of financial resources will be facilitated and supported,
notably in view of the increased need due to the impact of the Syrian conflict and the large influx of the
Syrian refugees. In this context, new donor financing approaches and products will be supported.
Initiatives to strengthen and develop internal coordination and as well cootdination among MoF
technical assistance providers will be taken and supported.

2. Capacity for improved public finance management successfully developed

2.1 Tax teform programme initiatives developed and implemented

The UNDP Tax Team supported the MOF in developing a comprehensive programme aimed at
modernizing the structure of the Tax Administration and introducing modern tools and functions.
Some key reforms required more than 3 years to be fully achieved, while new ones, emerging during the
implementation phase, should be taken into consideration in the future work plans.

The rationale for the continuation of the UNDP support over the next few years is the critical need to
complete the wave of undergoing reforms, in addition to initiating, implementing and following-up on
emerged activities, on one hand, and the accumulated experience and acquired knowledge, on the other.
The main strategic goal of the next period will be to minimize the tax gap through different activitics.
Thus, the development of a Performance Management System (PMS) will provide accurate statistics to
the Tax administration in order to measure the tax gap periodically. In addition, the Project will ensure
the proper execution of the technical assistance projects and missions to the Tax Administration.
Moreover, the team will continue to provide I'T" and development support in terms of implementation
of delayed projects and planning and organization of 2 French Mission de Coopération Internationale
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(MCI, technical assistance mission) aimed at helping the General Directorate of land Registry and
Cadastre in assessing its needs and requirements in terms of highly needed new projects. This will be
followed by the preparation of required documents for a new twinning project funded by the EU.

2.2 Customs reform initiatives to be developed and implemented
The strategy for the modemization and reform of Customs as laid down in the project document
remains valid, but in essence will require more resources and time. It assumes that normal government

operations will resume and the institutional and human resources development of Customs I'T" will be
achieved.

Looking forward, the immediate focus will be on the full implementation of the core modules of
ASYCUDA World functionalities, including:

- Automation of all types of the Customs warchouses (private, industrial and petroleum) to
enable full accountability and transparency of the processes.

- Automation of the duty free zone and coverage of the free zone procedures to enable a better
and faster flow of goods.

- Automation of the International Transit for a better Customs services, especially for the
international goods.

- Issuing ASYCUDA World alerts thru SMS messages.

Customs Cases integration into ASYCUDA World for a better and faster risk management in order to
consolidate all the Customs offenses subject to an automatic selectivity.

In addition, the electronic data interchange with the remaining ministries and public institutions will be
implemented. Full automation of data exchange between the Lebanese Customs and the Beirut Port
Authority/ Beirut Container Terminal Consortium will be pursued for better and more secure
importation, exportation and container movements inside the port.

With a view to achieving better and efficient setrvices, the following projects will be implemented during
the project petiod: creation of a papetless customs environment for better and faster services and
controls; electronic government implementation for better, faster and more secure permits and visas
exchange; and, single window implementation for an ultimate transparent administration.

Customs decision support, notably the implementation of the Twinning approved recommendations,
and the implementation of the CUSTOM MED approved suggestions, which will promote the
clearance process to the EU level and thus will improve the goods circulation contributing to a better
environment for economic growth.

The project will continue to provide application support and to undertake enhancements, including

among other the restructuring the I'T hardware design for a faster and better environment, and new I'T
security implementation.
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Section V: Management Arrangements
The Ministry of Finance is designated as the National Implementing Agency for this project. The
Implementing Agency will be responsible for managing the project and will provide overall support to
enable it to achieve its intended outputs and results. The Implementing Agency will thus be
accountable to UNDDP for all resources allocated by the latter, whether their soutce is UNDP or from

government cost sharing. This accountability calls for concrete capacities in the administrative,
technical and financial spheres.

UNDP National Implementation Modality. 'The UNDP National Implementation Modality
(NIM) will prevail, with the support of the UNDP Country Office. In addition to regular technical
backstopping and monitoring activities regularly provided, the UNDP Country Office shall provide
the Implementing 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 Services).

Services shall be provided in accordance with UNDP procedures, rules and regulations. The
Government, through its designated implementation agency, shall retain overall responsibility for the
execution of the project and shall be responsible for and bound by any contracts signed by the UNDP
Resident Representative, on behalf of the Implementation Agency and upon its request, for the
procurement of goods and services and Jor 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.

Project Board. A Project Board will be formally established to 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 secretariat
services; (if) Senior Supplier: the Minister of Finance or a delegated senior representative of the MoF;
(iii) Senior Beneficiaries: General Directors of the relevant administrations at the MoF. Additional
partncrs/ stakcholders can be invited as Observers to share relevant information as and when required.
The Project Board will meet at least twice a year (mandatory) to review and approve the annual work

plan and budget and to monitor its implementation, among other.

National Focal Point. The National Focal Point is usually the National Coordinator (or a
representative appointed by him/her.
The responsibilities of the NFP:

e Review and approve detailed annual/quarterly work plans (for final approval by Project Board)

and relevant budgets and where appropriate recommend changes to better meet the project
objectives in the national context, in light of monitoring and other reports;

o Approve RDP/SR that are not included in the annual/ quarterly work plans;

o Darticipate in Project Board meetings;

e Review APR Report, and other progress and monitoting repotts;

e Provide recommendations for the next year’s project planning;

o [Facilitate adoption of necessary decisions and initiation of appropriate actions by the Government
for the cffective follow-up and implementation of the project activities;
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o Assist in the identification and allocation of national resources needed by the project to meet its
objectives.

Project Management. \ Project Manager will be appointed by UNDP following a competitive and
transparent recruitment process. The Project Manager will work ander the direct supervision of the
Minister of Finance, to whom he/she will repott. The Project Manager will coordinate project
activiies with the Director-General/ ot seniot official of each of the counterpatt entities of the
Administration to ensure smooth and efficient working relation towards the achievement of project
objectives. The Project Manager will be responsible for day-to-day management and decision making
for the project. S/he 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 preparc and provide
the mandatory tepotts on project progress and achievements, and financial management; and for eatly
flagging of events and changes in the environment which can affect project implementation and
delivery and for providing suggestions for problem solving, ‘The Project Manager will undertake and
maintain regular contact with counterparts of third-parry TA providers to the Ministry of Finance
with a view to ensuring coherent and efficient support to the Ministry of Finance.

T'o support project implementation, project staff are recruited by the project, as per below and chart.

Organization: "The project will be organized in four teams, Policy Support Team, Tax Reform Team,
Customs Reform Team, and Project Management Support Team. Each Team will be led by a Team
Leader, who will report to the Project Manager. The team leader will plan, organize and supervise
team activitics. In sync with the Project Managet, the Team Icader will manage the relationship and
coordinate with the Administration counterpart unit(s) to cnsure that project activities arc propetly
adjusted and intetlinked and to inform about new initatives and outputs. Regular working meetings
between the UNDP team and the administration counterpart units will be part of the process of
cooperation. Ongoing collaborative and joint action and shared tasks and initiatives with the

administration will be reinforced and systematically reported.

‘The Policy Advisory and Support Team will provide direct suppott to the Minister, in cootdination with
the Director General of Finance and in cooperation with the counterparts’ entities of the
administration. The Policy Team consists of an Economic Unit and Legal Advisors. The Fconomic
Unit will provide suppott covering threc components: macto-economic and fiscal, debt management,
and reform and coordination. The Unit will be led by a Team Leader and ten economists and finance
specialists. Legal review will be provided by 2 senior legal advisor and a legal officer.

The Tax Reform Team will coordinate with the Director General of Finance to provide direct support
to the Revenue and VAT Directorate, thereby closely cooperating with the Ditector of Revenue and
VAT and the senior officials of the two directorates. The Team will also provide support to the Land
Registry and Cadastre, in coordination and cooperation with the Director General of the Land
Registry and Cadastre. The Tax Reform Team will be led by the Tax Reform Manager and will consist
of a compliance and audit advisor, I'T unit of four staff, implementation coordination unit of four
staff, a communication cootdinator and a translator and linguistic coordinatot.

The Customs Reform Team will coordinate with the Director General of Customs and the Higher
Customs Council to provide direct support to the General Directorate of Customs. The Customs
Reform Team will be led by the Customs Reform/IT Manager and consist of five I'T staff. The
project will continue to cover the annual fee for UNCTAD to service the ASYCUDA proprictary
software during the 2014-16 petiod.
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‘The Project Management Support Team will provide administrative and logistics support to project
planning and implementation. The Project Human Resources and Finance Assistant will provide
support with recruitment, procurement and other administrative services and project administration,
and 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. ‘The Coordination Assistant will provide direct support to the Minister in terms
of administrative coordination and front office management. The secretary will provide administrative
support. Two drivers will provide driving services. All will report to the Project Manager.

Mok and UNDP will designate the UNDP Governance Programme Manager to provide objective
and independent project oversight and monitoring functions, as well as facilitate relations with other
UNDP programmes 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 (Corniche 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 to achieving sustainable improved
institutional capacity and permanent beneficial effects on the Lebanese public financial management
system, present and future. At 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.

Exit Strategy: In order to ensure the sustainability of project achievements, the project exit strategy is
re-affirmed in terms of capacity development of counterpart entities and staff in the administration,
on the one hand, and integration of cligible project staff into the administration during the period of
extension of the project, on the other. Opportunitics for integration of project staff in the
administration will require, in all cases, careful planning, which will be supported by the Project
Manager and Team Leaders, as required. A specific and detailed plan for staff integration will be
elaborated and agreed within the first six month of the project implementation. Whereas UNDP and
the Project Manager may make suggestions, the integration of project staff is the responsibility and at
the initiative of the ministry.

In order to ensurc the sustainability of the achievements and to boost the capacity of the
administration, the integration of the members Tax Reform Team in the Tax Administration is
foreseen. With respect to the Customs Reform Team, the objective is to transfer the Customs Reform
‘Team project staff to the LCA Tl Department, after having established and developed a2 NAJM
(ASYCUDA World) entity. ‘The project will assist the LCA to prepare for the IT institutional
development, including the establishment and development of an ASYCUDA (NAJM) entity and
subsequent implementation process.

Staff of the Policy Advisory and Support Team will be afforded the opportunity to join the
administration towards the end of the project period. Policy coordination and advisory assistance
could be considered by UNDDP if requested by the Government at the end of the project period.
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With respect to the Project Management Support Team, staff can be integrated during the course of
the project period when nccessary administrative procedures are completed, the project HR Assistant
will be given the opportunity to integrate at the end of the project.

Cost recovery: In accordance with the decisions and directives of UNDP’s ixecutive Board reflected
in its policy on cost recovery, the contribution shall be subject to cost recovety by UNDP for two
distinct cost categories related to the provision of support services, namely UNDP General
Management Support (GMS) and UNDP Implementation Suppott Services (ISS).

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:

o Project identification, formulation, and appraisal

e Determination of execution modality and local capacity assessment

e Briefing and de-briefing of project staff and consultants

e General oversight and monitoring, including participation in project reviews
o Receipt, allocation and reporting to the donor of financial resources

e Thematic and technical backstopping

o Systems, I'T infrastructure, branding, knowledge transfer

UNDP direct costs incutred for Implementation  Support Services (ISS), as long as they are
unequivocally linked to 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:

e Payments, disbursements and other financial transactions

e Recruitment of staff, project personnel, and consultants

e Procurement of services and equipment’, including disposal

e Organization of training activities, conferences, and workshops, including fellowships
e T'ravel authorization, visa requests, ticketing, and travel arrangements, and

e Shipment, custom clearance, vehicle registration, and accreditation

Audit The audit of NIM projects is made through the regular external (UN Board of Auditors) or
internal audits (audits managed by UNDP’s Office of Audit and Performance Review).

Visibility: UNDP will ensure that the MOF and respective donors to the project will receive the
maximum visibility possible.

UNDP will be responsible for determining when its name and logo are to be displayed and priot
written authorization must be granted by the UNDP Resident Reptesentative on a case by case basis.

This would include any fee to IAPSO.
39
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Section VI.  Monitoting 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 the MOF of any delays or difficulties faced during
implementation so that the approptiate suppott or cotrective measures can be adopted in a timely and
remedial fashion.

Periodic monitoring of implementation progress will be undertaken by UNDP through regular
meetings with the project team, or mote frequently as deemed necessary. This will allow parties to take
stock and to troubleshoot any problems pettaining to the project in a timely fashion to ensutre smooth
implementation of project activities. Details of the monitoting requirements are as follows:

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

» An Issue Log shall be activated in Atlas 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 external environment that may affect the project
implementation.

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

» aproject Lesson-learned log shall be activated and regularly updated to ensure on-going
learning and adaptation within the organization, and to facilitate the preparation of the
Lessons-learned Report at the end of the project

> a Monitoring Schedule Plan shall be activated in Atlas and updated to track key management
actions/events

Annually

» 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 requirement, the
Annual Review Report 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 output level.

> 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 performance 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 approptiate outcomes



10z vef uodn pajoe saj0u LI0SIAPE pUE SMI1AIT [€89] JO Jaqunu /uoniodor ] papraoad 221ApE pUE smaradl (59
1oz uel p1en03au sJUaWRIFE JUSWISIAUT JO IdqUINN] SIUDWIDDITE SIUDUIISIAU]
MNe(Y IIIUISSISSY PORIA Aipengd) eI Arend)
-sjudWwoaISe [ID1L[Iq ST [[2M st s1uawaaIde
—Nuuu—w—m.—.—ﬂa —u.:._w —Nﬂoﬂuﬂswua mO MHO&;@EEH D.n.—.h .C._ wOUT.wu@w .ﬂquT‘rﬁﬂ ﬁﬂwuﬁ maﬂu_»wo.ﬂﬂu. ”ﬂn-m«.ﬂ:..-nvmva
sjooojo1d pue sjuawaaide spremol JOJN 241 JO $170732 [¥89] pra] :asodang
L10Z we( pug
F10T92d aeig Arosiape e8] ¢ sinsay AAnoy

10lord
moygnory,

Funzodar aanerreN]

sp102a1 Axjsturu pue 109lo1

19w §39378) Supuruly Enuuy

B (] IUSUISSISSY

poydA Apend)

ey Anend)

‘Burpueuly Uo astape

put uonenuis 1qap Suidopasp ‘seduenss puogqorny] Sunndaxa 0] pIEda Ul SUONIUN) PEd] 0} INURUOY) uondiosaq
1oddns suonouny 201330 spprw pue jueiy Y3nory) ANIqeuresns 3qap 110ddus pue vo asmapy asodmg

L10T we[ :puy
.W.MHHNH—UE 3 n._uw upﬁvﬂﬂuum.—wﬂ&e HH—QD. N am—.-mﬂz bm?ﬁ.Uﬁ

190loxd Funaodor SAEITRU /SIATIENIUT JO JUdtussasse Joedw]
moy3noy, spro0as 1o9foxd pue Ansruryy paionpuod saaneniur diadg
100load Pa1ONPUOD SATPIIS YoIEISIT puE sjanq forjod Jo raquinN PRIaNPUOD YIILIEII pUL
moydnory, spesodoad 3a8pnq 13eap ‘sproosax 12loid pue insmnpy | donod pue ‘fued sarmypuadxe pue xeT,
B(] IUIWISSISSY poysy Aipend)y e Aend)
-vonenswrwpe onqnd jo Lroedes oy ppng [am st pue 9OJuod vepdg
51} 01 a0p SONMEII AU I SUIPN[OUT SINSS[ JO IAQWNU ¥ UO SUOHEPUILIWOIIT PUE 3J1Ape 4o1j0d apraoi uonduosa(g
-{pqeureisns 1qop pue Qiqeis [easy Je Surure uonenlys [EISI] 311 U0 ISIAPE PUE 10JIUOTY asoding

L1ogue[ ;pug
P1OTIPH Bl

sap1od 1qap pu [BasT]

1 sy Lpanoy

pasuswapdunr Afjnyssooons uoneurpiood pue juawdo[aasp Lo1od i1 LN4dLNO

synsay A11Anoy 1930l 10§ yudwadeue A Anpend)




914

(73500 ‘owm) sao1AT9s papiaoid JO JUIISSISS T

reuonerado pue pado[aaap s[001 JO I3qUINN]

L1027 uve[ jusunsedap SWoIsND PaZItIaPoyy

e(] NIDUISSISSY PO Lipend) epLy) Arend)
SWOISTO JO {OUIDYFD 2T0UW PUE SJUIIDULYUD J[(EUI O} SULI0JAI JO uvonejvawsadur g uondizosag

9]EI0IDAIFP SWOISND I JO WI0JII PUL UOHLZIUIIPOTY asoding

£10T ve[ :pug
$10292:1 1ng

WI0Ja}y swolsn’)

9 3nsay H1a00Y

L10z uef SINUIADT JO UONII[[O)) 20UBUISA0S X

(1800 ‘owm) sa01a73s paplaoxd Jo Juowssassy
i10z uel [euonerado pue padoaasp s[oo3 Jo Tequin N UONEASIUTPE PIZIUIDPOTN
9B(] 1USWSSISSY PO Arend) eI Axpeng)
‘uoneIsTUTWIPE A oppel 01 swweidord aarsuatpidwod v dopEasp [[IM JOTV U3 18 Wl Xe3 YL wvondurosa(g
‘suonouny put s[ool JUdNPONIUT PUL TONEIISTUTWIPE Xel JO 2INIONIS AT Suiziurapogy asodang

L10z vef :pus
$10792 1eIg

WI0Jo3 Xe T

§ 3nsay AAnoy

padopaaap Aqpnyssasons yuswaFeneur soueuy ofqnd pasosdun 105 vede) 7 1NALNO

210z vef paruawaidun pue pazmqow sueyd Sudueuy ‘suvo ‘sjueid jo unowy’ PRZIIqOW $32IN0SY

1oaford
moysnoryT, juswssasse 1oedwi /spiodai jaslo1] parvswadun sswwerdord wiojsy
2)e (] JUSUISSISSY POWIRIA Afend) eI Arend)
SWI0JDI JO JUIWISSISSE pue Sulronuory uondrrosaqy
asurlsIssE Jo uoneziqow 1roddns pue saANENIUr WI0gar AT 1apun dody o, asoding

210z ve[ pug
#1029, 23818

juowdopaasp diysuonepai pue awweidord wrojay

b ynsay Aranoy




SECTION VII: LEGAL CONTEXT

This document together with the CPAP signed by the Government and UNDP which 1s
incorporated by reference constitute together a Project Document as tefetred to in the SBAA
[ot other approptiate governing agreement] and all CPAP provisions apply to this document.

Consistent with the Atrticle III of the Standard Basic Assistance Agreement, the responsibility
for the safety and security of the implementing partner and its personnel and property, and of
UNDDP’s propetty in the implementing partner’s custody, rests with the implementing partner.

The implementing partner shall:

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

b) Assume all risks and liabilitics related to the implementing partner’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 appropriate security plan as
requited hereunder shall be deemed a breach of this agreement.

The implementing partner agrees to undertake all reasonable effotts to ensure that none of the
UNDP funds received pursuant to the Project Document are used to provide support to
individuals or entities associated with terrorism and that the recipients of any amounts
provided by UNDP hetreundet do not appear on the list maintained by the Security Council
Committee established pursuant to resolution 1267 (1999). The list can be accessed via
htp:/ /www.un.org/Docs/se/committees /1267 /1267 istling htm. This provision must be
included in all sub-contracts or sub-agreements entered into under this Project Document”.




ANNEX 1: RISK ANALYSIS

Date Mapact e Count Suliiisd, ki
# | Description Identified Type Probability (1= / Mn;:ﬂz;il::; Owner | updated Up’:;e Status
low, 5=high) by
1 | Delayin Project Financtal Would delay Follow-up with UNDP
receipt of initiation implementation | concerned
funds by date of project departments at
Government activities Ministry of
P=2 Finance and
r— UNDP CO
2 | Political Project Political Political and Coordination with | UNDP
instability and | initiation security UN DSS
security date challenges may
situation in the delay CoM
country decision making
and legislative
action and
implementation
of project
activities
P=3
I1=4
3 | Difficulties in | Project Operational May causc delay | Coordination with | UNDP
retaining talent | initiation in UNIDP HR
date implementation | department
of activities and
in institutional
memory
development
p=2
1=3
4 | Delays in Project Administrative | Delays in Close coordination | UNDP
implementing | initiation transferring with MOF
the exit date skills to administration
strategy administration
and
implementing
the
recommendation
of the COM
P=3
=4
5 | Limited Project Operational This may cause a | Close coordination | UNDP
responsiveness | initiation delay in with MOF
and buy-in date implementation | administration and
from of some directorates.
stakeholders activities Implement a
P=3 methodology
based on
I1=4 . .
inclusiveness and
participation.
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