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FINAL PROJECT REPORT

Title of the Project: Strengthening capacities of Ministry of Finance to efficiently plan, analyze and manage the public finances in support to country’s aspirations for sustainable development and EU integration
Duration of the Project: March 2009 – April 2012
Project Budget: 749,610.97Euros
I. Executive Summary 

Capacity Development Programme (CDP)
 and Ministry of Finance Montenegro jointly implemented the Project “Strengthening capacities of Ministry of Finance to efficiently plan, analyze and manage the public finances in support to country’s aspirations for sustainable development and EU integration“ financed by the Government of Netherlands. The project duration was from March 16th 2009 to April 30th, 2012. 

The Project was designed as a capacity development project with the objective to enhance institutional and administrative capacities of the Ministry of Finance for financial analysis, management, and fiscal policy development. The Project supported efforts of the Ministry of Finance for upgrading and strengthening the public finance function of the country, thus better serving development goals such as sustainable economic growth and poverty reduction. 

The Project was focused on the following five components: (i) Economic and Fiscal Program; (ii) Budget; (iii) Tax and Custom, (iv) International Competitiveness Indicators, and (v) Insurance. Each of the five components was being tackled through the three-pronged approach:

· Training of the key staff of the Ministry of Finance in areas, such as forecasting of macroeconomic indicators, mid-term budget planning, tax and custom regulations, financial reporting, and public policy initiatives.

· Upgrading the administrative capacity of the Ministry of Finance and supporting the process of legal harmonization under the responsibility of the Ministry with the acquis.

· Strengthening institutional mechanisms and procedures that are needed for more systematic information flows, regular monitoring and review of financial policies, and for better coordination with partner institutions. 

The Project corresponded to the UNDP’s goal of supporting public finance reforms that encourage greater accountability and transparency, and focus on development for all. 

II.   Expected Results:
In accordance with the Project document, the Project achieved the following results through implementation of the activities in the identified five areas: 
Result 1: Analytical policy reviews and assessments in defined areas conducted, resulting in specific policy recommendations/outputs that would serve priority requirements of the Government.

Result 2: Legal and administrative framework developed in accordance with EU requirements.

Result 3: Operational, management and policy-making capacities of Ministry of Finance strengthened.  

III.    Activities within the specific area/sectors
Component 1: Economic and Fiscal Program
The focus of this component was on strengthening capacities of Ministry of Finance and institutions directly involved in preparation of following documents:

1. Montenegrin Economic and Fiscal Programme 2009- 2012 (EFP 2010)
2. Montenegrin Economic and Fiscal Programme 2010- 2013 (EFP 2011)
3. Montenegro Pre-Accession Economic Programme 2011 – 2014 (PEP 2012)
The Project supported preparation of the EFP 2010 and EFP 2011 documents which were approved by the Government at the end of 2009 and end of 2010.  Both documents were presented to European Commission at the conference in Brussels. In its review, the Commission was very positive about the quality of the document. One of its methodological features – macroeconomic and thus also fiscal projections provided in two scenarios – has been even suggested to be applied in the future by other countries in the region.
Montenegro confirmed its firm commitment to the European Union membership and its determination to persevere in following this road through achievement of the candidate country status at the end of 2010, and instead of EFP, Government was obligated to submit Pre-Accession Economic Programme (PEP). The purpose of the PEP is to prepare the EU candidate countries for the participation in the multilateral surveillance and economic policy co-ordination procedures currently in place in the EU as part of the Economic and Monetary Union. Therefore the Project supported the Ministry of Finance and other relevant institutions in preparation of Montenegro Pre-Accession Economic Programme (PEP) for the period of 2011 – 2014
.
For the preparation of these documents CDP hired three international consultants (international consultants were selected through the UNPD vacancy announcement procedure and the ToRs can be found on UNDP jobs
), who worked with the Ministry of Finance in structuring the text and drafting some parts of the text as well as supporting organization of  two workshops for strengthening internal consistency of the EFP 2010- 2013  and PEP 2011 - 2014. In order to strengthen institutional capacity of the public administration for preparation of the EFP 2010- 2013  and PEP 2011 - 2014 and other EU accession related fiscal programming documents a special 2-days workshop was organized in September 2010 and September 2012. Special attention of the workshop was dedicated to the problem of how to better integrate structural reforms into medium-term fiscal programming of the country. Around 50 officials per workshop from the Ministry of Finance and other governmental institutions (Ministry of Economy, Cabinet of the President of the Government, Central Bank of Montenegro, Ministry of Foreign Affairs and European integration, Ministry of Transport and Maritime Affairs, Commission for Securities, Directorate for Protection of Competition, Montenegro Statistical Office (MONSTAT), Commission for State Aid, Deputy Prime Minister Office for Economic Policy, Insurance Supervisory Agency, Ministry of Health, Ministry of agriculture and rural development, Commission for the Control of Public Procurement, Employment Bureau, Ministry of Labour and Social Welfare) were  involved in preparation of EFP 2010 - 2013 and PEP 2011 – 2014. The agendas for the two workshops are Annex 1. 

Montenegrin Economic and Fiscal Programme 2009- 2012, and Montenegrin Economic and Fiscal Programme 2010- 2013 have been published and printed. The publications are also available on government website:

· http://www.mif.gov.me/biblioteka?query=EFP&sortDirection=desc
· http://www.mf.gov.me/vijesti/102867/EKONOMSKI-I-FISKALNI-PROGRAM.html, 
· http://www.mf.gov.me/en/news/102868/Montenegro-Economic.html?alphabet=lat)
Component 2: Budget

Overall objective of the component was to support institutional strengthening of the Budget Department, especially in the area of budget programming and budget execution. The Project activities had significant impact on the sector for macroeconomic forecasting and sector for capital budget. Employees were trained to prepare the report related to the macroeconomic forecasting. Also, 2 procedures have been harmonized with EU regulation (2006 Guidelines for the Capital Budget Development and 2010 Government Decision on the Preparation of the Capital Budget). 
In 2010 CDP, through engagement of international consultant and number of trainings strengthened capacities of the Sector Budget – Macroeconomic forecast unit in performing its macroeconomic and fiscal revenue forecasting function. The specific focus was given to preparation of macroeconomic and fiscal revenue forecasts in the context of the regular budget preparation as well as forecasts needed for other, supplementary budget submissions. The support of the budget department in this area continued in 2011
. After several in-house trainings provided by consultant as well as outside trainings - in Training centers (e.g. Center for Excellences in Finance
, Ljubljana, Slovenia),  the number of the employees capable to deliver high profile work was increased. The list of participants and agenda of trainings can be found in Annex 2
Additionally, in 2010 the Project has been instrumental in assisting the Ministry of Finance - Budget Department through the process of the Eurobond issuance preparation. The Project engaged international consultant who was involved in all stages of the Eurobond issuance preparation that was completed in September 2010 with a successful issuance of the instrument on the international financial market. In 2011 the whole process of Eurobond issuance was done by staff from Budget department, monitored by consultant. 
Budget Department was well aware of the fact that its capital budget programming process was sub-optimal and needed substantial improvements. In order to address this problem, in 2010 international consultant
 was selected to prepare a conceptual / methodological report, outlining the system to be established for an efficient programming of the investment part of the country’s public finances. Three staff of the Capital Budget unit were trained to prepare Decision of the Capital Budget as well as to prepare reports for other capital budget users One policy - Guidelines for the Capital Budget Development)   has been adopted.
In order to further strengthen capacities of the Budget Department, Project organized a study tour for (12) representatives of the Department who visited their counterparts in Malta. The main objective of the visit was to exchange experience about the processes of budget revenues programming as well as about the mechanisms of budget expenditure controls. The participants also gained the information and knowledge on reforms which have been implemented in Malta and which are related to creating a better and more efficient budget planning process with specific focus given to the EU requirements; than in the field of macro planning, encouraged Ministry of Finance Montenegro to consider and potentially develop new initiatives in Department for improving work process, including: Development of strategy for  future steps in budget planning, including creation of performance indicators for program budgeting, capital budget as well as planning, monitoring and reporting by using ESA 95 methodology, instead current GFS cash based system what started with changes in 2011 (total reform of the Budget department has been proceeded).  The list of participants and agenda of the Study Tour is Annex 3.
Component 3: Tax& Custom

Overall objective of the component was to support strengthening of institutional capacities of the Tax and Customs Department of the Ministry of Finance as well as to improve cooperation and coordination with the Tax Administration Office and Customs Service Office. 
The capacities of the Tax and Customs Department were strengthened through different Project activities, mainly related to organization of trainings, study visit and engagement of experts. 

In October 2009, there were working meetings organized in Ljubljana, Slovenia for the representatives of Tax and Custom Department. The focus of the meetings was to exchange views with the Slovak Ministry of Finance about the tax and custom system / administration in view of the current financial crisis. The visit was organized with full cooperation of the Ministry of Finance of the Republic of Slovenia. The Montenegro delegation met (as group and / individually) with their counterparts at the Ministry of Finance of the Republic of Slovenia, the Tax Authority of the Republic of Slovenia, and the Customs Office of the Republic of Slovenia. List of participants and Agenda of the visit is Annex 4.

In March 2010, study visit to Slovakia was organized.  Slovakia is a country that has introduced a highly competitive tax system and has been used as model country in the region on this subject. In view of Montenegro’s intentions to make its tax system / administration more efficient, the visit was an opportunity to exchange views with the Slovak Ministry of Finance about the tax system / administration and custom system/administration in view of the current financial crisis.  The major result of  this visit was new project funded by Ministry of Finance Republic Slovakia. List of participants and agenda of the visit is Annex 5. 
This department with the support of the international expert (ToR
) prepared the study related to fiscal capacity and tax gap assessment of the existing regulation of Montenegro and of its institutions-processes where identified existing areas for improvement of revenue collection and potential areas to be developed and enforced. 

Engagement of international expert (ToR
) to provide assistance to the Tax and Customs Department for strengthening its institutional capacities (on the function of fiscal policy analysis, and the function of the second instance authority) in developing its capacities for good fiscal policy analysis as well as for performing well its function as a second instance authority was in late 2010. Consultant produced document with brief description of: main institutional characteristics of the Department (mandate, staffing, IT, etc.) with special attention on the fiscal policy analysis function and function of being the second instance authority within the tax administrative procedure (i.e. appeal process); Critical assessment of the Department’s activity (mandate, staffing, IT performance, relation to other departments within the Ministry and to relevant external institutions, such as Tax authority) by applying regional and international benchmarks as well as international best practices; Presentation of institutional characteristics of units / sectors / departments responsible for  taxes and customs in those countries that might be interesting from the Montenegro’s perspective; Institutional structure of the reformed Tax and Customs Department of the Ministry of Finance in Montenegro with optimal organizational structure, business processes, job description elaborated for all the key officials of the Department to reflect all the functions of the tax and customs policy; Program for putting in place the reformed Tax and Customs Department of the Ministry of Finance in Montenegro accompanied with the action plan that defines activities, such as training of the personnel, drafting of the manuals and guidelines, etc. as well as the timing of their implementation.
In addition, capacities and skills of  of  14 employees of Tax and Custom sector were improved, through the  following 
1. CEF 11-15/04/2011, 4 persons

2. VAT – Change of EU System, from December 8 – 9, 2010. in CEF, Ljubljana, Slovenia (6 persons)
3. Seminar” Legal days in Budva, on topic ”Important questions of modern legislation "(Governing law, property - legal, harmonization – EU), Budva, Montenegro (4 persons)
List of participants and agendas for the trainings are in Annex 6.
Component 4: International Competitiveness Indicators

The overall objective of the component was to support institutional strengthening of the Department for improving the business environment as an entirely new Department within the structure of the Ministry of Finance (with mandate to support the work of Council for elimination of business barriers).
In October 2009, a 5-days workshop
was organized to familiarize policy makers with the methodology of the Doing Business indicators report (prepared annually by the World Bank) and to provide recommendations for improvement of business environment in Montenegro The workshop organized in cooperation with the IFC was attended by (56) representatives of the following institutions: Ministry of Finance, Ministry of Economy, Ministry of Justice, Ministry for Spatial Development and Environment Protection, Chamber of Economy, Montenegro Business Alliance, Union of Employers, Tax Administration, Real Estate Agency, Commercial Court, Central Bank of Montenegro, Customs Administration, Municipality of Podgorica, Agency for Construction and Development of Podgorica. List of participants and agenda of the workshop is Annex 7. 
Four officials from the Ministry of Finance visited relevant institutions in Skoplje, Macedonia in April 2010. The main objective of the study visit in Macedonia was to provide an opportunity to officials of the Department for improving business environment to exchange views and experience with Macedonian counterparts on how to create better and more efficient business environment. The study tour also provided an important input for conceptualization of the system for regular monitoring of Montenegro’s international competitiveness which Montenegro developed later.  List of participants and agenda is Annex 8.
Following the visit to Macedonia, Montenegro developed the system for regular monitoring of the country’s international competitiveness with internationally comparable system of indicators. The system was designed on the basis of international “best practices” in this area as well as on the questionnaire survey which was conducted for 309 Montenegrin firms (originally was planned 200 companies).   The Study “Competitiveness of Montenegrin Economy” was printed and published (it can be downloaded at government website http://www.mf.gov.me/vijesti/104426/Studija-Konkurentnost.html). The Study was presented and distributed at the conference which was held in  Podgorica
. The Agenda of the Conference is Annex 9.
In order to further strengthen capacities of the Department, the Project organized study visit to Copenhagen, Denmark in October 2011.  Representatives of the Sector for improving of business environment had the opportunity to learn more about procedures for business registration, business licensing, implementation of regulatory impact analysis, with the legislation and the principles of collective bargaining in the labour market and tax policy of the Denmark. The list of participants and agenda is Annex 10.
Component 5: Insurance

The main objective of the component was to strengthen actuarial capacities of the Insurance Supervision Agency (ISA) and harmonization of Montenegrin insurance rules and procedures with EU.
The ISA, with the Project support prepared number of documents and improved the skills and knowledge of its staff on supervision of insurance companies. The Project engaged 6 international consultants




 who assisted the ISA in the following: 
· Drafting the required by-laws, regulations and procedures and drafting the two Rulebooks, one on the Chart of Accounts and another one on Assessment of Financial Position.

· Drafting amendments of the Law on Insurance, harmonizing the Law with the acquis. 
· Strengthening actuarial knowledge in areas related to: (i) methods of calculating of technical provisions of the insurance companies, and (ii) determination of the retention of the insurance companies.
· Strengthening capacities of ISA staff to fulfill its duties as a regulator and supervisor of the insurance industry in accordance with the principles of open market economy, the international insurance supervision standards (IAIS) as well as the acquis in this area. Having in mind that during the Project implementation, it was identified that ISA needed significant support in the area of reinsurance supervision, The Project organized 3 days workshop. The agenda is Annex 11.  
In addition, the Project hired 2 local insurance experts
 to provide assistance to the Insurance Supervisory Agency in developing actuarial and accounting component. 

There were study visits to Malta and Poland (18 participants) where participants exchanged experience and gain knowledge with other Insurance institutions in the field of insurance supervision with special emphasis on the methods, procedures and practical aspects of on-site and off-site controls. Agendas of visits and list of participants are Annex 12 and Annex 13.
Cross cutting activities
The Project implemented all planned activities within the five components. In addition to these activities, Project implemented some activities that were beneficial for the whole Ministry and which had impact on organization and functioning of the Ministry, including: 
· Work program of the Ministry of Finance for the 2010 – 2013 period; upon the request of the Minister of Finance, the Project provided support for drafting the document titled “Program orientation of the Ministry of Finance for the period 2010 – 2013”. The document was the key programming document of the Ministry for the medium-term period and as such provided an overall framework for the Project’s activities.  At the retreat organized for senior management of the Ministry of Finance and some other institutions (which took place in February 2010), the draft document was discussed among all the parties concerned. The document was adopted by the Government in April 2010 and it was the first document of that kind (multi-annual work program of a ministry) prepared in Montenegro. In summer months of the year 2010, an action plan for implementation of the Work plan was drafted and adopted. 

· Assessment of the Ministry of Finance’s internal organization / processes in the areas of macroeconomic projections, fiscal programming and economic analysis with recommendations; At the request of the Minister of Finance, Project conducted an assessment and produced the report on Ministry’s internal organization / processes in the areas macroeconomic projections, fiscal programming and economic analysis, articulating recommendations for strengthening the Ministry’s functions in these areas. The recommendation of the report was used by the Ministry in some institutional adjustments in the areas that were subject of the report. 

· Guidelines for integrating procedures of the Economic and Fiscal program (EFP) preparation with those ones for preparation of an annual budget; The main objective of this activity was to prepare guidelines for integrating the process of the EFP preparation (a document prepared annually for the European Commission) into the process of annual budget preparation. In the past three years, Montenegro was preparing EFPs in a procedure that has been de-facto de-linked from the procedure for an annual budget preparation. In order to make the documents more coherent and at the same time to reduce the working load on the Ministry’s staff involved in the documents preparation, it was decided to explore ways and means for integrating the two processes. The guidelines have fully met this goal and preparation of the 2011 EFP was integrated into the procedures for the 2011 budget preparation. 

· Upgrading of the beneficiary’s IT capability and minor office rehabilitation works; Having in mind that the Ministry has limited number of offices and lack of IT equipment, the Project invested some resources for upgrading the beneficiary’s IT capability as well as for minor office rehabilitation works necessary for efficient implementation of the Project
. List of procured IT equipment is part of the Annex 14.  
IV.  Implementation Arrangement 

The Project became operational in summer 2009 by putting together its core implementation structure. On the one hand, the Project Manager and the Core international advisor were appointed. And on the other hand, two Project bodies have been established by the Ministry of Finance as the main beneficiary of the Project in order to create conditions for its smooth implementation. The first one – Group at the level of Deputy Ministers – as the body for the Project coordination, and the second one – Group at the operational level– as an operational body for the implementation of the agreed program
V.   Coordination with partners/ donors

CDP is placed within the premises of the Ministry of Foreign Affairs and European Integration and in the same building with Ministry of Finance and such position enabled efficient daily communication with the Ministry of Finance. Excellent collaboration between CDP and Ministry of Finance, as well as with other line ministries, was important precondition for successful implementation of the project. In addition, CDP ensured the synergy with other projects in its portfolio, making better impact on its assistance to the Government of Montenegro in the process of EU integration. 

CDP had regular coordination meetings with EUD to Montenegro as well as with other donors in order to avoid overlapping and maximize the donor assistance to Montenegro in the areas covered by the Project. 

VI.    Visibility of the Project

The Government of Montenegro and the Parliament of Montenegro have been informed on activities carried by the project through regular Quarterly Reports on the Stabilization and Association process, in which one chapter is dedicated to activities of CDP.

Examples of visibility could be seen in annexes which contained project deliverables such are agendas of seminars, presentations, banners and other printed documents.

VII. Lessons learned

The major lesson learned was related to flexibility of the Project. Namely, during the implementation of the Project, different circumstances, including new phases for Montenegro in the process of EU Integration, establishment of the new Government, global financial crises influenced the implementation of the project. These challenges Project overcame with its flexibility - smooth management of the Project and quick adaptation to urgent needs in a complex and rapidly changing policy environment.  To date the flexibility and support ‘on-demand’ ethos of the CDP has been a key success feature. The  Project was able to fulfil the particular needs and demands required  to expedite innovative aspect of policy, ensuring efficient and user-friendly delivery, through close cooperation and coordination with the Working Group (at the level of Deputy Ministers) and quick approval of donor for the newly identified needs.  
� The Capacity Development Programme (CDP) isjoint initiative of the Government of Montenegro and UNDP.  CDP has been established in 2003 to assist Government with administrative reform  and  EU integration . Second Phase of CDP started in February 2007 with strong governmental ownership: management unit of CDP is placed in the premises of the Ministry of Foreign Affairs and European Integration.  
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