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Project Document 
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

The project is implemented by Ministry of Finance of Montenegro and Capacity Development Programme (CDP)
 and financed by the Government of Netherlands.

1. 
Summary:

This project aims to strengthen the Government’s ability to efficiently plan, analyse and manage the public finances for the benefit of its citizens and in support to country’s aspirations for sustainable development and EU integration. The outcome will include enhanced institutional and administrative capacity for financial analysis, management, policy development, dialogue and fiscal planning.
The project complements ongoing efforts of Ministry of Finance to reform and strengthen the public finance sector. It is expected to contribute to modernising the financial system and it’s harmonization with EU standards, thus better serving development goals such as sustainable economic growth and poverty reduction. The project will utilize national and international expertise to meet its objectives. 

The project corresponds to the UNDP’s goal to support public finance reforms that encourage greater accountability and transparency, and focus on development for all. 

2. Situation Analysis:

Since Montenegro embarked on a process of reform, there have been important and positive economic developments on the path of transition from a centrally planned economy to a market-based one.  The roles and positions adopted by the Government among international development and financial institutions have been consolidated and strengthened following the country’s independence
. In addition, during the last three years economic growth has been solid and budget surplus significant. 

However, judging from more multifaceted economic integration perspectives, Montenegro continues to lag behind the EU’s more developed market economies. Beside other required measures, this further underlines the need to strengthen the public finance policies and management systems in order to mobilize and manage national resources efficiently, accelerate economic development and enable more active economic integration in the current regional and EU settings.

Administrative reform in the area of public financial management has become one of key pillars of the Government governance and public administration reform programme. All stages of finance management, ranging from revenue, spending appropriation, and fund management to personnel and systems upgrading in the finance sector, at all levels from central to local, is now underway.

Public finance management has therefore recently seen positive change, and is becoming a more effective macro-economic management tool of the Government. Despite the relatively small size of the economy, public finance potential has been increased, resources trends to development investment accelerated. Overdue debts have been restructured gradually through the Paris and London Clubs as well as through bilateral consultation with creditors, and a roadmap for careful international financial integration is being implemented. 

Parallel to these reforms, the Government is determined to proceed to the next phase of EU integration process (through implementation of the SAA). In this regard one of the main challenges is to adjust to the essential complexity, and cross-cutting nature of the policy-making process in the public finance management. It implies re-design of the regulatory framework necessary to ensure successful economic performance and legal harmonisation with Acquis.  
An important step in this regard is creation of common policy platform for establishment and efficient functioning of appropriate coordination mechanisms in economic fiscal program (EFP), accounting and auditing, budget planning, insurance and tax policy. Implementation of the reforms within the public finance management system requires new capacities and skills within the national institutions involved, particularly at Ministry of Finance (MoF). 

The Government of Montenegro and Ministry of Finance in particular are aware of the need for strengthened internal capacities as well as the utilization of external expertise to complement its own expertise in strengthening public finance management. The development of appropriate legal framework as well as team of experts and a management mechanism for interaction between financial policies and those in other spheres (especially EU integration) is seen as essential. Moreover, the implementation of economic and fiscal program, budgeting system, customs and tax administration in accordance with EU standards, as well as harmonization with the international accounting and auditing principles need to be addressed.  

Therefore MoF has addressed the Capacity Development Programme (CDP) to provide assistance in this regard utilizing Holland’s constituency partnership and other ongoing projects in the area of EU integration, implemented under CDP framework.
3.
Intervention Strategy:

This project aims to assist the Government of Montenegro, in particular the Ministry of Finance, in strengthening financial planning, analysis and management capacity to ensure effectiveness of financial policy in terms of their economic development and EU integration outcomes. The project is designed as a capacity building initiative that combines trainings on new policies, drafting of manuals and legal documents, development and implementation of financial monitoring and reporting framework that is harmonized with acquis communautaire.  
There are five identified areas which will be in focus of project’s support: 1) Economic and Fiscal Program; 2) Budget; 3) Tax and Custom; 4) Public Finance indicators; 5) Insurance.
The project will have a three-pronged approach:

· Training of key staff of Ministry of Finance and other relevant institutions in technical areas, such as projection of macroeconomic indicators, mid-term budget planning, tax and custom regulations, financial reporting, and public policy initiatives. 
· Development of legal and administrative framework in accordance with EU requirements, and in particularly with acquis communautaire to ensure more integrated and long-term cohesiveness of EU integration process

· Improvement of institutional mechanisms to ensure more systematic information flows, public consultation, regular monitoring and review of financial policies and coordination with other agencies, at national and local levels. 
As such, activities would not focus only on technical assistance specific to particular institution (or policy), but also, at a more strategic level, in helping the Government strengthen analytical and assessment capacity in order to better understand the trade-offs involved, in their determination of the best strategic directions of public policy. Planned activities are expected to improve the performance of financial sector the quality of governance, but also the political and administrative decision-making, while also serving the important values of openness, public involvement and accountability.
CDP will closely cooperate with Ministry of Finance of the Netherlands on implementation of the project. In particular, organization of study visits, trainings and engagement of experts will be communicated and coordinated with Ministry of Finance of the Netherlands.. 
Expected Outputs:

Output   1: 
Analytical policy reviews and assessments in defined areas conducted, resulting in specific policy recommendations/outputs that would serve priority requirements of the Government. 
Output 2:  Legal and administrative framework developed in accordance with EU requirements. 
Output   3:  
Operational, management and policy-making capacities of Ministry of Finance strengthened.  
Activities within the specific area/sectors: 
1. Economic and Fiscal Program (EFP) 

Ministry of Finance has prepared Montenegro Economic and Fiscal Programme 2007-2010, which is annually updated. The major challenge during this exercise has been to develop accurate projection of macroeconomic indicators. The “real scenario” methodology was used for projection of these indicators, which implies a continuation of the already initiated reforms in Montenegro without consideration of significant external shocks. Therefore it is essential that macroeconomic fiscal frame for 2009-2011 and 2010-2012 are carefully prepared taking in consideration all relevant inputs. 
In that regard, project’s support will be focused on the following:
· Provide expertise (regional and international) for revision of Montenegro Economic and Fiscal Programme 2007-2010 and recommendation for annual update of the document; 

· Provide expertise and training for Ministry of Finance employees on macroeconomic indicators projection; 
· Establishment of coordination mechanisms and interdependency between structural reforms with the accent on the quantification of it’s effects on public finances and macroeconomic framework.  

· Development of macroeconomic fiscal frame, respectively for  2009-2011 and/ or 2010-2012
2. Budget 
Estimation of budget and public consumption in Montenegro by the end of 2008 is based on estimated data on GDP trend and other macroeconomic aggregates, as well as the achievements of budget consumption. Public consumption policy in 2008 is based on main objectives of the economic program of the Government of Montenegro, evaluation of Montenegro fiscal potentials, and evaluated macroeconomic trends for the current period. Likewise, it is aligned with the main strategic document prepared by Montenegro within the European Union accession process – National Program for Integration (NPI). 
Therefore it is crucial to implement mid-term budgetary policies during the defined mid-term frames 2009-2011, in timely and efficient manner and extend the existing system of budget planning to all budget users. 

Presumption for conceiving and application of a mid-term budgetary frame is a reform of the budgetary preparation and planning process, and implementation of financial limits for budget users during periods of several years. The new method “from up to below” would be implemented during budget preparation and planning process (which is different from the current method, “upwards from below”). Also, reforms of a budgetary program entail implementation of a logical program classification for the overall budget, together with preparation of IT system for monitoring and budget execution according to the program structure.

Project will support the following:
- 
Provide expertise for upgrading the existing system of budget planning and extend it to all budget users using electronic communication
- 
Provide expert assistance for further development of the existent system of fiscal impact evaluation 
-  
Revise Montenegro’s capital budget implementation, including revision of classification, procedures and techniques for efficient planning and preparation of the capital budget and establishment of a database with information on all projects connected to the budget, enabling adequate analysis of financial risks and improving the process of decision making in selecting priorities
- 
Provide expert assistance for establishment and implementation of mid-term budget framework with development of system and standardized forms for monitoring and reporting on budget execution
- 
Provide expertise on budgeting resources from EU funds and timely planning of required co-sharing for IPA projects.

3. Tax and Customs
The basic directions of tax and custom policy reform in Montenegro will focus on processes initiated in this area as well as on improved harmonization of tax and custom regulations with Acquis. 
Implementation of tax and custom policy is performed by Tax Administration and Custom Administration and It is crucial for Ministry of Finance to have well defined mid-term tax and custom policy with reference to ongoing and planned projects, and in particular to projects covered by IPA National Programms.  The sector for tax and custom system within MoF has supervisory role of the two Administration Units and therefore its coordination role is very important for overall policy in this area.  There are two projects planned within IPA National Programms (IPA 2007 – Technical Assistance to Tax Administration; IPA 2008 – Technical Assistance to Custom Administration),  which are focused on these two policy implementing agencies, but not on sector of MoF which mandate is to make decisions on policy level. This sector for tax and custom policy will be subject of project’s assistance. 

Project’s support will be focused on the following:
· Provide expertise for conducting assessment in the area of harmonization of tax and custom regulation with acquis communautaire, including recommendations for further needs in process of drafting sub-laws and other regulations. 
· Provide expertise and trainings  for creation of mid-term customs and tax policy

· Organize study visit to EU member state for exchanging information and mutual assistance on tax and custom administration 
· Provide expert assistance in enhancing the coordinative role of the tax and custom system sector with the other institutions at the Republican level and local government units.

4.    Public Finance Indicators
Fiscal sustainability is very demanding task and it needs to be monitored constantly. In that regard, public finance indicators are basic point for monitoring and evaluation of the country in this area.  Improving knowledge on public finance indicators will enable Ministry of Finance to measure economic freedoms in the country and recommend measures for their improvement which will automatically bring Montenegro to higher ranking in the reports of World Bank and Organization of Economic Cooperation and Development (OECD). 
Therefore, project’s support will be focused on the following:
-     Identify relevant macroeconomic indicators, methods of processing and calculating the  
       indicators (refers to World Bank and OECD);

       -     Establishing of the permanent working teams in Ministry of Finance which will be in  
              charge of communications with relevant international organizations and providing  

              requested data.
       -      Establishing of new organizational unit within MoF which will monitor progress made  

               toward public  finance indicators

       -      Provide expertise for drafting and implementation of the strategic documents  
5. Insurance 
 The basic goal of reform of the insurance market is to create a financial reliable and stable insurance market that will secure the protection of the insured and create environment for high quality insurance services and products. The new Law on insurance that came into effect in late 2006, established such a legal framework that will enable increase in insurance affairs quality in accordance with the principles of an open market economy, the international insurance supervision standards (IAIS), as well as the European directives related to this field. According to the Law, the Agency for insurance supervision has been established in January 2008. This new Agency is facing with number of issues primarily related to lack of expertise in the field of insurance. 
Project’s support will be in the following:
· Provide expert assistance in setting up the organizational structure of the Insurance Supervision Agency 
· Provide expert assistance for developing rulebooks, minimum disclosure standards and rules governing insurance holding companies, affiliates and subsidiaries.

· Provide expertise for developing financial reporting forms for insurance companies, standards for electronic submission of financial data to the regulators and development of risk-sensitive early warning system for identification of companies that have functioning problems. 
· Organize trainings on newly established systems and procedures for supervision of insurance companies related to solvency regulation, financial analysis and field examination, pricing of insurance products, etc.
The upper mentioned intervention areas has been carefully selected, are strategic and essential to ensure sustainable economic growth of Montenegro. The project is fully in line with recommendations form EU Annual Progress reports, and SAA implementation obligations.
Furthermore, the Project will be managed in a most flexible manner to allow meeting of emerging needs of the government within the reform process and participation of key stakeholders, within the human development focus and mandate.
4.
Management Arrangements:

The project will be self-contained for funding purposes, with its own budget and results-based management framework, but will form an integrated part of the Capacity Development Programme (CDP), complementing related activities of that programme. 

The CDP Executive Committee
 will have ultimate responsibility for management, assisted by the CDP's managing authority - Capacity Development Unit (CDU), and answerable to the Steering Committee composed from the representatives of the Government and donors and chaired by the Deputy Prime Minister for European Integration. 

The overall project activities will be implemented by Technical Working Group established by the Minister of Finance to assist management of the CDP.
CDU will share the annual working plans, terms of reference for experts and any other relevant documents with Ministry of Finance of the Netherlands, through the focal person determined by the Ministry.  The representative of the Ministry of Finance of the Netherlands will be member of the CDP Executive Committee and actively participate in the management of the Project.
UNDP Backstopping Team: The UNDP Office in Podgorica staff will provide strategic advice and administrative support and is responsible for financial disbursements, controlling and reporting. The Backstopping Team will ensure that the project is informed by the lessons of UNDP's prior project experience and is integrated into the ongoing project activities within the CDP portfolio. 

Monitoring and Evaluation: The purpose of monitoring and evaluation will be to monitor progress towards the key outputs, identify, in good time, where improvements are necessary to enable the project to achieve its objectives, and to make preliminary assessments about further training needs of the target groups. 

To evaluate the accountability of the project actors, the UNDP will apply its usual mechanisms.

Result Framework
	Intended Outcome as stated in the Country/ Regional/ Global Programme Results and Resource Framework: 

Consolidation of efficiency, accountability and transparency in public administration
(Efficiency and transparency of Government improved in order to effective lead policy formulation, coordination and service delivery in accordance with EU requirements)

	Outcome indicators as stated in the Country/ Regional/ Global Programme Results and Resources Framework, including baseline and targets.

Indicators: EC Annual Reports onStablilization and Association process in  Montenegro
Baseline: progress report 2008: In order to prepare fully for implementation of the SAA, Montenegro needs to continue upgrading its administrative capacity in the areas covered by the agreement, which is a key European Partnership priority 

	Applicable MYFF Service Line: Service line 2.7-Public Administration reform 

	Partnership Strategy:   The project will contribute towards building partnership with the Government of Montenegro and CDP as a partner in strengthening operational  and institutional capacities of Ministry of Finance

	Project title and ID (ATLAS Award ID): “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”

	Intended Outputs


	Output Targets for (years)
	Indicative Activities
	Responsible parties
	Inputs

	1. Operational, management and policy-making capacities of Ministry of Finance strengthened, through conducting analytical policy reviews and assessments, providing specific policy recommendations and developing legal and administrative framework in accordance with EU requirements. 
Baseline: MoF does not have sufficient capacities to formulate and implement the policies in the areas of Economic and Fiscal Programme, Budget , Tax and Custom, Public Finance Indicators and Insurance 
Indicators:  Specific policies/ recommendations  for identified areas developed  and implemented; 
At least 20 staff of  MoF trained systematically on skills required in financial policymaking and daily operations; 

At least two laws/regulations harmonized in accordance with EU requirements

	Target for 1st year:
Assess  existing  relevant policies/systems and provide and recommendations in defined areas; 

Identify gaps between national and EU legislation;

Establish mechanisms for planning, implementation and monitoring of financial policies
Target for 2nd year
Implement mid-term  budget framework;

Align financial reporting with the acquis
Implement newly developed mechanisms and procedures

 
	1.1 Provide support for Economic and Fiscal Programme  
Actions:

· Provide expertise (regional and international) for revision of Montenegro Economic and Fiscal Programme 2007-2010 and recommendation for annual update of the document; 

· Provide expertise and training for Ministry of Finance employees on macroeconomic indicators projection; 

· Establishment of coordination mechanisms and interdependency between structural reforms with the accent on the quantification of it’s effects on public finances and macroeconomic framework.  

· Development of macroeconomic fiscal frame, respectively for  2009-2011 and/ or 2010-2012
 
1.2 Support to Budget Sector  
Actions:
 - Provide expertise for upgrading the existing system of budget planning and extend it to all budget users using electronic communication

- 
Provide expert assistance for further development of the existent system of fiscal impact evaluation 

-  
Revise Montenegro’s capital budget implementation, including revision of classification, procedures and techniques for efficient planning and preparation of the capital budget and establishment of a database with information on all projects connected to the budget, enabling adequate analysis of financial risks and improving the process of decision making in selecting priorities

- 
Provide expert assistance for establishment and implementation of mid-term budget framework with development of system and standardized forms for monitoring and reporting on budget execution

- 
Provide expertise on budgeting resources from EU funds and timely planning of required co-sharing for IPA projects.

1.3 Support to Tax and Custom Sector  
Actions:

· Provide expertise for conducting assessment in the area of harmonization of tax and custom regulation with acquis communautaire, including recommendations for further needs in process of drafting sub-laws and other regulations. 

· Provide expertise and trainings  for creation of mid-term customs and tax policy

· Organize study visit to EU member state for exchanging information and mutual assistance on tax and custom administration 

· Provide expert assistance in enhancing the coordinative role of the tax and custom system sector with the other institutions at the Republican level and local government units.


1.4.  Support for Public Finance Indicators 
Actions:

- Identify relevant macroeconomic indicators, methods of processing and calculating the  indicators (refers to World Bank and OECD);

-  Establishing of the permanent working teams in Ministry of Finance which will be in  charge of communications with relevant international organizations and providing  requested data.

 -  Establishing of new organizational unit within MoF which will monitor progress made   toward public  finance indicators

 -   Provide expertise for drafting and implementation of the strategic documents 

1.5. Support to Insurance Sector 
Actions:
· Provide expert assistance in setting up the organizational structure of the Insurance Supervision Agency 

· Provide expert assistance for developing rulebooks, minimum disclosure standards and rules governing insurance holding companies, affiliates and subsidiaries.

· Provide expertise for developing financial reporting forms for insurance companies, standards for electronic submission of financial data to the regulators and development of risk-sensitive early warning system for identification of companies that have functioning problems. 

-   Organize trainings on newly established systems and procedures for supervision of insurance companies related to solvency regulation, financial analysis and field examination, pricing of insurance products, etc.

	UNDP

UNDP

UNDP

UNDP
UNDP
	International experts
Local experts

Roundtables
Study tour

Printing publications
International consultants

Local expert 
Coordination meetings
Workshops
IT equipment
International consultants

Study visits

Workshops
IT equipment



Total Budget		$958,581.54


Allocated resources:	$958,581.54


Government	__________


Regular 		__________


Other:


Donor	Government of Netherlands





In kind contributions  _________


Unfunded budget:	     _________








Programme Period:  2007 -2011


Programme Component: Service line 2.7


Project Title: 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


Project ID: _________________


Project Duration:	May 2009 – April 2011


Management Arrangement: Direct Execution (DEX)











� If an NGO is the Executing entity, it would not sign this page, but rather the Project Cooperation Agreement with UNDP


� The Capacity Development Programme (CDP) is joint initiative of the Government of Montenegro, Foundation Open Society Institute and UNDP.  CDP has been established in 2003 to assist the Government with administrative reform and EU accession. Second Phase of CDP started in February 2007 with strong governmental ownership: management unit of CDP is placed in the premises of the Secretariat for European Integration and overall management of the programme is conducted by Deputy Prime Minister for European integration. The activities proposed under CDP Phase II will, consequently, focus on supporting government’s efforts to improve its capacity to manage and coordinate the process of EU integration





� Montenegro became member of the UN on June 28 2006. In January 17th 2007 Montenegro became a 185th member of World Bank joining the Holland’s constituency in this organization. 





� The Executive Committee is chaired by the Head of the Secretariat for European Integration and composed of representatives of CDU, UNDP and FOSI-ROM.
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