Annex 3: Working Group Reports

Mid Year Review 2005
Economic Development 

Growth and Macroeconomic Stability

· During the first semester of 2005, production growth was strong leading to an expected growth rate of 7.7% by the end of year, as a result of a recovery in fishing, continued agricultural expansion and strong growth in construction. The drought that has affected some districts had only a modest impact on total agricultural production, although the number of people in need of assistance could be as high as half a million. Inflation has remained low as a result of lower food prices, and despite the sharp increase in prices for petroleum products.


· Most of the real effective exchange rate appreciation in 2004 was reversed in the first semester of 2005. While there were significant fluctuations during a short period, the exchange rate seems to have stabilized again, and all the operators have learned how to use the Central Bank’s foreign exchange auction system introduced in January 2005.
· Rising oil prices in the international markets have posed a significant challenge. The Government has broadly maintained its policy of adjusting domestic prices in line with international price changes. While the increases of oil prices in international markets in 2004 were partly compensated by the appreciation of the exchange rate, the cumulative effect of further increases and the depreciation of the metical in the first semester of 2005 obliged the Government to raise domestic prices by almost 50 percent.

· Looking forward to the second semester and 2006, the prospects for continued rapid growth and single digit inflation look good, provided the Government takes the agreed actions to improve the business climate and to reform the judicial, financial and public sector. The uncertainty regarding international oil prices poses a challenge that will require special attention.

Poverty Analysis and Monitoring Systems 

Status of 2005 PES/PAF implementation

· Overall progress has been satisfactory. The process of elaborating PARPA II has been exploited to conduct a fundamental appraisal of the poverty monitoring and evaluation system and to deepen and further institutionalise mechanisms for Government/ civil society actors. Civil society has responded positively to the increasing space that has been opened up by Government. civil society, primarily through the G20, has also led their own processes and initiatives around poverty analysis and other inputs into the PARPA revision process. Government has also carried out further analysis of the IAF data in a number of key areas. 
· Progress on the integration of the planning and budgeting instruments lags behind that which was planned.  

Priorities for 2006

· In looking forward, particular focus is needed in a number of key areas. First, consistency needs to be ensured between the PARPA, the Medium-Term Expenditure Framework, the PES (including the PAF matrix) and the State budget. The first step will be to improve the quality of the PES and the Balanço do PES and ensure that they are structured in accord with PARPA II. Second, the implementation of the revised monitoring and evaluation system will need to begin, accompanied by a comprehensive package to enhance capacity at all levels. Third, the Government of Mozambique will continue to create space at the national and provincial levels to engage civil society; while the latter needs to improve the quality of their contributions to the analysis of poverty and in the poverty monitoring and evaluation process.  Fourth, continuing in the spirit of openness and consultation that has marked the PARPA revision process, Government will need to disseminate the PARPA II.

Looking Back

· Within the context of  the PARPA revision, a fundamental appraisal of the monitoring and evaluation system has been conducted; this has provided the basis upon which to  re-think the poverty monitoring and evaluation system.

· Donor co-ordination and donor/government liaison with respect to poverty analysis and monitoring and evaluation has improved.

· Mechanisms for government/civil society/other stakeholders’ engagement were further deepened and institutionalised with the development of the national and provincial poverty observatories in the context of the PARPA development process.  

· A mechanism for joint working among government/donor and civil society has been developed through the working groups for the elaboration of PARPA II.  This structure will now need to be exploited to promote the use and availability of information  for policy development.. 

· Progress has been made with respect to the conduct of a study on the flow of information at the various levels with respect to the planning, budgeting, reporting and monitoring cycle – a key recommendation from the Joint Review 2005.

· A number of poverty related studies have been conducted to further explore issues which emerged from the analysis of the household survey. These included  studies on discrimination against orphans, poverty and criminality, analysis of seasonality of consumption and a qualitative  study of poverty in Inhambane and Sofala. 

Progress on indicators

PARPA revision concluded through a consultative process: It is expected that this indicator will be achieved; government is leading a broadly consultative process for the development of the PARPA II.  Issues remain, however, about the quality of  the consultative process. 

Single process of CFMP, PES and state budget formulation: the achievement of greater consistency  between these various instruments continues to be a challenge.

Forward Look 

· PAF indicator proposal:

It is proposed that the PAF indicator on the instruments be maintained in the following format: 


Sub area: Planning and Monitoring, indicator no. 38

Objective: Ensure consistency between the PARPA, MTEF, PES and budget (OE)

Target 2006: Improved structure and quality of the PES and balance do PES.

· The structure of the PES and balance do PES will be revised to bring them in line with the PARPA II and the MTEF.

· Implementation of the revised monitoring and evaluation system will be underpinned by a comprehensive strategy to embed the new system and approach and enhance capacity at all levels.  Donors will then jointly support this initiative.
· The Government of Mozambique will continue to create space at the national and provincial levels for civil society participation in poverty analysis and PARPA monitoring and evaluation. 

· Civil society must continue to improve the quality of their inputs and engagement with respect to poverty analysis and monitoring and evaluation. 

· The communication strategy for the launch and implementation of PARPA II must be developed and owned across government.  The strategy should be implemented as planned.  
· The structure for improving access to information within and outside government should be established. 
Public Finance Management


Budget Execution


1. Executive Summary

Status of the 2005 PES/PAF implementation

· Overall budget spending distribution was satisfactory. Spending in priority area reached 66.9% of total expenditure, of which 54% in Health and Education. The study on off-budgets in Health was completed and a task-force was established to move external funds on-budget and on-treasury. 
· Execution of the budget for goods & services (37.0%) and investments (26.3%) was low but better execution in the second half of the year is expected. Overall, the quality of the financial reporting improved by using new classifiers, though losing the functional information due to the change to the new system (e-SISTAFE).

· The link between figures in the sectors and those in the Budget Execution Report (BER) remains inconsistent. The BER in the new format contains less information on budget execution at sector level and the figures from different sources still do not fit. Also the planning of the financial operations remains weak, and detailed information on the on-lending activities of the Government is lacking.
Priorities for 2006

· Agreement has been reached on an extended set of indicators for the budget cycle. The main differences for the coming years are: (i) a stronger focus on the allocation phase of the budget cycle (allocations in line with PARPA priorities); (ii) monitoring of execution more focused on expenditures for goods and services that are under control of the Government at central, provincial and district level and for which reliable data exist, reinforcing the importance of the priority sectors during the execution phase, and; (iii) more focus on increasing the coverage of the budget (both own revenues and external funds). 
· The revision of the 65% indicator will have to result from the new PARPA. A clear definition of the spending units, by code, that are included in the priority sectors must be agreed upon. A solution should also be reached on the issue of including (all or part of) financial operations and debt payments as part of total expenditure.
· Key challenges outside the PAF are: (i) improved dialogue and flow of information between the Ministries of Finance, Planning and Development and the sector ministries; (ii) a more elaborated Medium Term Expenditure Framework (MTEF); (iii) improved treasury planning, and; (iv) more transparency on the financial operations.
· In the light of the ongoing exercise to include more internal and external funds on budget, further analysis is needed to determine: (i) to what extent the increase in the budget allocation for the priority areas (69.54%, as compared to the PAF target of 65%) is the effect of including previous off-budgets in the budget, and; (ii) how this exercise has impacted upon overall sectoral allocations, especially regarding the internal finance component. 
· The expenditure on financial operations (not included when calculating share of priority sectors) is going up considerably from 3.4% (in 2005) to 3.7% (in 2006) of GDP.
· The Budget proposal shows progress in increasing the coverage of the budget (both own resources and donor funds), in the decentralization (block grants agreed for all districts and these are now budget units) and in decreasing the deficit financed by domestic credits.
2. 
Looking Back
The first six months of budget execution were more complicated than in other years because the budget for 2005 was approved by Parliament only in late April, leaving just two months for execution according to the 2005 budget (which was more ambitious in income and expenditure than the 2004 budget - the basis for budget execution in the first four months).

On the PAF-indicators concerning the budget (execution)
· All PAF-targets for 2005 were on schedule after six months. The expenditures in the priority sectors ended well above the 65% target, with 66.9% of total expenditure (minus debt servicing). Of these 54% were spent in Health and Education, also well above the 2005 PAF target of 50% of priority spending in these two key social sectors. However, the PAF-indicator does not look at the execution of the budget as a whole. After six months recurrent expenditure has reached 43.4% of the annual budget, while the investment expenditure reached only 26.8%. Both figures are lower than in 2004, though absolute numbers still are higher.

· The third PAF-indicator in the budget area was the conclusion of a study in the off-budgets in health and using the results in the budget 2006 preparation. This indicator was met. The study was presented and discussed at two well attended meetings. The results are used as one of the inputs for the new established on-budget task force, consisting of donors and government representatives. There is no urgent need for follow-up studies in other sectors, such as Education. Work bringing funds on-budget and on-CUT in Education has started already.
Apart from the PAF, the following observations and assessments can be made:

· The macro economic indicators have shown positive outcomes. Several macroeconomic variables are keeping pace with what was planned. Overall production has grown faster in the first semester than forecasted for the whole year. The production growth is broad based as shown by the sectoral composition of total output. Inflation has been kept low throughout the year (2.1% accumulated according to BdPES– IMF estimate is 4.1%), well in line with the target of inflation between 7 and 8%. The deficit of the trade balance is less than 50% of the forecast for the whole year. Budget support paid in the first semester has grown by 95% compared to 2004 1st semester, which is very welcome.
· The quality of the BER has improved: receitas proprias are now part of regular budget and there is considerably more information on the source of funds and on expenditures and revenues at the level of districts and municipalities. The more complete table on external funds in the BER is very useful, just as the short overview of the balance in the budget in the beginning of the report. The difference in numbers between the BdPES and the BER has decreased. 
· However, the link between the financial figures at sector level and those presented in the budget execution report remains cumbersome, in spite of the more regular contact and dialogue between Finance and the different sector ministries. Sectors also complain that in the new format of the BER much of the detailed information on sector performance has disappeared, decreasing the relevance of the report for use in the sectors (all tables based on the organic classifier and its four digit classifier are gone). Execution data on the most important water institutions for instance are hidden in general MOPH and DPOPH figures. The totals given in the report for the Water sector as priority are not correct, because they lack part of the figures.
· Performance on the revenue side is quite good. Tax collection has recovered (see tax report) and the fruit of higher discipline among the PAPs has contributed to more payments of general budget support in the first six months. On the expenditure side low execution rates can be noted on the investment budget (27%) and the goods and services (37%). Especially on the investment side the second semester might show a substantial leap forward, as many new investments had to wait for the approval of the budget and the investment expenditure usually is higher in the second half of the year.

· Just as in previous years the planning of the financial operations is not very good. In the first two months of 2005 an amount in treasury bills of 3.700 billion meticais had to be paid back. Executing of the budget according to plan will probably lead to the need to issue a comparable amount of treasury bills in the second half of the year. A solid treasury plan is needed, coordinated with donors to avoid unplanned issue of treasury bills and bonds. Information on the on-lending activities of the GoM remains unsatisfactory. There is no information at all in the report on the repayment of loans by companies on the ‘acordos de retrocesao’. These revenues are also not budgeted.

· It is worth noting that the execution rate of the budget at provincial level has been higher in the first semester than the rate at central level. Of the total expenditure 52% was realized at central level (OE 55%) and 45% at provincial level (OE 42%).
3. 
Looking forward

There has been an intensive dialogue between the partners on the PES/PAF matrix in the budget area, resulting in two modified and three new indicators. In addition to the matrix itself the following explanatory notes deserve to be mentioned:

· There is broad agreement that the present indicator of 65% spending in priority sectors needs to be revised as part of the PARPA II. Though it is useful to have a broad indicator on poverty spending, the definition of what exactly are the priorities needs to be reconsidered. The indicator on the minimum total percentage of expenditure in health and education has been dropped. In stead the new indicator does take the allocation in the budget as a whole in consideration, which thus far was not the case. Allocation will have to be in line with the PARPA priorities.

· Two new indicators on the budget execution have been agreed, focusing on expenditures that are under control of government (and therefore excluding external project funds) and for which timely and accurate information is available. Monitoring these indicators will not need any extra effort. All data can be harvested from existing source (BER), based on the definitions of ‘provincial level’, ‘goods and services’ and ‘priority sectors’ used in that document. However, the BER will need to include an extra table specifying the expenditure in goods and services in priority and non-priority sectors.

· More weight is given to the coverage of the budget, which in previous years was not part of the PAF. Receitas proprias of 7 ministries will be included in the budget 2007 and government and donors will increase the level of donor funds that are on-budget and on-CUT. This clearly is a shared responsibility between PAPs and GoM. It was decided to include the on-CUT target in the PAF, while the on-budget target will be part of the PAP matrix.

Four important issues not covered in the PAF deserve to be highlighted:
· The flow of information and the communication between sectors and finance is still far from good. Further improvements are required. The monthly meetings between the sectors and finance apparently have not contributed yet to a solution.

· Treasury planning needs improvement and a treasury plan should be presented at the end of the year that will also serve as basis for the monthly donor disbursements. Such a plan is part of the obligations under the MoU.

· More complete information on the on-lending operations by government, mainly through acordos de retrocesao. The pay back of these loans is not budgeted and these figures do not appear in the BER.

· The lack of an elaborated Medium Term Expenditure Framework. This is an important instrument in linking the PARPA to the budget and can help to give sectors more confidence and predictability in the allocations.

 
Comments on draft OE and PES 2006


On macro economic framework: 

· The PES and OE 2006 project growth for 2006 at 7,4% and inflation at 7,5%, which is in line with the IMF memorandum. Maintaining the high growth is higly dependent increase in agricultural production and productivity and on further structural reforms. The necessary actions are not all well integrated in the PES and budget cuts in Agriculture and the area of Good Governance are the wrong signal. 
· Not much progress has been made in the development of the medium term economic framework. A well elaborated MTEF could make discussions on budget more focussed also in parliament. This could also improve the possibility for multiyear commitments by donors.
· Tax revenue is increasing and projected at 14.6% of GDP, in line with agreements with the IMF. However, the OE/PES is not consistent in tables and figures at different pages, including on projected GDP and tax revenue. The absolute numbers for external aid are expected to increase (certainly for the part that is on-budget), even if the ratio aid/GDP decreases. The internal credit is going down, which is seen as a positive sign.
On coherence between PES/PAF and OE

· Reference to the MDGs in the PES is again very welcome, including the concrete objectives set for some goals for the year 2006. It is a pity that not all goals are concretized as clear objectives for year 2006.

· The PARPA objective of reduction of regional imbalances is no longer mentioned in the objectives and priorities in PES.

· The PES does not yet function as the basis document for the OE even if the section on macroeconomic context and balance of payments is enlarged. Improving this in the future could be worthwhile. In this way the "fundamentação do orçamento" could be integrated into PES.

· The important PAF indicators on budget allocation and execution are not mentioned in the PES text. We assume that these indicators will be discussed in the section still said to be included to the PES.
On trends in resource allocation

· The budget proposal surprisingly only allocates 61% to the priority sectors without explaining this inconsistency with the present PARPA target of 65%. The trend in Education and Health remains positive, but Agriculture and Good Governance have seen their budgets cut compared to 2005.

· There are no functional classifiers in the budget. This is unfortunate as it makes it very difficult to track expenditure for poverty reducing activities.

· The criteria for the distribution of funds to provinces are still not clearly defined.

· Positive in the draft budget is the development to deconcentrate funds to districts.

· The balance between salaries and goods and services is going down.

· In the Financial Operations there is a remarkable increase in on-lending operations and in the capitalizing of the Banco de Mozambique.
On inclusion of external funds

There is a marked increase in external funds included in the budget. Further analysis of this positive trend will only be possible on basis of the more detailed tables, that give a breakdown in projects and sector programmes and that include the source of funds classifier.

Tax Reform 

1)
Executive summary
Status of the 2005 PES/PAF implementation

· Performance in the two indicators on tax reform until June 2005 is good: good recovery in revenue collection (almost on track for reaching target of 13.9% of GDP) and the process for the establishment of revenue authority at beginning of 2006 is on track. There are so far, no particular concerns for reaching the targets by the end of the year.
Priorities for 2006

· To reach the revenue collection target of 14.6% (to be confirmed) of GDP for 2006 and indicative targets for 2007-08. 

· It was not possible to reach agreement in time on indicator and target for the objective of improved efficiency in tax administration (indicator to be left open until JR 2006), due to different Government, donors and private sector working group views on the inclusion of VAT reimbursements in the PAF matrix. However, all parties committed to intensify dialogue in the next months and sharing information in the context of a task force that has to be created. This should take into account work presently being done by Government on the issue.

· The PES and the Budget 2006 suitably reflect the commitment to increase revenue collection. 

A critical issue in 2006 will be the management of the transition to the new Revenue Authority.   

2)  
Forward look
2.1)  
PES/PAF indicators for 2006-08

a) Revenue collection indicator (total revenue relative to GDP) will continue, but targets revised downwards to reflect adjustments in GDP series (upwards) done during 2005. Target for 2006 is confirmed at 14.6% of GDP and indicative for 2007 and 2008 are 14.9% and 15.3% respectively. These targets represent a significant increase of revenues in real terms, as a result consolidation of tax reforms, broadening the tax base and modernising the administration.

b) For the process indicator under the objective of strengthening administration and establishing the CRA in 2006, it was proposed to revise the indicator to a more specific and output-oriented indicator, reflecting better the priority of actions to recover revenue with better and more efficient administration. 

However, Government and donors in the tax working group could not reach an agreement in time for the conclusion of the MYR, regarding the priority indicator for measuring administration improved performance in the context of established CRA in 2006. Despite of some observed improvements, concerns raised in private sector working group and private sector forums in general, indicate repeatedly the negative impact of tax and customs administration for enterprise development, in particular problems in VAT reimbursements. Donors proposed an indicator on improved efficiency in VAT reimbursements, on which the Government does not agree, arguing that the problems are with the companies, not with the administration. Therefore, it is proposed that the indicator for efficiency in tax administration is left open by now and formally agreed at the Joint Review 2006. Meanwhile, dialogue should be intensified to reach that agreement. On the other hand, Government commits to share statistical information on VAT refunds on a regular basis in the context of the task force agreed at the Joint Review 2004.

In general, main challenge and critical issue will continue to be on training efforts and capacity building for the administration. 2006 will also be an important year of transition from DGI and DGA to the CRA, to which the development of the strategy and action plan for CRA operation, including an important component of good change management will be of critical importance.

2.2)  
Comments on draft OE and PES 2006

This area is presented in the PES under the section of budget policy, where revenues are to increase according with the PAF targets. However, the text uses the same target of 14.6% total revenue to GDP to refer also to only tax revenues (page 101). The target in the budget document (14.8%) is different from the target in the PES (14.6%). Additionally, the targets presented in the section on macroeconomic context (page 17) are not updated.

It is welcome the detailed presentation in the PES of the main actions and activities to be undertaken to ensure the increase in revenue collection through measures in internal administration, inspections and audits and infrastructure development. 

In the whole section on revenues it is missing the strategic objectives and efforts to increase non-tax revenues, in particular the increasing budget coverage of own revenues.

2.3)  
List of external funds to GoM in Budget 2006

If the Ministry of Finance was included in the effort to integrate external funds in the budget, it seems that the support to URTI (or future CRA in 2006) is not yet included (at least not specified under the map on investments under organic classification and source of financing).

SISTAFE
1.  
Executive summary 

Status of the 2005 PES/PAF implementation 

· In May a plan was agreed to achieve the 2005 targets (stabilization of the financial execution, indirect budget execution and roll-out of direct budget execution to Ministry of Finance, Planning & Development and Education & Culture). 
· In relation to the 2005 PAF indicators and targets the following assessment can be made: 

· The Budget Execution Report for the first semester was not extracted from e-SISTAFE. The application to extract reports from e-SISTAFE has been finalized, but not all transactions of the first semester have yet been migrated and regularized in e-SISTAFE. 

· The roll-out of e-SISTAFE to MEC is planned for November. There are some delays in the preparatory actions, but UTRAFE remains confident that roll-out will be achieved, and has committed to work more closely with MEC in order to meet the target. 
Priorities for 2006

· 2005 and 2006 are crucial years for e-SISTAFE, in which the roll-out of direct budget execution must be achieved to the bulk of ministries at central and provincial level. This roll-out is vital to ensure the achievement of the global objectives of the reform.

· The PAF indicator will focus on the roll-out of direct budget execution. It was agreed that the target for roll-out will be the target set in the action plan 2006-08 (to be approved by November 2005 and annexed to the new MoU signed with donors). 

· The roll-out of the direct budget execution (areas of budget, treasury, and accounting) must be prioritized.  Development of other functionalities can only be initiated when the successful roll out is ensured. 

· UTRAFE will need to provide a detailed budget and will need to improve its project and change management capacity to successfully manage the large scale roll-out to all sectors and to provide sufficient guarantees to the external partners in the Common Fund.

· The IT audit must be performed urgently.

· Discussion on a new SISTAFE MoU, Action Plan and Budget 2006-2008 is currently ongoing and the PAF roll-out indicator will be specified once agreement is reached, given that the current MoU expires at the end of 2005. 

· The SISTAFE reform is dealt with in a very general way in the PES. The draft state budget generally reflects the current draft budget for SISTAFE reform and includes all external funds, even if these still need to be committed through a new MoU.  

2. 
Looking back 

2.1.  
Progress in 2005 since JR 

In May the Conselho Consultativo of UTRAFE agreed on the planning for the development and implementation of the new versions of e-SISTAFE, allowing to achieve the targets set for 2005: 

· stabilization of the financial execution of the budget through e-SISTAFE 

· development and implementation of indirect budget execution through special UGE’s 

· development of direct budget execution and its implementation at the Ministries of Finance, Planning & Development and Education & Culture. 

The implementation of the new versions is planned to take place in the third and fourth quarter of 2005. This means that between the JR and the MYR few new visible deliverables have been put into production. 

Some of the deadlines of the plan approved in May have been reset to a later date and an assessment of progress shows that there are a number of delays in relation to this plan (delays in the development of the version for indirect budget execution and in the migration/regularization process). Nonetheless, UTRAFE has indicated that it remains confident that it is on track to achieve the envisaged targets. 

There is little visible progress on the recommendations made during the Joint Review on general issues such as project management capacity, procurement arrangements, IT security, change management strategy and communication. Still, work is being done in some of these areas and these issues are also being addressed in the SISTAFE Action Plan and Budget 2006-08, which is currently under preparation.  

There has been some work on the updating of budget management practices in light of the introduction of e-SISTAFE. In addition, UTRAFE is actively cooperating in initiatives to bring donor funds on-budget and on-CUT. The Ministry of Finance has prepared guidelines on the inclusion of externally financed projects and programs into e-SISTAFE and has selected three pilot projects to be brought on-CUT when direct budget execution takes effect later this year. 

2.2.  
Specific progress on achieving the 2005 PAF Indicators  

The 2005 PAF indicators were agreed upon during the JR in May 2005
 and are as follows: 

· Preparation of a semi-annual budget execution report on the basis of the e-SISTAFE using new budget classifiers (due 15 August, 2005); and, 

· Roll-out of e-SISTAFE to the MEC will be completed by December 2005. 

A Budget execution report for the first semester was issued by Government on 24 August 2005 and incorporates a number of new budget classifiers (revenue source, own revenue, district level, autarquia level). However, the report was not yet extracted from e-SISTAFE.  The functionality for extracting reports from e-SISTAFE is now available, but a number of transactions from before 1st of August at both Provincial and Central level have yet to be migrated to and regularized in e-SISTAFE. This process is on-going and as soon as a satisfactory level of migration has been reached, reports can be extracted from e-SISTAFE. 

The roll-out of direct budget execution to MEC is planned to take place around 1st of November 2005.  There are a number of delays in the prior actions, compared to the planning agreed upon in May. More specifically there has been a delay in the implementation of the special UGE’s and there will be corresponding delay in the availability of the version of e-SISTAFE allowing direct budget execution. Within MEC the UGE’s still have to determined. Because of this there is also some delay in the specific preparatory action within MEC (training and roll-out of infrastructure). UTRAFE is nevertheless confident that the roll-out can be achieved and feels that the preparatory actions are on track. However, the roll-out will require a serious effort by all parties involved. 
3.  
Looking forward  

3.1.  
General  

2005 and 2006 are crucial years for e-SISTAFE, in which it is essential that the basic functionalities of e-SISTAFE in the area of Treasury, Budget and Accounting are rolled out to the different sectors at central and provincial level, through the introduction of direct budget execution. After 2006 the roll-out will focus more on the decentralized entities (autarquias and districts). 

The major achievements so far have been the initiation of the financial execution of the budget and the set-up of the Single Treasury Account. These were important steps, but still largely within the scope of central treasury operations. The full impact of e-SISTAFE (on efficient use of funds, transparency, flow of funds, quality of accounting and reporting) can only be achieved through the roll-out of e-SISTAFE (direct budget execution) to the different sectors. At the same time the increased involvement and reliance on other parties will require strong(er) project and change management by UTRAFE. 

This roll-out is essential and the bulk of the roll out to the ministries at central and provincial level must take place in 2006. Therefore it makes sense to monitor it through the PES/PAF matrix.  

There is pressure on UTRAFE to initiate work on the development of a number of other functionalities. Most related to the core application is the development of a budget preparation module. Other proposed  areas are payroll and asset management, and the creation of an interface with the revenue agencies. The potential benefit of all these functionalities is acknowledged. However, care should be taken to ensure that no attention and energy is diverted from the strategic priority of the roll-out of direct budget execution to the sector ministries.  The development of new functionalities should therefore be planned with care. 

At the end of 2005 the current SISTAFE Common Fund Arrangement expires and a new Memorandum of Understanding will need to be agreed with the external partners. For this purpose, UTRAFE is currently drafting an Action Plan and Budget for the period 2006-2008. It is expected that this Plan and the new MoU will be approved before the end of the year, and will provide additional funding to finalize the reform. 

However, UTRAFE will need to ensure its partners and others involved that it can put in place the measures required to solve a number of structural problems which have hampered the project so far, and that it will be able to perform the project and change management related to a large scale roll-out.  

So far the program has been characterized by serious delays in development and implementation. In addition, it seems that the project was largely under-budgeted at first.  The areas where improvement and action is required are: project management and planning, budgeting, reporting and communication and change management.   

As with all large scale IT-projects, issues of IT security in the broad sense remain a major risk. The IT security audit which has been planned for over a year, must be performed as soon as possible.  

Concerns also remain over the sustainability of capacity building and skills transfer from the international consultants and advisors to local counterparts. Effective capacity must be built and new support must be based on an explicit strategy for the role of technical assistance in capacity building.

Finally, more thought should be given to the long term strategy to ensure the sustainability of the initiated reform. Specifically, the future operational and financial responsibilities for the running and maintenance of the application must be decided upon. In its planning and budgeting for the following years, UTRAFE should start including estimates of the future running costs of the application. On the operational front, it is important that the strategy on the role and position of UTRAFE and CPD is decided upon within the next year.   

3.2. Proposed PES/PAF matrix indicators for 2006-08 

	Subarea
	Objective
	Actions/

Indicators
	Targets

	
	
	
	2006
	2007 (provisional)
	2008 (provisional) 

	Reform of the State Financial System
	Upgrade efficiency and effectiveness of management of State Funds
	Roll-out of the basic functionalities of e-SISTAFE (Treasury, Budget and Accounting) 
	Achieve the targets for roll-out set in the Action Plan 2006-2008, to be approved by November  and as attached to the new MoU signed with donors 


The indicator focuses on the roll out of the basic functionality of e-SISTAFE (treasury, budget execution and accounting), which is considered the strategic priority for UTRAFE in 2006. This means the roll-out of direct budget execution to a significant number of UGE’s in the sectors. 

It has been decided not to set fixed targets yet, as UTRAFE is currently preparing its plan for 2006-2008 in which it will detail the targets for roll-out. Although no specific targets are set, it is clear to all involved parties that the roll-out of e-SISTAFE must include the bulk of the sectors at central and provincial level in 2006 and specifically must include roll-out to all PARPA-ministries at central and provincial level in 2006. 

3.3.  
Comments on draft OE and PES 2006  

3.3.1.  
Coherence between the proposed PES/PAF 2006 and first draft OE 2006 

The SISTAFE-reform is only mentioned in a very general way in the draft PES 2006. No specific actions or objectives are discussed in the text itself (with one small exception in the chapter on Justice/Tribunal Administrativa).Therefore all that can be said is that the draft PES text is not inconsistent with the PES/PAF matrix. 

The draft OE’06 has budgeted a total of 233,412.79 (*106) MZM for UTRAFE as a budget unit, of which 224,618.21 (*106) MZM  (or about 96%) are external funds. The internal component is 8,794.58 (*106) MZM. All budgeted funds are investment expenditure. Using the 2005 exchange rate
 given in the budget assumptions , the total budget for UTRAFE is slightly over USD 10m.  

This corresponds more or less to the amount currently budgeted for 2006 in the draft Action Plan and Budget for e-SISTAFE which is currently under discussion (USD 9,5m). The internal investment component in the draft budget (about USD 380.000) is lower than what is anticipated in the current draft Action Plan and Budget (USD1m).

3.3.2 Trend in resource allocation / 3.3.3. List of external funds in the area 

The SISTAFE-reform is financed through a common fund arrangement with development partners and GoM as members. The current MoU expires end 2005. To continue the common fund arrangement a new MoU will need to be signed. The external partners of the Common Fund have indicated a clear interest in continuing their support of the program, but no firm financial commitments have been made yet. Final commitments will depend on (agreement with) the Action Plan and Budget which is currently being developed.  

The second draft of the Action Plan and Budget contains a proposed budget for the period 2006-2008 of USD 23m, which would lead to a total budget for the reform (period 2002-2008) of USD 56.4m (or USD 29.4m above the original budget). This budget is currently under discussion, and there will be an assessment of the need of all proposed functionalities as well as their sequencing. Given the increase of the cost of the project, there is clear pressure on UTRAFE to improve its budgeting and reporting procedures. A value-for-money audit is also planned  before the end of the year. 

3.3.4 External funds reflected in draft OE 2006 

see 3.3.1. 

Procurement

1. 
Short executive summary (key fundamental points for AM)

Status of the 2005 PES/PAF implementation

· The 2005 PES/PAF indicator to approve a new procurement regulation by the Council of Ministers can be met. Nevertheless, this requires a well managed process of final stakeholder consultations. It was agreed that Draft 6 will require another thorough evaluation by stakeholders. 

· The measures agreed during the JR 2005 to ensure that the implementation of a transparent and efficient procurement system is not further delayed have been initiated or are completed: a revised action plan has been elaborated and approved by UTRAFE; procurement audits in a sample of ministries have been conducted by IGF; ToRs for a consultant to elaborate standard bidding documents; a training programme for civil servants and suppliers and ToRs for the inclusion of a Code of Ethics into the new procurement regulation has been elaborated.

Priorities for 2006

· The agreed 2006 PAF indicator for progress in the procurement reform is: Supervision Unit for Public Procurement (USAP) is created, budgeted and operating. This regulatory (or normative) body for the states procurement function is key for a coordinated roll out of the reform, a smooth functioning and efficient supervision of the modernized system, guaranteeing its integrity.  

· Nevertheless, it was not possible for GoM to budget for USAP in the 2006 budget already. Budgeting will only be possible in 2006 for 2007 after USAP is created. For 2006 a mixture of funds from UTRESP (World Bank Public Sector Reform Project) and budget funds for the subsystem of state assets under which USAP will be created shall be used to create the unit and start its operation.

· Further action envisaged for 2006 according to the procurement reform action plan are: Specific Standard Bidding Documents (for educational materials, medicines etc.) will be elaborated and in use, a training programme for Ministries and decentralized entities will be approved and carried out,  dissemination workshops will be given on the new procurement operations,  the procurement information system will be approved and implemented, and a plan to strengthen internal controls on procurement related matters will be approved and implemented.

· Besides the PES/PAF matrix, the PES 2006 text does not deal with specific objectives and actions of the procurement reform. Procurement reform is not mentioned in the text.

2. 
Looking back

2.2 
Though almost one year delayed, action towards the PAF target to “approve a new procurement regulation for public works, services, goods and concessions based on international best practice” is so far satisfactory in 2005. As stated in the Balanço do PES for the first half of 2005 quite some progress has been reached in the drafting of the new procurement regulation. Soon after the Joint Review in April 2005, where the procurement reform has been defined as a reform area with severe delays GoM accelerated the consultation process between Ministry of Finance, line ministries, private sector and donors to elaborate the new procurement regulation. Progress has been made regarding the following topics:

· To transfer all Consultancy Services related clauses to a specific section in the regulation,

· To clarify role and attributions of the Supervisory Unit for State Acquisitions (USAP), by including the support to appeal to the competent institutions, the capacity building, the information monitoring function and the necessity to update the procurement rules.

· To clarify the way how to deal with the code of ethics and sanctions as a special section of the regulation itself.

UTRAFE presented a report on the state of the procurement reform as a written input to the MYR. UTRAFE informed that a local lawyer is now redrafting the regulation on the basis of the agreements reached. The new draft regulation will be more streamlined and considerably shorter. UTRAFE will present draft 6 of the regulation in the second half of September in both English and Portuguese language for comments and discussion.

In parallel action has been taken by GoM to prepare the implementation of the regulation once it has been adopted.:

· A consultant has been contracted in July 2005 to draft the new Standard Bidding Documents (SBDs). The consultant has had already intensive discussions with line ministries. A first proposal of SBDs is expected for the end of September.

· In cooperation with UTRAFE, UTRESP and the World Bank ToRs for the training of procurement officials in public and private entities with regard to the new regulation and its underlying documents have been drafted and submitted to stakeholders for information. It is expected that the tendering process for the respective training agent will commence in September.

· ToRs for a specialist to draft the “code of ethics” relevant parts of the new procurement regulation have been drafted, submitted to stakeholders for information and are under discussion between UTRESP, UTRAFE and World Bank. It is expected that the respective consultant will be contracted in September 2005.

· Procurement audits in selected ministries.  Since January 2005 procurement audits have been undertaken by IGF in 6 Ministries (Women and Social Action, Labour incl. INSS, Agriculture, Health and Education). According to IGF Inspector General it is expected that the results of those audits will be available in October.

· The ToRs for a specialist to design a proposal for the regulatory body USAP are under preparation. The design will include the structure, the organisation, the needed resources for its creation and function, the attributions, the competences and the interfaces with the internal and external control bodies IGF and TA. The draft ToRs shall be submitted to UTRAFE in September and discussed with stakeholders.

· The Action Plan for the Procurement Reform has been updated and presented to stakeholders in September.

The regulatory (or normative) body for the states procurement function (USAP) is essential for a coordinated roll out of the reform and for a smooth functioning of the modernized system. Therefore, it was agreed that USAP will be created, budgeted and functioning under the sub-system of Património do Estado in 2006. Nevertheless, it was not possible for GoM to budget for USAP in the 2006 budget already. Budgeting will only be possible in 2006 for 2007 after USAP is created. For 2006 a mixture of funds from UTRESP (which project) and budget funds for the subsystem of state assets under which USAP will be created shall be used to create the unit and start its operation. This procedure has certain uncertainties which might be of risk for timely and sufficient provision of needed funds and can lead to further delays related to the heart piece of the reform.

There is an agreement that the integration of procurement into e-SISTAFE is important but it remains unclear what does that mean, which actions are needed. A prioritized activity plan for this integration with concrete tasks attributed to implementing institutions should be elaborated.

2. Looking forward

3.1 Confirm PES/PAF matrix indicators for 2006 and propose       

revisions/amendments to the matrix for 2006-2008.


It has been agreed to use the following indicators for the years to come:

	Sub-area
	Objectives 
	Actions
	Indicator Nr.
	2006
	2007
	2008

	Procurement
	Adoption of a transparent and efficient system
	Implement a modern procurement system in accordance with the best international practices based on the new procurement regulation and in connection with e-SISTAFE
	32
	Supervision Unit for Public Procurement -  (USAP) created, budgeted and operating
	Procurement system implemented and operational up to district level
	System is working and control systems show good impact


The 2006 indicator will not be changed anymore. In order to clarify the needed USAP budget for 2006 clarity still has to be provided.

The 2007 and 2008 indicators will be concretized during the MYR 2006 and 2007 respectively when it becomes clearer what realistic and meaningful figures are to measure efficiency and effectiveness of the new system.

3.2 
Comments on first draft OE and PES 2006, including how the draft  PARPA

MoF and line ministries have to take into account the need of budget funds to create and run procurement units at central and provincial level in accordance with the new procurement system as stipulated in the new regulation.  It is not possible from the budget figures as presented in the first draft of the OE 2006 to draw any conclusions on whether or not this has been done. 

3.2.1. Coherence between the proposed PES/PAF 2006 and first draft OE 2006 

It is already clear that there is no special budget line for USAP (see 2.1 above)

Besides of the PAF-Matrix which is part of the PES, the PES 2006 text does not deal with specific objectives and actions of the procurement reform. Procurement reform is not even mentioned in the text.

Neither in the area of Good Governance (as in the Plano Quinquenal and the PES 2005) nor in the Sector related sections procurement reform has a role in the PES 2006. In the Joint Review it was agreed that performance relating to the implementation of critical cross-cutting and structural reforms (notably in Public Finance Management and Governance) is a cause for concern. It was agreed that procurement reform was one important key governance-related area where progress against the targets in the PES/PAF has not been satisfactory.

Therefore it was widely expected that this topic would have been taken up in the PES 2006 to reiterate GoMs commitment to the reform and to outline the concrete actions and results GoM wants to take or achieve with the procurement reform.

According to the updated agreed action plan for procurement reform presented by Government a number of actions have to be taken until 2007. They are all directed towards the creation of the four pillars of a modern procurement system: (i) a legal procurement framework, (ii) modernized procurement procedures, (iii) the institutional capacity, and (iv) independent control and appeal mechanisms to ensure the integrity of the system as well as to have Anti-Corruption measures incorporated. 
3.2.2 Trend in resource allocation 

Not applicable

3.2.3 List of external funds to GoM in the sector/area 

Not applicable

3.2.4 External funds reflected in draft OE 2006 

Not applicable
Internal Audit 
1. Short executive summary (key fundamental points for Aide Memoire)

Status of the 2005 PES/PAF implementation 

· IGF’s performance in terms of implementation of its activity plan in the first semester 2005 is rather weak. Delay in the execution of the plan is due to various factors, among which the change of the Government, difficult planning estimations and weak collaboration with audited bodies.
· Nevertheless, procurement audits are underway as planned, with six central Ministries audited in the first semester. The final report is expected to be published by the end of the current year. Also, for the first time, a financial, administrative and patrimony evaluation has been carried out in 32 districts. 
· Following the approval of the plan in April 2005, IGF is progressing in the implementation of its new role as supervisor of the sub-system of internal audit.
· The value for money audit for the water sector is due before the Joint Review 2006.
· Finally, a public finance management assessment will be undertaken by an independent expert’s team in the last quarter of 2005, under the coordination of IGF.

Priorities for 2006

· Although a broad monitoring of the coverage and quality of internal audit activities will be done in the regular dialogue with IGF, it has been agreed, on IGF proposal, to focus the 2006 PAF indicator on a new aspect of IGF tasks linked to the decentralization policy. A new PAF indicator has thus been agreed on. It will cover the percentage of districts and municipalities that will have accounts audited by IGF in a given year. 
· An ambitious target has been set for the next three years. In 2006, the activities will concentrate on Niassa, the central region and Inhambane. The objective is the progressive creation of provincial delegations of IGF, with a coordinating role of DPPF and sectors at provincial level for the audit activities, supported by the creation of audit committees. External resources are already earmarked for 2006 through existing programmes.
· Although initially supported by external resources, the national budget will have from 2007 to integrate the costs of the decentralization effort linked to the PAF indicator.
· The sub system of internal control does not have a proper budget. External resources to support its consolidation will be requested by IGF for 2006 in a dialogue with interested partners. This should foresee a progressive integration in the state budget. 
· The group noted that the PES 2006 does not mention internal audit activities or objectives, contrary to what was recommended in the Joint Review. Also existing external funds in support of IGF are not reflected in the 2006 investment budget. 
· Next sectors to be selected for a value for money audit exercise have been proposed and agreed between IGF, the group and the respective sectors: justice for 2006 and agriculture for 2007. 
· The results of the public finance management assessment should be part of our dialogue on both performance assessment at the 2006 Joint Review and on the identification of the PAF priorities at the following MYR.



2. Looking back
a) 
The 2005 PAF indicator as regards internal audit is “Implement priority components of the strategic plan”. 

The group based its discussion about this issue on a report delivered by IGF (Inspecção Geral das Finanças, IGF) on the “implementation of the Activity Plan for the 1st Semester 2005”. At the end of 2005 first semester, IGF implemented 40% of its annual activity plan, which is a lower rate than the 2004 one. This corresponds to 81 inspection activities with field work completed out of the 203 annually programmed. In terms of performance compared to the objectives set for the first semester, only 51% of the audits foreseen were realised or initiated (69 out of 135); however, 14 unforeseen audits and additional 10 expected to be carried out during the second semester were initiated during the first semester; those correspond to requests under superior instructions that IGF has the duty to carry out in areas of concern for the GoM. Taking into account those not planned audits, 69% of the 1st semester objectives were met which is a low execution rate. However, to fine tune this analysis, it would be useful to have a reference not only of the number of audits compared to the plan, but also the value those audits are representing, to judge the percentage of public funds submitted to audits and the effective working days consumed in those audits.

The delay in the execution of the action plan is mainly due to:

· The change of the Government, that limited the possibility to properly realise audits in the first quarter, and that secondly led to new requests from new Ministers for audits not included in the IGF initial activity plan;

· Weak collaboration of some audited bodies;

· Insufficient documentation in the accounting archives;

· Decrease in human resources at the north delegation, due to the resignation of two inspectors;

· Lack of IT equipment (desk computers and lap top);

· Weakness in the planning process, in particular regarding the estimation of effective working days, due to reasons above referred to.

b) 
Financial execution: the execution rate of liquidated recurrent expenditures (particularly salary and remunerations, goods and services, and other personnel expenses) is of 19,3% in the budget execution report. IGF argues that there is a relevant discrepancy between the execution report of IGF (32%) and the figures in the State budget execution report, but identifies that the main reasons for this relatively low execution rate are:

· Late approval of 2005 State Budget;

· The integration process of 35 new staff into IGF has not been finalised yet. Consequently, only part of the available budget has been used. This situation has been prolonged for too long and it needs an urgent solution by the Ministry of Finance in order to correct both the low budget execution rate and the weak performance in the implementation of the planned activities.

Major focus has being given to IGF presence in the provinces, through the capacity reinforcement of its regional delegations in Beira, Nampula, and Maputo. However, the 2005 first semester budget execution report notes that a total amount of 1.200 million meticais has been allocated to the Beira delegation, but not been spent yet. However, IGF explained that this is due to the late approval of the investment budget and it ensured that this allocation will be entirely used by the end of the year, given the need for this delegation to move to a new building as soon as possible.

c) 
The activities in the audit procurement area, that the General Inspectorate of Finance has to carry out together with the other General Inspectorates and Provinces, are also underway. The respective final report is expected to be concluded by end of current year.

The procurement activities have been organised in two phases: one at central level in the 1st semester and the other one at provincial level (second semester 2005). The first phase covered the Ministry of Agriculture, Health, Education and Culture, Work, Women and Social Action and the National Institute of Social Insurance.

d) 
As regards the performance audit in the water sector for 2005, IGF confirmed its intention of concluding this work by the 2006 Joint Review.  IGF intends to carry out a new performance audit in the Justice sector (Ministry + courts) during 2006 to be presented at the Joint Review 2007. It also proposes that the agricultural sector will be audited in 2007.

e) 
The sub-system of internal control (SCI) accomplished 10 out of 12 programmed activities, representing 83% of the plan for the first half of 2005.  Training and coordination activities have been included in the SCI plan. The incomplete accomplishment of the plan is caused by the lack of financial resources as well as the late approval of the SCI plan by the Ministry of Finance, at the end of April 2005, due to setting up of the new government. In addition, according to the SCI white paper, there is a tendency for resistance to changes in some Ministries, where bodies of internal audit should be established.

Although endowed with good and ambitious strategic plans for their institutional development, both IGF and the Subsystem of Internal Audit (Subsistema de Controlo Interno, SCI) are short of human and financial resources, necessary for the successful achievement of their objectives. There is a need for additional funds from the State Budget, but also for a better planning process and an increase in the activity up to the end of a year to reach a better performance compared to the 2005 plan. 

f) 
Finally, the Balanço do PES for the first semester 2005 has very limited reference to the internal audit area. Despite the absence of an indicator for the SCI in 2005 PAF matrix, it would have been desirable that the document had given indications on the progress done by the subsystem during the first six months of 2005.  

3. Looking forward
It is agreed to keep in the PAF a focus on auditing of public funds as part of the Public Finance Management area. It is also agreed to keep the split between internal and external audit in order to highlight the complementary role between internal and external audit institutions.
In order to have a more comprehensive view of the situation of the progress and performance of the internal audit institutions in Mozambique, it was emphasised during the last Joint Review that the design of future indicators should take into account the entire SCI and IGF as the focal institution. As a result, it was proposed that more precise indicators 1) for the SCI and 2) for IGF, should be proposed at the 2005 Mid-year Review for the following years. Although there was a proposal related to the extension of the internal audit bodies in the different Ministries, this indicator was not retained as a PAF priority, but will be monitored as part of the regular dialogue of the joint group.  The need to better quantify and specify the internal audit related indicator and the new focus the Government wants to give on decentralisation led to the adoption of a PAF indicator for internal audit focused on the new task of auditing funds channeled to districts and municipalities. 

Thus, it was decided to change the indicator as follows:

Percentage of districts and municipalities audited by IGF

The related targets are:

2006: 20%

2007: 50%

2008: 70%

However, it is also agreed that the group will continue monitoring IGF’s role as core internal auditing institution, through the synthetic indicators that IGF has developed for its own monitoring, referring to quantity, quality and coverage of its activities as well as monitoring the coverage of the subsystem of internal audit. 

Regarding the definition of “realised audits”, it will be considered those ones subject to the dispatch of the Minister of Finance. 

3.1. Comments on first draft OE and PES 2006:

The Joint review concluded that: The PES 2006 should have adequate coverage of the audit area and the PES/PAF 2006 needs to draw adequate indicators from this for measuring the performance of external and internal audit. It is recommended that from 2006 the State Budget allocates adequate resources to audit activities and that the PES has appropriate coverage of the audit area; the PAF 2006 should draw adequate indicators from it for performance of external and internal audit.

The PES 2006 has no coverage of the internal audit area.

3.2.1.
Coherence between the proposed PES/PAF 2006 and first draft OE 2006 
The resources needed to reach the PAf indicator are mainly external resources. Those are not reflected in the investment budget for IGF (which is 0, except for the Nampula Delegation). But they may be reflected in other part of the investment budget as part of broader programmes (tbc). It is recommended that the national budget would progressively cover those recurrent costs.

3.2.2 
Trend in resource allocation 

In real terms, there is a decrease in the recurrent budget allocation to IGF. Therefore, IGF highlighted to the Ministry of Plan and Development that the funds are insufficient to carry out all the planned activities, in particular considering the decentralisation impact and the creation of the SCI Secretariat that IGF should manage. PAPs support this position.

UTRAFE, through its budget, also provides financial support to the SCI (100.0000 USD in 2005, 2006 tbc).
The financing situation for sectoral General Inspectorates is still unclear.

3.2.3 
List of external funds to support IGF 

The IGF external sources are as follows:

· Local Funds: Provided through the Swedish Support Programme on Capacity Development of the General Inspectorate of Finance, they are mainly targeted to scholarships and training activities, local consultancies, purchase of IT equipment (installation, maintenance and training courses), local staff costs (i.e. travel expenses to the Provinces), property repairs, and monitoring and follow-up.
· PROSAUDE: IGF receives funds from the health common fund (PROSAUDE) through the Ministry of Finance in order to undertake audit activities in the health sector. The Ministry of Health is informed officially about how much support IGF receives from PROSAUDE.
· ESV Project: It is a complementary support by the Swedish National Financial Management Authority (ESV), which consists of Technical Assistance (long-term consultants, short-term inputs and financing of the audit infrastructure) delivered to IGF in the form of an institutional twinning capacity building programme financed by Sweden, and aimed at the strengthening of capacity and competence of the IGF, to assure its position as the superior internal audit and control body within public administration in Mozambique and to facilitate its participation in the financial system reform. 
As far as the group can see, those funds are not reported in the 2006 budget document.

 External Audit 

1. 
Short executive summary (key fundamental points for the Aide Memoire)

Status of the 2005 PES/PAF implementation

· Positive developments in the dialogue with Tribunal Administrativo (TA) occurred since the May 2005 Joint Review. This process led to the agreement of a new indicator to be included in the 2005 PAF, allowing for monitoring the external audit area. This indicator (“number of audit reports done annually by the TA”) will be assessed at the next Joint Review. 
· On the basis of the supreme audit institution assessment, the achievement of the 2005 PAF target is realistic and activities have been implemented according to the programme for the first semester 2005:
Priorities for 2006

· A target for 2006 has been agreed for the same PAF indicator. The TA finds it premature to define and commit itself for the subsequent years, so that those targets will be defined at the next mid-year review. 
· PAPs express their wish to continue the dialogue opened with the TA and the Government in order to follow the developments of the external audit area as a crucial element of public finance management. 
· Part of this dialogue will deal with support some donors may provide to cope with additional needs of the TA. Such a support should progressively be incorporated in the national budget. 
· This dialogue will also cover additional information to the strict PAF indicator that PAPs would like to receive, for the next Joint Review exercise, on (i) the volume of public funds covered by the audits yearly realized, (ii) the list of the audited bodies, and (iii) the follow up to the reports once they have been concluded. This would provide PAPs with a broader picture of the coverage of the external audit activity and of its output. 
· Consistently with the previous years, the TA is going to submit the audit report and opinion about the General State Accounts within the limits (30 November) established by law (SISTAFE Law, 2002, art. 50). PAPs and TA acknowledge that the 2006 PES includes, for the first time, activities and institutional development actions for the supreme audit institution. 
Regarding the 2006 State Budget, TA observes that the allocation in the recurrent budget meets its expectations although investment allocation was reduced notably from the previous year. The external support to the TA is not reflected in the investment budget.  

2. 
Looking back
The group noted a positive improvement in the dialogue with the TA. In particular, PAPs welcome the proposal for PAF indicators and respective targets presented by the Court of Auditors (Tribunal Administrativo, TA) for 2005 and the agreement to select and prioritize one of them for the PAF (“number of audit reports done annually by the TA”).  

The TA informed that the achievement of the 2005 PAF target is realistic, and that activities have been undertaken according to the programme for the first semester 2005.

In the semi-annual budget execution report, the execution rate of recurrent liquidated expenditures is 30.9% (20.5% for the receitas consignadas). The reason that explains this low rate is the late approval of the 2005 State budget that impacted particularly on the execution of the salary component. Regarding investment expenditures, the report shows a good level of execution (51,2%) of ordinary revenues (despesas ordinarias). However, the execution of investment financed through external funds is equal to 0%, although a provision of 4.067.000.000,00 MT. A possible explanation could be that the expenditures already made by TA have not been registered by the Direcção Nacional de Contabilidade Publica yet.

Finally, the Balanço do PES for the first semester 2005 has no reference to the external audit area.

3.
Looking forward
It is agreed to keep in the PAF a focus on auditing of public funds as part of the Public Finance Management area. It is also agreed to keep the split between internal and external audit in order to highlight the complementary role between internal and external audit institutions.
The same indicator will be kept for 2006; a new target was proposed by the TA and agreed: 

PAF indicator agreed: “Number of financial audit reports done by the Court of Auditors”

Target 2006: 70

For 2007 and 2008, the TA finds it premature to commit itself to certain targets. This will be discussed at next year MyR when the resources available will be better evaluated. 

“Audits reports done” mean those ones passing through the different steps up to the approval of the audit report by one Judge “relator” of the third section. On the request of the TA, the judgement of the audit report (Julgamento da conta) by the Court and the successive phases are not included in such a definition. 

In order to have a broader picture of the coverage of the external audit activities and of their complete output, the PAPs expressed the wish to receive from the TA, before the Joint Review 2006, information complementing the agreed PAF indicator and related to:

· the volume of public expenditures represented by the target of 60 audits with respect to the total public expenditure;

· the list of the 60 audited bodies;

· out of the number of audits done, the number of audit reports that have been passing through the additional steps (judgment, eventual follow-up).

The Tribunal agreed with this request.

3.2. Comments on first draft OE and PES 2006, including how the draft PARPA II is reflected (if possible):

The 2005 Joint review concluded that: The PES 2006 should have adequate coverage of the audit area and the PES/PAF 2006 needs to draw adequate indicators from this for measuring the performance of external and internal audit. It is recommended that from 2006 the State Budget allocates adequate resources to audit activities and that the PES has appropriate coverage of the audit area; the PAF 2006 should draw adequate indicators from it for performance of external and internal audit.
The PAPs and the TA noted that PES coverage of external audit has improved: the 2006 PES includes activities and actions of institutional support for the external audit area, that were not mentionned in the previous years. The PAF indicator is mentioned, although without a quantitative target.

The TA noted that the investment budget foreseen for 2006 suffered a sharp decrease.

3.2.
Coherence between the proposed PES/PAF 2006 and first draft OE 2006 

There seems to be consistency between the PAF target for 2006 and the internal resources allocated. However, additional needs and potential additional external support need still to be clarified.

3.3 List of external funds in the area 

Swedish Funds: The project supporting TA Pro-Audit has as principal objective the improvement of the General State Account, Financial Auditing, Contract Auditing, Information Technology, Human Resources Management. This project co-financed by ASDI and the Swedish National Audit Office, and realized in collaboration with the Portuguese Court of Auditors for the provision of technical and professional staff, foresees to disburse 2.7 million euro in 2006. 

External support to the TA is not reflected in the 2006 investment budget (equals to zero). 

Public Sector Reform

1. 
Executive summary

Status of 2005 PES/PAF Implementation

· Progress in PSR in the first half of 2005 has continued to consist of preparatory actions, with limited results in improved service delivery. Some progress was made in the Functional Analysis taking place in the Ministries, but the restructuring process has not moved quickly. 

· More notable progress was evident in the Anti-Corruption area, with the revised strategy to go before the Council of Ministers before the end of the year.

· In general PSR progress has been slow, reflected in the low levels of donor fund disbursement in the sector.

Priorities for 2006

· Following the completion of the Review of Phase I of the Public Sector Reform (October 2005), the design of Phase II to be completed, with levels of funding agreed between Government and donor partners.

· The functional analyses should be completed and restructuring started within MISAU, MEC, MINAG, MIC, MAE, MPD and MF.

· Government commitment needs to be substantiated through positive actions in the areas of human resource management and salary reform. 2006 should see the beginning of implementation of the main elements of a salary reform process, starting with the harmonisation of the three databases (SIP, TA, and payroll). Government should also increase the use of open tender competitions as the basis for filling vacant posts in the public service. 

· The Gabinete Central de Combate a Corrupcao should be given enough resources and cooperation to ensure a significant increase in the number of serious corruption cases dealt with (fully investigated and, were relevant, judged by the court system).

· Regarding the practice of fine sharing, the Government commits: (i) to make an analysis as soon as possible on measures to take to abolish the participation of individual inspector’s and administrative agents in the fines levied; (ii) to implement the measures as soon as the analysis is completed; and (iii) to ensure that in the future all fines are deposited and registered in the Treasury revenue account. The intention is to abolish the practice by end 2007.
2. 
Looking Back

· The functional analyses, restructuring and rationalisation of ministries are progressing more slowly than originally planned, but the process is underway in almost all key ministries (except Ministry of Justice). It remains unclear whether GoM plan to continue with FA in all ministries or limit them to the key sectoral ministries. Commitment within the respective sectoral ministries to the restructuring process also remains unclear. In the context of this restructuring, clearer links between UTRESP, the sectoral ministries and  the donors need to be established.

· The PAF indicator on “Government approval of the salary policy for the medium term” is not likely to be met in 2005. Some technical preparatory work is underway, but the main elements of a salary reform will only be tabled for CM discussion and approval in 2006.

· There has been some movement in the Anti-Corruption area. The Governance and Corruption Perception study was published in August and broad consultations with public institutions institutions, private sector and civil society on a draft anti-corruption strategy are underway. The plan is for CM (Conselho dos Ministros) to approve the Strategy late 2005 leading to operationalisation in 2006. Impact will depend on the quality of the Strategy and high level commitment to its implementation.On the other hand, the low number of corruption cases that have thus far been brought to a satisfactory conclusion continues to be disappointingly low. This despite a relatively high number of cases being brought to the Gabinete Central do Combate  à Corrupçào. 

· The unification and verification of databases for public servants included as a PAF target for 2004 is still outstanding. Government efforts for the remainder of 2005 and 2006 will focus now on harmonising the databases as the initial step towards unification of the databases. 

Confirm PES/PAF matrix

Already submitted √

Link between PES/PAF and Draft Budget

There are more than enough external funds  available to achieve the PES/PAF targets, mainly through donors support to UTRESP and supplementary budgetary allocation to sectoral ministries.

Comments on Budget 2006

Support to PSR, through UTRESP has historically been overwhelmingly donor funded. As with 2005, there is more than enough funding available for PSR in 2006.

Trend in Resource Allocation

Public Sector Reform in Mocambique is over funded. The Common Fund donors supporting PSR through UTRESP have had difficulty in disbursing funds earmarked for 2005, while the World Bank also has serious concerns at the rate of disbursement of their support to PSR.

In addition to these donors, the AfDB has started (2005)to support PSR through a three year support programme.. It is predicted that Phase II will absorb more resources as it moves from preparatory activities to implementation and that improved planning and budgeting within UTRESP will lead to more realistic budgets.

PSR Donor funds available, 2006
Common Fund
$5.4 million

World Bank

TBC

AfDB


$3 million

UNDP


$0.21million

Efforts to further streamline donor support to PSR need to continue, as should the simplification of the management process of UTRESP funds.

Descentralization

1. 
Executive summary
Status of 2005 PES/PAF Implementation

· In the sub-area of Decentralization, there have been indications of significant policy shifts. This has been partly a result of legislative changes, including the regulations for the LOLE and SISTAFE and partly as a result of policy announcements.

· The Government emphasised that it will make the district the development pole for combating poverty.

· The Government instituted an allocation of $300,000 per year to each district through the budget in 2006.

· While this policy shifts is promising it also raises some concerns. The policy frameworks, methodological instruments and technical support necessary to provide districts with predictable allocation that can be effectively absorbed and accounted for, have lagged far behind.

· The PAF indicators for 2005 have seen limited progress.
Priorities for 2006

· While overall progress has been made in positioning the district for a more important role in future, the Government needs to make and implement specific and practical commitments to supporting them in achieving this objective.

· Critical issues include adoption of a national policy for decentralization covering districts and municipalities and clarification of the division of roles and responsibilities between local Governments (provincial and district) and municipalities.

· The PAF indicators for 2006-2008 have therefore been revised to ensure the critical path items are in place to promote effective local service delivery over time.
Progress on PAF indicators

	Indicators
	No.
	PAF 2005 TARGETS

	
	
	2005
	2006
	2007


Prepare policy and strategy of decentralization 

	
	39
	Preparado

NOT ACHIEVED
	Approved
	 

	Establishment of criteria for the distribution of financial resources to districts 
	40
	Proposto/preparado

PARTIALLY ACHIEVED
	Approved/ implemented
	 

	FCA transferred to each municipality (planning and execution) and total revenue of each municipality/person (planning)
	41
	Valor e Valor/Pessoa será disponível 

ACHIEVED
	Value and  Value/Person will be available 
	Value and  Value/Person will be available 


2. 
Backward Looking
In the sub-area of Decentralization, there have been indications of significant policy shifts. This has been partly a result of legislative changes, including the regulations for the LOLE and SISTAFE and partly a function of policy announcements. The new Government has re-emphasized that it will make the district the development pole for combating poverty. This reflects a recognition that service delivery cannot be solely the responsibility of the central or provincial government and that where local communities are involved in planning and monitoring of certain basic local services, there is more efficiency in resource allocation and accountability. Local contexts also vary enormously in a country the size of Mozambique, and it is therefore important that local choices and energies be harnessed to meet the PARPA objectives and the MDGs. As a result, the Government has recognized that it should increase the resources allocated to the districts, both in human and financial terms. 

A few significant steps have been taken since the Joint Review. First, the Government has instituted an allocation of approx. $300,000 per year to each district through the budget for2006. Secondly, it has agreed to an organic restructuring of District Government, tailored for the implementation of new responsibilities under LOLE. Thirdly, and perhaps most importantly, the LOLE regulations reflect a shift towards a more territorial governance and accountability structure, with the inclusion of a Permanent Secretary at district and provincial level and an indication that more horizontal planning and coordination will be required. It is commendable that MPD is taking a lead in the implementation of LOLE. 

While this is promising, there are reasons for concern and some implicit risks in the approach. The preparation process for the 2006 PES/OE has placed significant demands on the provinces and districts, many of which don’t have the appropriate experience or capacity to undertake what is required. In particular the guidelines that the districts were given for the preparation of the PESOD were weak. A greater degree of planning and coordination is needed during the next year to ensure that the preparation of the 2007 PES/OE is better organised and that the provinces and districts are better prepared and informed about their role. Government should to a larger degree ensure harmonisation of donor support to districts.

The policy frameworks, methodological instruments and technical support necessary to provide districts with predictable transfers that can be effectively absorbed and accounted for, have lagged far behind. The PAF indicators for 2005 have seen limited progress:

· The preparation of a key “options’ study for the overall Decentralization Policy has not yet been commissioned, despite being in the UTRESP work program for 2005. The importance of this Policy cannot be overstated. Unless the GoM is prepared to devolve responsibilities and functions to sub-national levels of government for each sector, and allocate human and financial resources accordingly, local development will remain unattainable and inequitable. This is particularly important considering the reductions in poverty resulting from post-war ‘catch-up’ gains in agriculture are used up, and the more difficult task of human and physical capital formation needs to be taken across the country if poverty reduction is to continue Furthermore, lack of a cohesive national decentralization policy and program including definition of the roles of state, sectors, private sector, civil society and local authorities, make harmonization and focussing of interventions and activities extremely difficult, resulting in a fragmented and fragile approach to decentralization.

· The criteria for determining district budgets have not been defined. The approx. $300, 000 per district limit, whilst welcome, has not been established on the basis of any formula or simple criteria such as population, size or poverty indices. There have also been no indications of criteria for allocation of these funds from 2007 onwards, and whether participation or performance will play a role. Furthermore, there have been no indications of an audit strategy for these funds, in order to identify problems and use this information to support improved performance over time by districts.  This creates a significant risk that funds not spent or accounted for will create a backlash, rather than an opportunity to provide capacity building support.

· FCA Transfers per person in a municipality have been made available. This is good news, though the FCA transfers have not achieved the levels promised and were often delayed or late. Unfortunately, complete data are not yet available but reports from individual mayors indicate the level is below the 1.5% stipulated in the law. The low level of transfer is still a major barrier for municipal development.

While overall progress has been made in positioning the district in a more important role, the government needs to demonstrate specific and practical commitments to supporting them in achieving this objective. If not, there is a risk that districts will be handicapped in their ability to plan and execute funds allocated to them, resulting in unjustified criticism of the approach. In most countries this is a process of many decades and requires a carefully thought through strategy to slowly but surely support and improve the capacity of local authorities to deliver services over time. Some of these elements are dealt with in the forward-looking section.

The overall situation of decentralization with regard to municipalities was relatively unchanged this past year, meaning there is still quite a lot of policy work to be done in this area.  Of particular importance is the lack of clarity of the division of roles and responsibilities between local governments (provincial and district) and municipalities.  Financial issues also need addressing, specifically: accelerating the administrative process for obtaining disbursements from the Autarchic Compensation Fund (FCA), and as a first step increase the latter from the actual 1.1% of the State Budget (OE) to 2.5% as requested by the Municipal Association (ANAM), in order to comply with the range of 1.5% to 3% established by law; expanding the Local Initiative Investment Fund in light of increasing municipal responsibilities; and harmonizing national and municipal taxes in order to increase effective financial income sources to the Municipalities within the framework of a fiscal decentralisation policy

One particularly promising step/initiative taken by MDP is the preparation of a “National Decentralized Planning and Financing Strategy”. This document, still in draft form, is an important step forward and reflects a partial approach to decentralization, focused more on how to support districts to improve their capacity to plan, budget and execute small investments in a participative and accountable manner. The National Decentralized Planning and Financing Program is supported by a number of development partners in 8 provinces to date, and is attempting to focus on harmonizing specific methodologies and technical assistance to support capacity development for local management and participation. It is highly relevant for the 2006 district budget allocations and provides a basis for MPD to take the lead in developing an overall Decentralization Policy. This should also help streamline and reduce the various different approaches to decentralization being adopted by various stakeholders, as highlighted in the recent decentralization mapping exercise.  

The following specific methodological areas remain of concern for the PAF MYR and have begun to be addressed by the National DPFP Strategy:

· Public Financial Management, SISTAFE and Accountability: the lack of adequate financial management frameworks, systems and audits creates serious problems of inefficiency, accountability and transparency in the collection and use of funds and assets at all levels of government. There is a need to clarify how and when SISTAFE will be “piloted” in ministries and OLEs, as well as  how it will be used as a wider planning and public expenditure management tool (i.e. for the Cénario Fiscal de Médio Prazo and programme budgeting) rather than only as an accounting package. Strengthening and expanding the internal and external audit system to include OLEs, through the Inspecção Geral da Finanças and Tribunal Administrativo needs to be applied to provincial and local level organs of state. Local revenue autonomy is also important to support as it serves four central purposes: (i) to improve the quality of outcomes; (ii) to improve resource allocation decisions; (iii) to make those responsible for the process accountable for results; and (iv) to increase the trust of all involved in the process.  The conditions for attracting and training staff to fulfil basic PFM functions at district level must be part of this process.

· Integrated District Planning: there remains a lack of clarity on how sectors and sub-sectors should integrate spatial and territorial planning. This is a function of the ongoing top-down rather than bottom-up approach, which results in planning which does not take local conditions or preferences sufficiently into account. One example of this is that provincial sector staff and district administration officials do not have district or territorial planning responsibilities included in their official job descriptions. This is therefore still seen as ‘extra’ work in many cases. An important step towards more integrated and development-oriented planning was taken at a conference in Beira August 24-26 with the participation of the Ministers of MICOA, MDP and MAE.  Key actions include the need for harmonized district planning guidelines that define the responsibilities of local organs of state; establish national priorities; and provide guidelines and standards for territorial (including spatial) planning in conformity with development trends, needs and institutional relations and adjustments of the legal framework including revision of the territorial law.

· Participation: While there has been progress made in providing guidelines for participation, this is still not institutionalized nationally and there is no formal requirement nor mechanism for measuring downward accountability by any sector or OLE. PDD’s, for example, have no legal standing as planning documents.  Furthermore, there is no clear set of requirements for publishing revenues received or expenditure at a local level, by any level or sector, resulting in a lack of transparency and information for accountability purposes. Participatory planning and monitoring systems at the district level should be institutionalized into all sectors’ transfers and also linked to the district budget from 2007 on in order to encourage increasing involvement and accountability towards local citizens, local organizations and other stakeholders.

· Service Delivery: The organizational structure of local organs of state is important for service delivery, as are the ‘’rules of the game’’ or institutional/governance arrangements at local level.  Institutional issues needing clarification include the roles and responsibilities of the councilors versus those of the mayor and executive at municipal level, the CCDs and district administrations at district level, the territorial organization of local organs of state, modalities for district- municipal interaction and coordination of inter-district coordination for regional or provincial planning purposes (particularly for economic development). Organizational issues to be resolved include setting of mandates and autonomy parameters in recruitment and payment of salaries, developing performance-based terms of reference for local officials, career development etc.

· Coordinated Technical Assistance and Capacity Building: Technical support is required over a long period to help local organs of state and municipalities to develop robust systems and procedures at the local level. This will require a comprehensive technical assistance program as well as the development of recruitment options to increase local staffing, financing options for these positions, and training and skills enhancement for the staff that will be responsible for local financial management, procurement as well as service delivery and maintenance. A perquisite for an efficient capacity development programme is the approval of a decentralization policy and strategy, where functions are clearly defined. 

3. 
Forward Looking
There are a number of areas where the government has indicated as high priority areas for both Public Financial Management (PFM) and Governance, into which many aspects of the Decentralization agenda are appropriately located and/or reinforced. These include (a) clarity on decentralization (including allocation of functions, capacities and resources) (b) transparency & accountability, (c) increased revenue generation, (d) improved execution and reporting on execution; (e) a move to more bottom-up integrated planning and (f) a programmatic approach to budgeting 

The Decentralization Working Group considers there to be a few critical path actions that can advance the above agenda. Some of these fall within the PFM group, others within Governance and many fall within the sector working groups themselves, especially in respect of determining the allocation of functions, human and financial resources at sub-national levels.  Yet a few need to be championed under Decentralization specifically to ensure the focus necessary for a smooth process of decentralization. Some of these are discussed in the preceding section as bulleted points. The overall indicators, however, considered to be critical path framework items are the ones chosen as the key PAF indicators for 2006-2008 by the Decentralization Working Group.  

These indicators include:

· The framework for an intergovernmental fiscal transfer mechanism, including as a priority the definition of criteria for the allocation of funds to districts, including the proportion to be directly executed by district administrations. District budgets need to become stable and predictable and should be related to clear variables such as population, size or poverty in the allocation formula. There also needs to be a decision as to how performance will affect future transfers, if at all. 

· Approval of an overall policy framework for Decentralized Planning and Financing (and eventually a Decentralization Policy) led by MPD in coordination with key cross-cutting ministries (Finance, MAE) and key sector ministries for local service delivery (health, agriculture, education etc.) This policy framework spells out strategies for the transfer of powers to districts and OLE’s, as well as addressing issues related to municipalities (future expansion of number of municipalities, interaction between districts and municipalities in areas such as planning and local receipts, etc.).

These proposed PAF indicators can be found in the table below and flow from the PARPA I pillar on governance, including public sector reform and decentralization. They are also integrally linked to the preliminary PARPA II matrix. Revisions will be done as necessary to ensure PAF indicators are consistent with the final PARPA II.  

As indicated above, there are various critical path steps that need to be taken by ALL SECTORS to move towards more effective local service delivery in Mozambique. These include harmonization of sector reforms oriented towards districts, including policy and institutional frameworks, planning and budgeting, strengthening of monitoring frameworks, development of technical assistance responsibilities and capacity at central and provincial levels to support districts, and capacity building for district government and civil society institutions to engage in local planning, service delivery and transparency. The need to mainstream decentralization (through a clearly defined mix and/or trajectory of delegation, deconcentration and devolution) and participation within sector policies is crucial. 

Proposed PAF indicators 2006-2008 for Decentralization

	Area
	Indicator
	2006
	2007
	2008

	Fiscal transfer system


	Intergovernmental Fiscal Transfer Mechanism designed for OLEs and Municipalities
	Definition of criteria for allocation of the investment budgets for districts from 2007 as well as the proportion of the investment buget executed by district governments
	Implementation


	Implementation and review of 2006/7 experience.

	Responsibility transfer
	Decentralization Policy adopted clarifying national strategy for deconcentration to districts and OLE’s, for relation between OLE´s and municipalities and for consolidation and/or expanding Municipalities
	National PPFD Strategy Approved and Implemented (including common M&E framework).

Draft National Decentralization Strategy Completed.
	National Decentralization Policy Approved through Consultative Process
	National Decentralization Strategy implemented by all sectors (all sectors define roles, responsibilities and resources of each level of government)


 Justice and Legality 

1.
Executive Summary

Status of 2005 PES/PAF implementation

· In the Justice Sector, some positive developments have been taking place, namely the institutionalisation of Coordination Council for Justice and Legality (CCLJ), a greater dynamism in the institutional coordination with the international partners, the revitalization of the Vision-process and the continuation of the survey on corruption within the justice sector.

· At the same time, the delay in the foreseen legislative reform and in the setting up of a coordinated Monitoring and Evaluation system should be pointed out. 

· Consequently, the lack of statistical data in the Balanço do PES 2005, complicates the analysis of the performance of the sector regarding the strategy for access to justice. The budget execution in the first semester of 2005 reflects the low application of investment funds, particularly in the prison sector. 

· However, the Justice Sector foresees, before the end of this year, the approval of the scheduled legislative reforms (PAF 05), the Vision-document (PAF 05) and the design of an integrated system for monitoring and evaluation (PAF 05) with a set of new performance indicators and of budgetary execution.  

Priorities for 2006

The Government will continue to make efforts to allocate resources to the rehabilitation and the building of the infrastructures of the Justice sector.  

2. 
Backward looking

Based on the PAF-indicators, some critical aspects were registered, during the period analysed. The following measures to improve them are proposed below:

The non conclusion of the Vision-document. This document, of great relevance    for the sector, is its main basis for planning purposes. Under the auspices of CCLJ, the extensive session of CCLJ took place at the end of August. The first chapter of the Vision-document was revised. It was decided to carry on elaborating the document.

Delay of prison reform. This delay could be overcome with the finalisation of the prison reform bill to be approved by the Cabinet. This foresees   the creation of the General Directorate for Prisons, within the framework of a unified prison management system, giving priority to actions aiming at social reintegration of convicts through a social and professional training program. The physical condition of the prisons is still very precarious, although funds to improve them had been made available. 
Standstill in the creation of a harmonised Monitoring and Evaluation System, a  tool

necessary for simplification and quick data processing on one hand, and on the other hand for evaluation of the achieved results of the strategic objectives reached. At present, within the framework of CCLJ, actions for the creation of a database are in progress. It is expected that the monitoring and evaluation system, including the performance indicators, will be designed by the end of this year.  

Lack of harmonisation in planning and monitoring instruments. For the year 2005, the

coordination of the planning and monitoring instruments of the sector (PEI and POPEI) with PES 2005 and with OE 2005 for the year 2005 was not done. This can be due partly to the fact that the annual planning tool, POPEI, has not been updated since 2003. Perhaps it does not reflect the present priorities of the institutions as reflected in PES 2005. 

Slowness of Legal and Legislative Reform. Despite that activities in legal and legislative reform are running, the process is very slow. The legislative function  the new Constitution gives to Cabinet, provides a wider range of possibilities for  law approval. However, the law or the respective resolution of parliament which would empower the Cabinet with the legislative power, has not yet been approved.

However, it should be mentioned that a number of achievements were realised in the justice sector during this period, which provides good prospects and a favourable environment for the fulfilment of wider social objectives of the reform.

These achievements include for instance:

· The institutionalisation of the Coordination Council for Legality and Justice (CCLJ), by Presidential Decree No 25/2005 of April 27.

· The revitalisation of the Provincial Committees for the Reinforcement of Legality, as a consequence of the functioning of the CCLJ. It is expected that this will lead to an effective coordination in the sharing of the policies and strategies of the sector. 

· The commitment of the Judicial Magistrate Higher Court to the reinforcement of the internal control and supervision of judicial work, as restated in the recent yearly report by the Chairman of this Court in June 2005.

· The creation of the Office for the Fight against Corruption at central and provincial level;

· In the context of the legal reform in progress, the bill of judicial and communal courts has been concluded. 

· In the context of the investigations carried out, the first investigation, on the profile of judges and the challenges in the sector, was published in June 2005. It was considered good by the judiciary and it is expected that the instruments for the implementation of the social policies reflect their recommendations. 

3. 
Forward-looking
Indicators. It is agreed to maintain the PAF-indicators for 2006-2007, with a reservation, that the sector make a proposal for new indicators in service delivery and access to justice, in 2006 (Joint Review). The new indicators must be updated and harmonised with other planning tools and reflect the performance of each institution and of the sector as a whole.

Vision-Document. The conclusion of the Vision-project is foreseen before the end of this year, under the auspices of CCLJ. This shall be approved by parliament in the form of an organic law for the Justice system in the country.

Legal Reform. Conclusion of the scheduled legislative reforms by the end of this  year. The reform of the Penal Code and of the Criminal Proceeding must include domestic violence. The new legislative reforms are mentioned in the PES 2006, however, the sector should find an indicator that could identify the specific area of the expected impact with the reforms foreseen in 2006.

Sectoral coordination. To establish a permanent exchange and coordinationbetween the justice sector and the international partners, under the supervision of CCLJ.

Planning, Monitoring and Assessment. Initiatives related to the harmonisation of 

statistical data aiming at the creation of an integrated Monitoring and Assessment system matching the objectives of PARPA II are in progress, including statistical data separated by gender. The process of consolidation and harmonisation of the monitoring and planning instruments (PEI and POPEI) is in progress, with the PES and the State Budget. The improvement of this process will facilitate the analysis of the flow of internal and external investment with other activities of the PES. This is necessary for the updating of POPEI based on the guidelines of the Vision-document. 

Reform of the Public Sector. A more effective integration of the justice sector  within the process of Public Sector Reform, including a functional analysis of the institutions in the sector.

The fight against corruption. A strategy to reinforce the integrity of the judicial sector

with the definition of a profile of the qualifications for judges, attorneys and justice officials and through the institutionalisation of appropriate guidelines for inspection procedures.

Access to justice. Reduction of pending cases within the framework of an effective      program aimed at the identification of those cases likely to be solved  without many formalities and to submit these to the archive. Measures for the reinforcement of legality are being implemented in all provinces by the Committees for the Control of Legality as well as the plans for inspection of the Magistrate Higher Court and of the Attorney General Office.

The fight against HIV/AIDS, especially in the prisons (staff and prisoners) and  the updating of PEI and POPEI in the view of HIV/AIDS.

An integrated Vision of actions and resources of the sector. The sector shall reflect in its planning instruments, namely PES, PARPA, PEI/POPEI, the actions and resources liable to external financing, within the framework for the improvement of the processes for planning and use of the resources within the context established by SISTAFE.

List of external funds. The list of external funds made available to the Government for the year 2006 in project form and other contributions for the justice and legality sector was concluded and delivered to the sector and the PAP administrative office. (The proposal for the 2006 budget does not reflect these contributions. It also does not include the own revenues of the sector).
Financial Sector 

1.  
Executive Summary

Status of 2005 PES/PAF implementation

· Generally, actions against 2005 PAF targets are being undertaken, but with some delays and uncertainties. The forensic audit is on track, LFL legislation (Bankruptcy Law) has been drafted and may still be approved in 2005 depending on the parliamentary agenda, the BIM strategy is close to completion but implementation may not start in 2005. It remains unclear when the social protection law will be submitted to parliament. The actuarial study of the social security system is expected to start during the second quarter of 2006.  


Priorities for 2006

· The Financial Sector Working Group, chaired by the BoM, has selected five PAF targets for 2006 that are key to further progress in strengthening the financial system in Mozambique: the submission of the Bankruptcy Law and issue of related regulations to strengthen banking supervision; the issuing of a chart of accounts and new tax regulations in preparation of the introduction of International Financial Reporting Standards (IFRS) in 2007; the issuing of prudential regulations for the microfinance sector; the conclusion of the actuarial study to assess the financial viability of the social security system; and follow-up action to the forensic audit of the Banco Austral to strengthen accountability in the banking sector.
2.  
Review of Progress against 2005 PAF targets

The table below presents the current status of progress against the 2005 PAF targets. 
Table 1: PAF 2005 Targets and status as at September 2005

	Objective
	Action
	PAF 2005 Target
	Status  as at September 2005



	Strengthen accountability in the banking sector
	Carry out a forensic audit of BAu through the AG’s office
	Finalize audit
	Audit has started and is likely to be completed within 2005.

	Improve financial intermediation including that directed to the micro, small and medium enterprises and family aggregates without access to commercial banks
	Strengthen institutional capacity of BoM and other regulatory authorities
	Approval and issue of LFL legislation. 

	The legislation has been drafted and may still be approved in 2005 depending on the parliamentary agenda. Regulations are scheduled for 2006.

	
	Withdrawal of Government as a shareholder in the banking sector
	Implementation of BIM strategy. 
	Strategy is close to completion.  Implementation will not be completed by end 2005.

	Improve insurance and social protection sectors
	Improvement of social protection system
	Submission of social protection law to parliament

Beginning of actuarial study of social security system
	It remains unclear when the law will be submitted.  

The study is expected to start in the second quarter of 2006. 


3.  
Priorities and targets for 2006

The following table presents the PAF targets for 2006. The targets proposed are key policy measures in order to strengthen the Mozambique’s financial system and are consistent with the draft PARPA II targets and the PES 2006. 

Table 2: PAF 2006 Targets

	Financial system
	Improve financial intermediation including for micro, small, medium enterprises and households without access to commercial banks
	Reinforce the supervision capacity of the BoM
	1
	LFL
 legislation submitted and regulations issue 

	
	
	Implement IFRS
 in the financial sector.
	2
	New chart of Accounts and tax regulations issued

	
	
	Strengthen micro and rural finance institutions.
	3
	Prudential regulations published

	
	
	
	
	

	
	Improve insurance and social protection sectors  
	Improvement of social protection system 
	4
	Actuarial study on social security system concluded 

	
	
	
	
	

	
	Strenghten accountability in the banking sector
	Carry out a forensic audit of Bau through the AG's office
	5
	Follow-up action is taken


The approval and issue of the LFL (Bankruptcy Law) and related regulations will reinforce the supervision capacity of the Central Bank.

The introduction of International Financial Reporting Standards (IFRS) in the financial sector is scheduled for 2007. IFRS will bring Mozambique in line with international best practice in accounting and financial reporting standards and increase financial transparency and promote lending and investment. In order to implement IFRS in 2007, a new chart of accounts and tax regulations must be issued in 2006. 

New prudential regulations for microfinance institutions are needed to strengthen micro and rural finance institutions. 

The insurance and pension sectors in Mozambique could mask sizeable contingent fiscal liabilities. It is essential to verify if the Compulsory Social Protection system is balanced and sustainable in the long term and assess potential quasi-fiscal contingencies through an actuarial evaluation. An actuarial analysis is needed to determine the level of necessary contributions that is required by the scheme of benefits covered and make recommendations for the long-term financial sustainability of the system. 

The forensic audit is expected to be completed in 2005, following which appropriate follow-up action will be taken. 

Section IV.2 in the PES, which covers the financial sector, is broadly consistent with the annexed PAF matrix, although two PAF indicators are not discussed in the PES. 

Aspects related to gender and regional perspectives will be monitored by the FSWG during Joint Reviews using outcome indicators disaggregated by region and sex as far as possible and in line with the PARPA.
 Agriculture 

1.
Summary 

Status of 2005 PES/PAF implementation

Of the analysis done for the first semester, it was verified that MINAG’s performance was positive. 

· Two of the eight indicators evaluated have reached the goals foreseen for the year of 2005. 

· The implementation of the Institutional Reform was accelerated, and it is foreseen that the internal regulations of the new institutions and the respective staff profile will be concluded by the end of the year. 

· Progress has been made on the integration of the main planning tools, namely PAAO, PES e PAF.

· Funds disbursement, budget execution levels, and information collection systems have improved when compared to the same period of the previous year. 

· Progress was registered in the preparatory work for the establishment of the Management Information System (SIG). However, MINAG now needs to take essential decisions, to enable the implementation, establishment, and development of the SIG before the end of 2005. 

· The PAPs have also expressed concerns regarding the Agriculture Crop Production Supplementary Program in the 2005/2006 campaign (Programa Suplementar de Produção de Diversas Culturas na Campanha Agrícola 2005/2006), launched by MINAG outside the proper PROAGRI consultation mechanisms and agreed procedures. 

Priorities for 2006

· The analysis of the 2006 proposed state budget for agriculture and rural development shows a significant decline of approximately 12% in comparison to the 2005 approved state budget.

· PROAGRI II will start in 2006, and the 2006 PAAO focuses on core functions and strategic actions (AE). There is a need to clarify the scope and definition of and the planning and implementation mechanisms for these strategic actions.

· MINAG should continue its efforts to define the priorities for the sector and these should then be properly reflected in a medium term expenditure framework, to be eventually agreed with MPD and MF. 

· There is a need to clarify MINAG and MPD operational responsibilities for rural development specifically with regard to the actions that are considered as new activities in the PROAGRI II strategic document.  
2.
Backward Looking (1st Semester 2005)

Because the 2005 TIA had not been concluded, the 1st semester’s sector performance assessment was made based on the alternative indicators, for which data is collected through MINAG information subsystems.

From the 1st semester analysis, it was concluded that the agriculture sector and MINAG performance was positive. However, despite an increase in aggregated agriculture production, and due to other factors, there are still low food security levels, particularly in the southern and central regions. Two of the eight indicator targets for 2005 have been reached. It is believed that with this current level of achievement, the remaining indicator targets will be reached by the end of the year.

With regard to the public extension services coverage indicator, the ministry reached a total of 196.000 farmers in the 04/05 growing season, giving a 100% achievement rate. The improved coverage was due to the increase in the number of districts covered in some provinces, and to the redistribution of and the addition of more extension staff.

Chicken vaccination against Newcastle disease carried out by the public services reached 50% (600.000 vaccinations) end of June and 57%, (684,000) end of July.  DINAP and DNER predict that the full target (1.200.000 vaccinations) will be achieved by the end of the year. It is important to clarify that the initial 3 million target indicator, included the private sector.
In the first semester of the 04/05 cereal production growing season it is estimated that cereal commercialization by the formal sector reached 15,6%. Adequate monitoring and achievement of this indicator target by MINAG is very difficult, as actions that determine the degree of its achievement fall within the MIC control and jurisdiction.

Animal health services coverage for the first six months was below forecasted levels, having covered 27% and 25% on the vaccination against Anthrax and Blackquarter respectively. The relatively low level achieved, was mainly due to the fact that the vaccination campaign takes place between March-September, with most vaccinations carried between June and August. DINAP estimates that by the end of the year, 70-80% of the target will be reached.

Two thousand nine hundred hectares is the target for rehabilitation/construction of irrigation systems. A total of 1.100 ha was rehabilitated during the first six months, equivalent to 38% achievement. According to DNHA, the proposed target is likely to be reached.

Regarding the speed at which Land Use Rights (DUATs) requests are dealt with, only 61% of the requests received up to June were processed within 90 days. Taking into consideration the previous year’s level of achievement, it will be difficult to reach the 95% target. The establishment of the ongoing digitalization of the land registration system at provincial level may accelerate the processing of new DUAT requests.

Up to June 2005, approx. 48% of forestry concessions had a business plan approved.  This represents a delivery in excess of the original targeted level (129%). This reflects the efforts made by DNFFB in rationalizing the concession procedures, capacity building of forestry agents and improvement of the business plan implementation and monitoring.

Progress has been made in the integration of the main planning tools, namely: the PAAO, PES and PAF, which has resulted in more interlinkages between established targets, planned actions and budgeted resources. Given the complexity of these links and the permanent evolution of the planning tools in use in the country, these efforts will need to continue.

3.
Budget Execution - 1st semester 2005
Budget execution evaluation was based on the January-June State budget execution report. 

In spite of the delay in the State Budget (OGE) approval there were many improvements compared to the same period of the previous year, namely, funds disbursement, level of budget execution and the scope of information collection.

However, due to the above referred delay and to the ongoing financial systems reforms, delays in the channeling of information, reporting execution levels were still noticeable.  This has had a knock on effect of delaying further releases and in the execution of the agreed programme. 

The execution rates for the Recurrent and External Investment budgets were 51% and 47% respectively.  This represents an improvement, when compared to the same period of the previous year (46% and 23% respectively). The weak funds disbursement determined the low and worrying levels of execution (23%) of the Internal Investment budget that supports mainly contracted staff salaries and valued added taxes.

MINAG, continues developing efforts seeking to broaden its capacity to capture budget execution information of all projects registered in the sector’s budget.  The results of this work will be available by the end of the year. 

4.
Balanço do PES 2005
There are still differences between MINAG and the MPD in the methodologies used to calculate growth estimates of some of the sector’s indicators. Seemingly the differences reside in the calculation of the growth rates. The harmonization of the methodologies should be made as soon as possible. The 2005 PAF indicators are properly captured in the “Balanco do PES”, and systematic comparison is possible with the same first six months period in 2004. 

5.
Main Reforms/Concerns for 2005 (see annexed map) 

The Cooperation Partners recognize that progress has been made in the area of institutional development of MINAG. However they recommend that, as MINAG has no longer got a role of direct intervention in agriculture, it should concentrate on priorities, and perform clearly identified functions as determined in the functional analysis of the ministry. In this regard, it is highly important that a medium term expenditure framework is elaborated for the agriculture sector. 

In discussions initiated by the Cooperation partners, regarding the inclusion of an agriculture crop production supplementary program for the 2005/2006 growing season (Programa Suplementar de Produção de Diversas Culturas na Campanha Agrícola 2005/2006), it was decided that 1/ the inclusion of any additional sub programmes should be consistent with the ProAgri Basic Principles, 2/ the current MoU’s established procedures should be observed 3/ structures and mechanism to ensure effective dialogue between MinAg and the co-operation partners should be immediately identified and put into operation.  
The action plan that resulted from the study on MINAG’s requirements for a monitoring and evaluation system (SIG) was presented in August, and this document is still under discussion for approval. MINAG should nominate a management team, with the capacity to handle the challenges posed by the establishment of this system on a national scale.  It should also identify the best place to position this system within the Ministry’s institution, so that the SIG constitutes an essential tool in the policy formulation process and in the monitoring of MINAG and agriculture sector performance.

The implementation of the institutional reform was accelerated. The new internal regulation will be presented by March 2006. The action plan and the reform guidebook will be presented at the next PROAGRI meeting in October/November. 

The human resources mapping at central and provincial level is nearly complete. The definition of the personnel requirements for the new institutions will be concluded by March 2006. 

The development of the asset registry data base is ongoing. The regulation on vehicle purchase and use was produced (1st draft). Vehicle management has not yet been incorporated into the Financial Management System (Arco-Iris).

Regarding Procurement systems, the implementation of the actions contained in the work program from the 2001-2003 audit, are ongoing, at provincial and central level. This work is expected to be concluded by November and a progress report should be presented during the next PROAGRI meeting. However, considering the fiduciary nature of procurement and the findings from the above mentioned audit, the establishment of an external periodic supervision system for the central and provincial procurement units, is advisable. 

The 2006 PAAO, which is an essential element for the start of PROAGRI II, integrates activities that would allow performing minimal functions and Strategic Actions (AE). Considering the different interpretations of the strategic actions, there is need to clarify the nature and scope of these actions as well as to establish mechanisms and procedures for their identification, planning and implementation. 

MINAG and the Cooperation Partners are determined to achieve results at the local level, through the financing of several types of activities, using participative approaches, which will contribute to Rural Development.  In this regard the clarification of the respective roles of MINAG and MPD is essential, in order to enable partners to determine their financial support to activities at local level.

The action plan for the implementation of the recently approved gender strategy was elaborated. The PROAGRI II strategic environmental assessment was concluded. The HIV 2006/2007 action plan was elaborated in coordination with the National Aids Council. The MINAG 2006-2010 Strategic Plan is being elaborated, and is expected to be concluded in November this year. 

MINAG and Partners have decided to commission an independent evaluation of PROAGRI I which should be concluded by the end of the first six months of 2006. 

6.
Forward Looking: Performance Indicators for 2006-08
The evaluation of the current PAF indicators for the sector, concluded that all indicators, with the exception of one, are appropriate and that they should be maintained. 

The sub group decided to remove the indicator regarding promotion of agriculture markets, indicator n.º 16 - % of cereal production -(maize, sorghum , rice) commercialized by the formal sector. The reasons being as follows: 1) this indicator is not directly related to policies/activities under MINAG responsibilities, 2) the quality of the available data is weak, not allowing for an objective evaluation of farmers’ access to markets, 3) it is difficult to get timely data for the reviews exercise.

7. 
PES 2006
The methodology to estimate the agriculture sector growth rates should be harmonized with MPD It is necessary that the approaches adopted by these two institutions be harmonized. Regarding the growth forecasts and the 2006 matrix of actions and expected results,, it is necessary to give more information on what policies and measures will be taken by MINAG, and at what level, to reach the proposed targets. 

8. 
Budget for 2006
For the year 2006, MINAG proposes a budget of US$50.9 million, of which US$42.4M will be for investment and US$8.5M for recurrent costs at central level. The proposed budget for 2005 was US$58,5M, excluding the provision for DNDR. The approved state budget for 2005 is US$44M, and US$61M if projects and revenues allocated to the sector are included.  

With regards to the investment budget, 59% finance MINAG minimal functions with an amount of US$25M, with a further US$17.4M for the strategic activities. The definition of the concept of minimum function and strategic activities exercise is ongoing in order to reach a consensus between the partners and MINAG. Internal contributions, without including the amount of local resources in line with LOLE, amount to 14%. 

This level of contribution is not in line with the increasing trend observed over the last few years (9,87%;10,20%;18,01% in 2003, 2004 e 2005 respectively) and is contrary to the expectations for an increase of internal resources for the sector,  following the move of some partners from sector budget support to direct budget support.

Total Partner’s contribution to MINAG will be US$36 million of which US$19.3 million will support MINAG minimal functions, with the remaining 17,3 million allocated for Strategic Activities. 55% of the resources allocated to Strategic Activities will support new actions which will start in the year 2006, while US$7.8 million cover ongoing field initiatives throughout the country. 

The proposed state budget for 2006 allocates to the agriculture/rural development sector 4.3% of public expenditure for priority sectors. In 2005 this figure was 7%.

9.
Challenges for 2006 and for the Future
· Implementation of the institutional reform and finalization of the internal regulations and of the Workforce definition before March 2006.

· Human resources: complete job descriptions for all staff levels, approve and disseminate them and ensure that they are implemented.  

· Operationalization and implementation of PROAGRI 2 - clarification of the definition of minimal functions and strategic activities before November 2005. 

· Effective Information Management System (SIG) to monitor the sector and MINAGs performance to be put in place and start the work before December 2005 

· In order to consolidate financial management and sector information, capture financial execution of on-budget projects.

· Decentralization – create management capacity at local level particularly at district level to ensure effective planning, implementation and  monitoring

· Start PROAGRI I evaluation before end 2005

Private Sector 

1. 
Summary
Status of 2005 PES/PAF implementation

Progress to date in improving the business environment has been modest at best:

· ‘Balcões Únicos’ in process of establishment; there has been some impacted noted. 

Second half of 2005 significant progress is needed in the following areas:

· Labour law revision submitted to Parliament.

· Sectoral ministries (tourism, fisheries etc.) begin to simplify and speed up licensing requirements.

· Fine-sharing: Measures will be taken for all ministries to eliminate this practice. 

· Delays in VAT refunds and other GoM payments significantly reduced. 

· Commercial code enacted and implementation begun.

· HIV/AIDS combated in workplace through joint GoM/Donor/Private Sector efforts.

Priorities for 2006

The business environment will be improved by:

· The New Labour Law envisages reduction in the retrenchment costs (percentage to be decided) and also envisages liberalization of other aspects of the labour market.

· Business registration and licensing time reduced to 90 days (2006) and 60 days (2007).

· Other steps in agriculture, banking, procurement, auditing etc. need to be taken to improve the business environment.
2. 
Backwards look
There has been only modest progress this first semester of 2005 against the PES/PAF Strategic Objective for 2005:  “Stimulate job creation in the formal sector, modernize commercial practice to improve economic activities, simplify the process of business registration and reduce corruption.  “Progress has been made in moving the commercial code and improved registration procedure through the system, but these efforts have not yet been brought to closure so that the difficult environment faced by businesses in Mozambique has not improved.  There has been a significant and successful effort in 2005 to establish Balcões Únicos in all provinces but their impact to date has been minimal.  Since the approval in 2003 and 2004 of new procedures for industrial and commercial licensing in MIC, no progress has been made on simplifying the very onerous licensing systems of the Sectoral ministries.  The planned drafting of the labour law has been delayed, although some movement in this process appears underway at this time.

The second half of 2005 should see catch-up action now that the new Government has completed its organizational phase.  To meet PAF indicators:

· Complete a broad consultative process on the labour law and submit a new draft to the assembly.  

· Approve and implement the new commercial code.

The following are important steps which arise from earlier Aide Memoires:

· Business registration:  complete the computerization of notary registries and allow lawyers to function as notary agents.  Also eliminate requirement for publication in the Boletim da República.

· Fines and inspections:  take necessary political and legal steps to abolish the current system of providing a share of fines to the inspector and the institution he works for and establish procedures for depositing the full amounts in the Treasury.

· Accelerate payments by government to businesses (including VAT refunds);  

· Track the one-year performance of all 10 one- stop- shops;  prepare plans to simplify licensing in all ministries;

· Improve telecommunications regulations to increase competition and to eliminate unnecessary regulations (e.g.; licensing of fax machines);

· Establish an effective government, donor and private sector partnership for combating HIV/AIDS from the platform of the workplace.

· MICOA will prepare a report on progress towards integration of environmental concerns into the private and service delivery sectors.

3. 
Indicators for 2006 (and indicative for 2007 and 2008)  

For 2006 three specific indicators are included in the PAF.  These are indicative of the many changes needed to improve the business environment.  The draft PES for 2006 is essentially silent on these matters which have been discussed considerably with Government in the MYR process and earlier.    PARPA II discussions on the private sector have just begun.

1. Labour Law:  Implementation of the new law will begin in the 2006 period.  It is to be implemented in a way that stimulates investment and, especially, the hiring of new workers in the formal sector.  The specific PAF indicator is a measure of the reduction in the cost of retrenchment.  In addition there will be other relaxation of labour regulations that now hamper business without benefiting workers, such as limitations on overtime, shift work, piece work, temporary employment, and the use of foreign employees.

2. Fines and inspections:  Following the elimination of “fine-sharing” in 2005, a continued effort will be required to streamline the system, which is currently arbitrary and usually without effective appeal.  Actions will be the abolition of the individual inspector’s participation by decrees within all ministries (2006), abolition of the institution’s participation by decrees within all ministries (2007), and all fines are deposited, transferred and registered in the State Treasury account (2008). 

3.
Licensing and registration:  Each Ministry is to prepare and implement an action plan to reduce significantly the time, number of steps, and costs of obtaining licenses in the relevant sector, for both new investors and current operators.  These should be drafted in 2005 for implementation in 2006.  By the end of 2008, Mozambique will have a fast and efficient licensing system that conforms to best international practice.  The number of calendar days to start a business, as measures by the IBRD’s annual Doing Business report, will drop to 90 by 2006 and 60 by 2007.

In addition to these three specific PAFindicators, above, private sector development requires actions and policy changes throughout Government in order to contribute to the reduction of poverty.

Fiscal Reform:  Mozambique should have a tax system that stimulates private sector activity, particularly in labour-intensive sectors.  This means considerable further simplification of the tax code, and improvements to tax and customs administration.  Measures for 2006 and 2008 should focus on establishing a simple, transparent, well-managed tax system.  VAT refunds and G0M payments to venders should be made on time.

Land transactions:  Rules will be established to allow markets in land titles and concession rights to develop.  Titles for use of land should become fully marketable and eligible as bank collateral.

For the private sector, Agriculture is the base of economic development in Mozambique, and needs reforms to make it more market oriented.  Rural financial services need to be put in place.  Oligopsonistic limits on marketing of key export crops need to be reduced while rural credit and farmer associations take over the provision of inputs.  Irrigation should be encouraged on-farm and among small local groups of farmers using self-help when security of tenure through marketable land leases is available.  No new export tax should be imposed, and existing tax and non-tax barriers to export of agricultural commodities broadly defined should be scaled back and eventually eliminated.  Government must avoid schemes which tax the farmer to create agro-processing firms which have overall negative value added for the economy (while creating private profits).  Steps should be taken to make sugar cultivation and refining would market competitive so that the EU’s  pricing change is not a firm level financial disaster with implications for the treasury, and the poor Mozambican consumer is not made to bear the cost.

Road Sector
1.
Executive summary
· Although the overall financial capacity for the road sector has improved through an increased fuel levy, it is a major concern that part of those funds continue to be shifted to pay the rehabilitation programme and VAT instead of being used for road maintenance (periodic and routine) purposes only. During the first half of 2005, payments to Contractors were delayed on N1 road contracts financed by WB due to monthly ceiling of funds, which were prior determined.  

Priorities for 2006

· Donors would welcome increased leadership from Road Fund (RF) and ANE in determination of priorities and increased dissemination and enactment of national policies at national, provincial and district levels.  From July 2005, ANE quarterly reports are distributed to road donor core group.  
· It is important that ANE continues to improve its institutional capacity for the planning and project designing, implementation of projects, supervision services, road maintenance and the decentralization process.

· Increase the percentage of road network in good or reasonable conditions.


2.
Looking back
2.1
There has been significant restructuring of senior management within ANE.  This has occurred during the past four months and has involved executive directorates and the director general levels.  As can occur in change processes this has resulted in some delays in implementation of day-to-day business.  

Key measure to be taken: Through short-term consultancy apply periodically technical-financial audit on performance activities. 

2.2 RF has been obliged to shift funding from the fuel levy to counterpart funds for the rehabilitation programme. 

Key measure to be taken: Commit appropriate annual counterpart funds for the approved rehabilitation programme. 

2.3 An area of major concern is the bureaucratic and lengthy process of contractor and consultant payments. This has resulted in significant RF debts related to late payment, interest and claims and has a detrimental impact on private sector development, especially smaller companies.

Key measure to be taken: RF and ANE jointly at senior management level define and supervise a timetable for payments. 

3.
Looking forward
3.1
Proposed revisions to the matrix indicators for 2006-2008


Objective: Improve the passability of roads (melhorar a transitabilidade da rede de estradas).

Actions: Rehabilitate and maintain the road network (reabilitar and manter a rede de estradas).

Indicator: Percentage of road network in good and reasonable conditions (% da rede de estradas em boas e razoáveis condições).

Assumptions: The road section in good condition means the road where you travel at 80 km/h in safe mode, and the road section in reasonable condition means the road where you travel between 40-50 km/h in safe mode.

Road network:

Kilometres (km)

Primary road:


  5,870 

Secondary road:

  4,792 

Tertiary road:


12,136

Sum:



22,798

3.2
Comments on first draft OE and PES 2006   


The PES do not properly reflect the suspension of works in all N1 road contracts financed by the WB with significant payment delays to the Contractors.


The PES should indicate the costs per km for each road intervention to compare the road standards available for maintenance and rehabilitation.

3.2.1
Coherence between the proposed PES/PAF 2006 and first draft OE 2006



The OE 2006 covers 40% only of the rehabilitation programme.  This will bring a negative impact for the road agency (ANE) and the road fund. 

VAT for public works need to be re-think.   Projects with high values of external funding oblige high allocations of internal funds for VAT.     

3.2.2
Trend in resource allocation


Fuel levy revenue tends to increase because fuel prices are increasing despite of the increased trend of traffic.  However, construction costs will also increase and at the end, the results on the overall budget become negative.

3.2.3
List of external funds to GoM


N1 road sections:

Namacurra-Rio Ligonha 

Zambezi Bridge construction

Maputo-Marracuene

Maxixe-Massinga

Muxungue-Inchope

Nhangchengue-Pambarra

Other road sections:

Vanduzi-Changara

Nametil-Angoche

Beira-Inchope

Bene-Fíngoe

Macossa-Maríngue 

3.2.4
External funds reflected in OE 2006

External funds reflect high percentage (over 60%) of internal funds for reimbursement of VAT. 

Energy 

1. 
Executive Summary

Status of 2005 PES/PAF implementation

Since the Joint Review 2005, progress has been made towards developing the Mozambique-Malawi Interconnection. However, critical areas to address are:

· No progress has been made as yet regarding a funding mechanism for FUNAE.

· A new performance contract with EDM has not been signed.

· A clear decision regarding CENELEC’s (National Commission for Electricity) future role has not been taken. 

Priorities for 2006

· The development of new sources of power generation should be prioritised.

· Institutional development of the new Ministry of Energy is a priority.  

· A new indicator for the 2006 matrix is included i.e. increase access to electricity (all energy resources) with 30,000 new connections. 

Promote the expansion of distribution and commercialization of kerosene, LPG, biomass project etc.
2. 
Looking backward

2.1 Define critical areas of weak performance against the PAF 2005 and propose prioritised key measures to be taken

The energy sector was not reflected in the PAF matrix for 2005. Performance is being measured against a developed sector specific matrix.

As stated in the Aide Memoire from the Joint Review 2005, pt. 45, “the Energy Sector shows progress in the majority of indicators set in the sector policy and strategy”. 

And recently the Mozambican government gave it’s no objection for Escom Malawi and HCB to finalize a Purchasing Power Agreement (PPA) enabling preparations for a Mozambique-Malawi Interconnection to be built.

However, critical areas of the sector performance exists; 

· no progress is made regarding a funding mechanism for FUNAE,

· a new performance contract with EDM has not been established;

· a clear decision re. CENELEC’s future has not been taken;

· implementation of new power generation needs priority;

· institutional development of the new Ministry of Energy is needed.  

3. 
Looking forward

3.1 Confirm PES/PAF matrix indicator for 2006 and propose revisions/amendments to the matrix for 2006-08.

The Energy Sector has not been reflected in the PES/PAF Matrix. The energy working group (EWG) has submitted one indicator for the 2006 matrix, and are currently developing indicators for 2007-08 in connection with the PARPA II process.

The submitted indicator for 2006 is:

Area:
          Sub-Area     Objective     Actions                Indicators                 Target 2006

Infrastructure    Energy        Increase access to electricity      New connections           30.000

3.2. Comments on first draft of STATE BUDGET and PES 2006, including how the draft Parpa II is reflected.

· Energy seems to have been given less importance in the documents compared to other infrastructure activities like water and roads.

· It is necessary to improve the link between the energy sector and the development in rural areas like quality of life, education, health etc.

3.2.1. Coherence between the proposed PES/PAF 2006 and first draft of STATE BUDGET 2006

· PES includes activities that has not been allocated any resources in STATE BUDGET (i.e. expansion of distribution of kerosene, LPG, biomass project etc.)

· The amount approved for electrifying of the districts is not sufficient to electrify districts as stipulated in PES

3.2.2. Trend in resource allocation.

· We expect a slightly increase in the governmental funds to the energy sector based on the assumptions of a continued economic growth in Mozambique. Concerning the donor support or credits from development banks we anticipate a stable level of support in the short and medium term. 

3.2.3. List of external funds to GoM in the sector/area: done

· We are unsure if what has been done is sufficient.

· We think that allocation of funds should be based on the programs of activities as stated in the 5 year plan of the government in order to guarantee fulfilment of the concrete activities that will contribute to lower the level of the absolute poverty.  

3.2.4. External funds reflected in draft STATE BUDGET 2006

· In the draft STATE BUDGET it is hard to see that the external funds are reflected.

Cross cutting issues: HIV/AIDS, gender, and environment. Address sector transversal issues.

· the energy sector faces as challenge in this respect: the link between energy access and development needs improvement. This is currently being addressed in the PARPA II process.

 Education

1.  
Executive Summary

Status of the 2005 PES/PAF implementation

· The various levels of education continued to expand significantly.  This expansion, particularly at the EP1 (Primary School, grades 1 to 5) level was not accompanied by the recruitment of a sufficient number of teachers, resulting in an increase in the student-teacher ratio in EP1 from 66 to 74 in the space of only one year.  This has negative implications for the improvement of the quality of education.

· The re-structuring of MEC contributed to the delay in completing the ESSP II, which includes various policies and sector strategies.  MEC will prioritize the completion and the approval of ESSP II by the end of this year, in order to enable the achievement of sector activities.

Priorities for 2006

· In accordance with the objectives in the Government of Mozambique’s Five Year Plan, and in line with the Millenium Development Goals (MDGs), the PES foresees the continued expansion of the education system.  This expansion will require additional financial resources. Resources have been allocated in the budget for an additional 9,103 posts for education personnel, which will permit expansion of the primary education system, but may not permit improvements to the pupil/teacher ratio.

· The sector wishes to include a quality indicator on the pupil/teacher ratio. It was concluded that the sector would do a thorough analysis of the issue and this indicator would thereafter be included in the PAF for 2007.

· Owing to the delay in the completion of the teacher training strategy, and the technical-professional training strategy, the 2006 PES doesn’t reflect the full range of actions required to accelerate the pre-service and in-service training of teachers, and the reform of technical-professional education.

· For the first time this year, the inclusion of a large portion of external funds in the sector budget for next year, contributed to a significant improvement in the planning process.  There is a need to continue with this practice, guaranteeing timely disbursements.
2.  
Looking back

2.1  
Progress in 2005

The Education Working group (consisting MEC and its cooperating partners) identified a number of areas in which important progress has been made so far this year.  There have been improvements in service delivery, such as the continued expansion of the education system at all levels; the continued implementation of the new primary curriculum (this year extended to grades 2, 4 and 7); and the introduction of free primary education (abolition of remaining school fees).

There has also been progress in key reform processes too, notably initiation of work on a new secondary school curriculum, and further elaboration of the strategy to reform professional education.  These processes have taken place against a backdrop of fundamental restructuring that has had to take place in order to merge the former education, culture and higher education ministries into one.

2.2  
Critical areas of weak performance

The expansion of the education system that is recorded in the first semester PES report, particularly at the EP1 (Primary School, grades 1 to 5) level, was not accompanied by the appointment of the required number of teachers. The state budget, only approved in March and well after the beginning of the school year, allocated significantly less resources for salaries in education than had been requested. Failure to recruit sufficient teachers has led to an increase in the student-teacher ratio in EP1 from 66 to 74 in the course of only one year.  This national average of 74 masks significant regional variations, and some provinces are now recording a ratio of more than 100 students per teacher.  The negative impact of these figures on the quality of teaching and learning in the classroom is significant.

The re-structuring process in MEC delayed the conclusion of key sector strategies - including the ESSP II itself - in the time period that had been envisaged during the sector/joint review in April.  However, now that the restructuring process has been completed, and all changes in key personnel at national and provincial level have been effected, MEC will priorize the conclusion of these strategies and the final approval of ESSP II before the end of 2005.  Without these key strategic policy papers in place, coherent sector development and financing over the next five years will be impossible to ensure.

The planning process this year has been less effective than in previous years, partly as a result of a lack of clarity in the respective roles of the central ministry and the provinces in the elaboration of plans and budgets for next year.  In addition, key programmes reliant on external financing (primary school book distribution, direct support for schools, in-service training – CRESCER, adult literacy) have been delayed in part because of late conclusion of donor financing commitments and subsequent late disbursements.

2.3  
Cross cutting issues

In the macro cross-government reform area of financial management, the preparatory process for the rollout of SISTAFE continues to be a concern to MEC.  Two months prior to the rollout, MEC does not feel sufficiently involved in a way that will ensure the success of SISTAFE implementation in the sector.  Better lines of communication between UTRAFE and MEC about the rollout process, and what is required on both sides, is required urgently.

MEC’s response to HIV and AIDS continues to be an area of relatively strong performance.  Earlier work to coordinate disparate donor efforts around a comprehensive sector strategy has been built on through the development of HIV and AIDS workplans at national and provincial level. 

In contrast, a comprehensive approach to addressing gender inequalities in the education sector has been hampered by the continued absence of an approved gender strategy. At the same time it is noted that the gender gap In the lower primary classes (grades 1 and 2) is closing.

3. Looking forward

3.1  
PES/PAF indicators 2006-08

MEC and its partners have worked together to review and update the headline education sector indicators that we would like to see included in the PES/PAF matrix.  We have refined two of the current indicators, and have proposed a third:

Net enrolment rate at primary level (disaggregated by sex).  The previous PAF matrix included NER at EP1 level only.  The indicator has been refined to reflect better Mozambique’s commitment to achieving the millennium development goal (MDG) of universal primary education – which is measured internationally as 7 years of schooling.  Targets are 2006: 82% (xx for girls); 2007: 86% (xx for girls); 2008: 89% (xx for girls)

Primary completion rate (disaggregated by sex) – as above, refined to take into account Mozambique’s commitment to universalisation of a full primary cycle of 7 years. It should be noted that this indicator can only be measured with a year’s time lag (meaning that the target included for 2006 will measure performance in 2005). Targets are 2005: 27.5% (xx for girls); 2006: 33.7% (xx for girls); 2007: 40.9% (xx for girls)

Pupil teacher ratio at EP1 level. This indicator has been introduced as a way of measuring the fundamental balance that needs to be struck between system expansion and ensuring the quality of education provision.  It also provides evidence of the extent to which Mozambique’s commitments to international education goals are being adequately matched by allocations of sufficient recurrent cost resources within the annual budget process. Targets are 2006: 71; 2007: 68; 2008: 66.

3.2  
Comments on draft OE and PAF/PES 2006 (coherency and trends)

The 2006 PES represents a comprehensive overview of major activities to be implemented in the coming year.  Proposed activities in the PES are in line with GoM’s five-year plan which in itself commits Mozambique to the objective of meeting the MDG for education by 2015 while at the same time ensuring the development of a balanced education system that is moving towards a nine year basic education cycle for all children. However, due to the noted delays in finalising the ESSP II and its related sub-sector strategies (specifically the ones in the area of teacher training and technical-vocational education and training), the PES does not reflect the full range of actions that will ensure implementation of those proposed reforms in 2006. 

The PAF matrix clearly demonstrates the challenge Mozambique is currently facing in meeting its commitment to expand access to primary schooling to all children without the financial resources available to recruit and post a sufficient number of teachers to maintain a minimum level of quality. This poses a dilemma: should MEC reduce the rate of expansion or accept an increase the pupil teacher ratio, with its correlating negative impact on quality? 

The hiring of more teachers, however, in itself poses a dilemma, as it will reduce the % of qualified teachers. To address this challenge, MEC is currently finalising a strategy for reforming teacher training that will be implemented from next year. In 2006, MEC and its partners will need to investigate alternative strategies to ensure that the resources available for paying the teacher workforce are allocated as effectively as possible.

3.5   
External financing to education 

As agreed in the annual review of the sector (RAR 2005), information about the major part of external commitments were communicated to MEC by the end of June this year, thereby enabling external funding to the sector to be incorporated into MEC’s annual plan and budget for 2006 much comprehensively than in previous years. However, there continues to be a need to guarantee timely disbursements by partners. The current reform of the sector common fund FASE – to be completed by the end of 2005 is expected to partly address this issue. 

FASE is increasingly becoming the primary channel for external funding to the sector. The proposed budget for the PES 2006 shows that FASE will finance the education sector’s major non-salary recurrent costs, which include Direct Support to Schools, low-cost school construction, book distribution and in-service teacher training (CRESCER). Within the process of reforming the FASE mechanism, it will be necessary to look at how the external funding made available through this route and to be used at both national and provincial levels are most appropriately reflected in the budget.

3.6 
Trends in resource allocation
External financing reflected in OE 2006
Health

1.
Executive Summary
Status of the 2005 PES/PAF implementation

· Updated information for the 1st Semester 2005 shows an improvement of the key indicators of the sector as compared to the same period last year. With respect to HIV/AIDS, there has been scaling up of activities, which is translated in a significant improvement of indicators on Prevention of Mother-to-Child-Transmission (PMTCT) and Anti-Retroviral (ARV) therapy.

· A complete analysis of the performance of the sector should also consider the ongoing reforms context that not only the health sector but the country as a whole is experiencing, including new plans and processes initiated since the beginning of 2005. 

· The budgetary execution of the sector for the first semester of 2005 was poor, particularly at central level, as a partial result of a combined effect of the delay in the approval of the State Budget, and subsequent adjustment of the plans. 

· Inclusion of more projects with external funds and the respective execution improved the quality of information provided in the report; however, there are still reserves on the reliability of data.

Priorities for 2006

· For the second half of 2005 and for 2006, a number of priority activities have been planned in the fields of reform, management and service delivery. Functional analysis will be intensified and completed, and the review of the planning and management processes of the sector will gain a new momentum with technical support from an academic institution commissioned for the effect. 

· A Health Network Development Plan will be developed to respond to the sector’s concern in terms of basic infrastructures and their refurbishment. It is equally expected that the Human Resources Development Plan will be finalised which will ensure training and deployment of staff in accordance with priorities and health network development. 

· In the area of provision of health services, the priority programmes of the sector will be strengthened with particular emphasis on the implementation of National Strategic Plan for HIV/AIDS in the Health Sector (PEN Saúde). The sector will not, at this point, alter the Performance Appraisal Framework (PAF), but PMTCT indicator targets have been reviewed and the ARV indicator has been re-introduced and its targets have equally been reviewed taking into account the real capacity of the sector.
· The priorities of the Social and Economic Plan (PES) 2006, health component, will focus on the expansion and strengthening of the National Health Services (NHS), reduction of regional inequalities and improvement of the quality of care within the allocated limits of the State Budget. However, the needs in terms of new staff recruitment, staff promotion and investments continue to be the major challenges for the sector in 2006. 
2. 
Retrospective Analysis of the 1st Semester, 2005
Service provision and expected results

In contrast with the data contained in the Balanço do PES (BdPES) for the first semester, the updated data show that the performance indicators of the sector tend to increase during the semester as compared to the same period last year. Global volume of activities measured in units of attendance, has grown at about 8%, particularly in the northern provinces. Although in the last two years DPTHepB3 coverage shows a positive trend, the results achieved in this component are still below the planned targets. The indicator consultation per inhabitant shows a continued increase although there are still some disparities between provinces and between rural and urban areas. Table 1 contains the summary of selected indicators based on the information updated in September. If measures for reinforcing the implementation of Expanded Programme on Immunization (EPI/PAV) activities are not taken during this second semester, the targets planned for the DTPHepB3 and components will not be achieved.
Table 1: Small PAF indicators, results achieved in the First Semester 2005 
	Indicator
	Actual, Semester I 2003
	Actual, Semester I 2004y
	Actual, Semester I 2005yy
	PAF Target, 2005
	Comments

	% institutional births 
	43,9%
	45,2%
	46.7 %
	49%
	Considering current tendency, it is expected that the annual targets will be achieved.

Taking into account the previous year, it will be necessary to reinforce activities in the second semester in order to achieved the targets planned



	Coverage: DPTHepB3

 0-11 months
	89,3%
	91,0%
	92.0 %
	95%
	

	Consultations per inhabitant 
	0.97
	0.99
	1.00
	0.93
	The results achieved in the first semester indicate that the targets set for the year will probably be achieved. 


As to HIV/AIDS, the targets set in PEN Saude were relatively optimistic and difficult to achieve, mainly because they required the establishment of conditions for a more rapid response capacity (critical inputs). However, two key indicators show a significant improvement for the first semester 2005. In the area of PMTCT, during the first six months, 3,181 seropositive pregnant women had received Nevirapine in comparison to 3,177 in the whole year of 2004. As to ARV treatment, the indicator shows that in the first semester 2005 about 12,817 patients were receiving treatment as compared to the 7,414 last year. The apparent scaling up of the implementation of ARV treatment programme could experience a slowdown during the rest of the year due to the process of ensuring that the infrastructures are adequate which depends largely on sub-contracting NGOs, an activity the implementation of which has been experiencing delays.

It is worth mentioning that some key developments took place in the sector during the first semester, which could have a significant impact on the performance of the sector, starting from the context of change in which the plans and activities were undertaken. In 2005, the government developed its five-year plan, and PRSP is currently under review. These documents, and the new health policy paper which is currently being developed, set out the priorities of the new government and the vision of the sector for the coming years. At the same time, the Medium Term Evaluation of the Health Sector Strategic Plan (PESS) is being finalised, which will inform the process of its planned revision. In addition, a public sector reform process is under way aimed at improving effectiveness and efficiency of the administration, at providing services in a decentralised manner and preventing and fighting corruption. 
2005 Budgetary execution, 1st Semester (MF’s Report)

Budgetary execution of the current expenditure of the sector has been lower as compared to 2004. In the first semester 2005, it was 29,1% as compared to 43,1% reported for last year. The level of execution at central level at the Ministry of Health was 11,8% and at provincial level was 34,3%. The budgetary execution of the sector for 2005 has been affected by measures of containment of costs in certain budget lines for goods and services and other staff costs, namely communication, fuel, seminars, travel and per diems. Savings resulting from these measures could be employed in priority activities. The process of adjusting activity plans with view to implementing new budget guidelines combined with the delay in the approval of the 2005 State Budget may have been the causes of the poor budgetary execution in the first semester of the current year.

The quality of the Budgetary Execution Report (BER) has improved and this has resulted in an improvement of provincial expenditure analysis under the new framework. However, there are still some discrepancies between the information of the sector and that of the Ministry of Finance.

With respect to the Investment Expenditure, it has not been possible to completely compare between 2005 and 2004 data. The existing data suggest that investment execution has increased (2005=37% e 2004=31%) because there is more information on external funding and respective costs in the BER. However, the information contained in the report should be analysed with caution, because PROSAÚDE and FCMSM funds have been included as investments although they mainly finance recurrent costs. In addition, PROSAÚDE allocation in the BER only represents 49% of the total allocation for the Ministry of Health (MoH), which increases the execution rate in the report.

Critical aspects that require to extra attention, 2005-2006

By the end of 2005 and for 2006, the sector will deepen its analysis of certain pertinent fundamental aspects of the reform in general, and of the health sector in particular. Such aspects include, among others, a functional analysis the completion of which shall be the basis for a new planning and management approach, together with decentralisation of the government and the new financial management processes. It is expected that these new reforms will contribute to an improved financial execution rate of the sector which has declined from 2004 to 2005. Hence, it will be necessary to scale up the implementation of the revised activity plan so as to increment budgetary execution of recurrent costs, particularly at central level. 

Another crucial aspect has to do with investments of the sector. The Investment Plan of the sector will be reviewed and transformed into a Health Network Development Plan, which will focus not only on basic infrastructures but also on human resources and refurbishment of health units. To that end, a staff training and deployment strategy shall also be strengthened within the Human Resources Development Plan of the sector. Parallel to this plan, the follow-up of investments will be improved by using an Investment Monitoring tool which has already been developed by the sector.

In terms of service provision, it is important to strengthen the priority programs of the sector, by integrating them progressively at the level of the health units. One of the priorities is the implementation of the National Strategic Plan for HIV/AIDS for the Health Sector, which should receive enough financial and non-financial resources, including skilled personnel. Strengthening of cooperation of MoH with NGOs has also been catered for, in which MoH will engage them in providing services.

3.  
Review
a. PES/PAF indicators 2006-2008

The three indicators for the health sector will not be changed in 2006, except for a change to the English text translation of indicator 5. The coverage rate of DPTHepB3 vaccine should not exceed 95% and it is expected that with the review of the Health Information System this level will be maintained in the coming years.

Health Sector HIV/AIDS Indicators: The indicator on prevention of mother-to-child transmission has been changed to reflect the actual capacity of program expansion. This is a new program in the sector; staff training and creation of adequate conditions has taken longer than planned in the National Strategy which, after a year and a half of implementation, is considered overly ambitious for the Mozambican context. In addition, indicator calculation has also been altered; now it refers to HIV+ women who receive antiretroviral treatment and the target is lower than the one contained in the National Strategy which referred to women undergoing counselling.

The indicator on Antiretroviral Treatment has been re-introduced (it had not been included in the 2005 PAF matrix, but it was included in the 2004 PAF matrix). The goal for 2006 has been adjusted to the sector’s real capacity. The sector is learning by doing in the course of the implementation of this new program. Although the sector is committed to an integrated approach aimed at expanding ARV therapy in accordance with the requirements of national strategy, the main constraint for the planned speed of expansion of the program is the lack of human resources and lack of adequate infrastructures. 

PMTCT and TARV goals for 2007 and 2008 shall be defined after review of the sector’s strategies in 2006; this is the reason a blank space has been left in the PAF matrix.

b. Comments on the State Budget and PES 2006  

i. Consistency

The main objective of the health component in PES 2006
 is to contribute towards the improvement of the health of the populations, reducing the excessive burden of disease through interventions aimed at 1) reducing territorial inequalities in resource allocation and deployment, 2) increasing access to health services through expansion of the health network and priority programs, 3) incrementing efficiency in the use of the resources available and 4) improving the quality of health assistance provided to the populations, in an integrated manner and based on the Primary Health Care approach. The achievement of these objectives depends to a large extent on the availability of adequate financial and human resources.

The 2006 Draft State Budget is under preparation; it is known that by proposal at central level, current expenditure for staff has been covered. As for additional requirements in Salaries and Remunerations for the whole sector, whose proposal amounted to 115,043 billion meticais, only 87.2 billion meticais have been secured for new staff. Thus, there will be a 27.8 billion meticais deficit, which will limit the absorption of staff and delays for a year the process of promotion of staff. This situation could compromise the planned expansion of the health services network as well as the improvement of quality of assistance.

As to the proposal on expenditure on goods and services at central level, there is a 19,034 million meticais deficit, although the current execution level will not be fully satisfactory. Capital expenditure enjoy an increment of 3,866 million meticais as compared to the central level proposal for 2006 which will contribute to the refurbishment of health units and the resulting improvement in the quality of services provided.

Although it is early to analyse the consistency of PES 2006 and PRSP II (as they are still in the early stages of preparation) we may say that the strategic objectives of PES 2006 focusing on equity, access, efficiency and quality are reflected in the current drafts of PRSP II. With regards to the latter, the main concern of the sector is the development of mechanisms aimed at increasing the availability of basic health resources to the poor and eliminating the barriers that this disadvantaged group faces in accessing health services.

The central level investment budget has been set at 71.8 billions compared to the 84.4 billions initially proposed. This situation reduces the capacity of the sector to cover with the countervalue costs in the projects supported with external funding in accordance with the contracts already signed. On the other hand, the OI decrease at central level is not consistent with the guidelines set out by the Ministry of Planning and Development (MPD) on preparation of PES 2006 and PTIP 2006-2008, which entrust the central level with the responsibility to fund and implement the strategic activities of the sector countrywide, particularly the expansion of the network of referral services.

ii. Resource allocation trends 

An analysis of the funding trends of the sector is difficult as the 2006 budget includes about 58% of external funds, unlike the previous years. However, with respect to the investment budget of the sector, we can find the decline of the internal component as compared to 2005, which increasingly limits the capacity of the sector to improve people’s access to quality health services.

iii. External funds reflected in the preliminary draft of the SB

It is clear that there is a collective effort in including external funds in the budget of the sector. However, information is still incomplete, particularly for funding vertical programmes. On the other hand and given the difference in planning cycles of the government and cooperating partners, the information available cannot be considered to be final. Finally, inclusion of external funds as investment when most of them fund recurrent expenditure results in distortions in budget analysis between the sector and the Ministry of  Finance.
HIV/AIDS 

1. 
Summary 
Status of the 2005 PES/PAF implementation

· PARPA II objectives and indicators, based on the HIV/AIDS National Strategic Plan (PEN II) framework, have been developed.  All ministries and provincial directorates, as well as many private sector and civil society organizations have submitted two year HIV/AIDS operational plans supporting PEN II implementation. 
· Provincial Governors have been called upon to enhance their leadership of the provincial response.
· National AIDS Council (CNCS) dialogue with key stakeholders and interlocutors has improved.  700 organizations are currently receiving support from CNCS.  A program to support private sector initiatives is operational. However, the process is still very delayed and greater efficiency is needed.  

· A National HIV/AIDS Communication Strategy has been drafted.  

· The Ministry of Women and Social Action (MMAS) has developed a three year National Action Plan for OVCs.  

· The latest HIV Surveillance Report estimates that 2004 prevalence rates are 16.2% - up from 13.6% in 2002.  Significant regional variations persist (and need to be better understood).  

· The Ministry of Health (MISAU) has signalled that the National Strategic Plan for STI/HIV/AIDS (PEN Saude) antiretroviral treatment (TARV) and prevention of vertical transmission (PVT) targets are too ambitious.

Priorities for 2006

· Government commitment at the highest levels continues to be essential to drive the national response.  Sectoral and provincial operational plans, PARPA II objectives and the Communication Strategy, must all be translated into adequately resourced and implemented programs.  

· More efforts are required to implement workplace policies in the private and public sectors.  

· The National Action Plan for OVCs must be implemented.  

· Further investigation and multi-stakeholder dialogue is required to identify and address the bottlenecks in the role out of TARV and PVT programs.  

· There is a need for targeted programming to address the inextricable link between gender inequality and HIV/AIDS.  Youth, especially out-of-school youth and girls aged 10-15, need to be a primary focus of participatory prevention efforts.  

· Efforts must continue to improve harmonization, alignment and simplification of systems, structures and procedures.  The new Grant Management System Operations Manual must be finalized and implemented before the end of the year.  

· Further M&E capacity and institutional development efforts are required to ensure an adequate understanding of the epidemic.

· A public sector impact assessment, a sub-projects impact assessment and a financial management capacity assessment will be carried out in the coming months.

· New terms of reference for the Partners Forum, as well as a Code of Conduct and a Partners Performance Matrix will also be developed in the coming months.

· HIV/AIDS received improved treatment in the PES 2006, though human resource impacts could have been better reflected.
· The big increase in funding for CNCS in the OE is due to the inclusion of external funds.  The risks associated with the imbalance between external and OE funding of CNCS need to be considered. 
2. 
Looking Back

· HIV/AIDS is mentioned only within the Human Capital Pillar of the Relatorio de PES 2005 (where a list of activities is provided).  There is no discussion of broader national progress, nor reference to the new estimated prevalence rates.  Through the operationalization of PEN II, future Relatorios are likely to include improved reflection of HIV/AIDS issues.
· The latest HIV Surveillance Report estimates that 2004 prevalence rates (among people aged 15-49) are 16.2% (MISAU/INE, 2005) - up from 13.6% in 2002.  Substantial regional variations in prevalence rates persist - southern (18.1%) and central (20.4%) provinces continue to be more affected than northern provinces (9.3%).  Sofala (26.5%), Maputo Province (20.7%) and Maputo City (20.7%) have the highest prevalence rates.  Zambezia, the most populated province (approximately three million people), has the largest increase – up from 12.5% in 2002 to 18.4% in 2004.   As outlined in the next section, the Multisectoral Technical Working Group is in the process of analysing this new data with a view to developing a better understanding of the epidemic and enabling appropriate, targeted interventions.

· The Technical Working Group is analysing this new data in the hopes of developing an improved understanding of the various epidemics and trends and enabling appropriate, targeted interventions.
· Government, private sector and civil society commitment to HIV/AIDS has been evident in the efforts over the last few months to operationalization PEN II.  As a result of CNCS´s initiative, all sector ministries and all provinces (in many instances with the active participation of CSOs) have now submitted HIV/AIDS operational plans for the first two years of PEN II implementation.  

· Although concern has been expressed that HIV/AIDS was not mainstreamed in draft zero of PARPA II, discussions in the Working Groups and the Poverty Observatory are encouraging.  The proposed overall PARPA II HIV/AIDS objective (drawn from the MDGs and PEN II) is to halt the spread of the pandemic.  A matrix of 11 objectives with associated indicators to be integrated into the various Working Groups has been developed.  These indicators, based on PEN II, focus on prevention, stigma and discrimination, treatment, impact mitigation, and national coordination and response.

· HE Prime Minister Luisa Diogo, who is also President of the Board of CNCS, has called upon Provincial Governors to enhance their leadership of the response at the provincial level.

· The CNCS Board is now meeting regularly – it met four times between April and September 2005.  

· Although the Global Fund’s Country Coordinating Mechanism (CCM) met in June and September (after a long lull), questions remain unresolved about the fact that this is a parallel coordination structure.

· Progress has been made in establishing and strengthening M&E frameworks, including in support of the national response (e.g. PEN II, PEN STI/HIV/AIDS and the new National Action Plan for OVCs have M&E components, as do MINAG and MEC’s strategies).  Nevertheless, significant barriers exist to rolling out a single, unified, coherent M&E system with reliable, evidence-based information – including a lack of skills to implement and coordinate M&E activities, inadequate financing for M&E, and the absence of well-functioning M&E systems at sub-national levels.

· Dialogue between CNCS and civil society organisations has improved over the past months e.g. through work with network organizations and through a number of initiatives to engage traditional healers, the elderly, faith-based organisations, private sector organisations and the public sector.

· Between January and September 2005 CNCS provided $5.4 million of support to approximately 700 (public sector, as well as national and international non-governmental, faith based, and community based) organizations involved in 1,050 HIV/AIDS related projects (and 11,246 activities) across Mozambique.
· Progress has been made to simplify, harmonize and improve efficiencies of this Grant Management System for Sub Projects.  New procedures, manuals, MOUs, etc. are in the process of being finalized.
· A structure to fund private sector initiatives has been formally established with the launch of Avante - which focuses on work place prevention and impact mitigation.  
· CNCS has approved the proposal to support MMAS’s 3 year programme to scale up the national response for OVCs.  MMAS has recently finalised both the National Action Plan for OVCs and their Sectoral Plan for HIV/AIDS. 

3. 
Looking Forward
Key Priorities for the remainder of 2005 (and into 2006)

· Although much of the framework is in place to scale up the national response, the challenge remains to translate plans and strategies into adequately resourced (human and financial) prevention, care, treatment and mitigation programs.
· Commitment to HIV/AIDS has been evident in efforts to operationalization PEN II.  CNCS is expected to endorse sectoral and provincial plans, as well as the new Communication Strategy, by the end of the year - so that execution can and will start in early 2006.  Commitment will be further measured by the level of implementation and resourcing (financial and human) of these plans and strategies.  It is strongly recommended that, where possible, resources be sought within sector and provincial plans and budgets.

· The proposed PARPA II HIV/AIDS objectives and indicators need to be not only integrated into the matrices of all relevant PARPA Sector / Pillar Working Groups, but also appropriately costed.

· MISAU’s targets for the provision of TARV and PTV have proven to be overly ambitious.  There is, therefore, a need for investigation and multi-stakeholder dialogue to identify and address bottlenecks, deal with human resource capacity constraints and consider alternative delivery options. 
· There is a need for integrated analysis of biological and behavioural data and evaluation research (e.g. on new infection rates, incidence rates among youth and men) to help understand regional variations and demographic trends and enable appropriate target interventions.  The multisectoral technical working group that deals with HIV epidemiological surveillance is in the process of analysing the 2004 biological, socio-demographic and behavioural data.

· It is imperative that appropriate, targeted, multi-faceted programming be developed, resourced and monitored to address the inextricable link between gender inequality and HIV/AIDS.  Access to sexual and reproductive health services should be increased and programmes focusing on inter-generational sexual relations must be prioritized.
· Recognizing the pivotal role of M&E, on-going capacity and institutional development is required to enable CNCS to develop, resource and operationalise the national M&E framework for PEN II.  Moreover, there is a need for greater focus and prioritization within key government ministries and key stakeholders to effectively develop and strengthen monitoring systems at the central, provincial and district levels.
· The regulation of Law 5/2002 (HIV/SIDA e o Trabalhador) has commenced.  However, this law only covers workers in the formal sector.  There is, consequently, a need to also develop structures that protect workers in the informal sector, as well as ordinary citizens.
· Further work to ensure the elaboration and implementation of private and public sector workplace policies is essential.
· CNCS will initiate an HIV/AIDS public sector impact assessment by the end of the year.  It will also undertake an Impact Assessment of Sub-Projects and a Financial Management Assessment over the coming months.  
· Plans need to be developed to conduct an HIV/AIDS expenditure review to map and assess how and where HIV/AIDS funding is being channelled and to what effect.
· Partners need to play a constructive and supportive role in promoting a locally owned and driven national response through genuine partnership.  Partners need to continue to work to establish common mechanisms and procedures (including for Grant Management) – and to align coordination and reporting systems with Government structures.
· Work to revise the Terms of Reference, and to develop a Code of Conduct and Partners Performance Matrix for the Partners Forum is expected to be initiated in October.
· As part of the Leadership for Results Programme, it has been recommended that work be initiated towards developing a national strategy for the empowerment of rural communities, which is in line with the new Communications Strategy.

· It is imperative that the National Action Plan for OVCs be approved, resourced and implemented, and that greater attention be paid to MMAS systems (including monitoring systems) building.  Moreover, the providers of basic social services for orphaned children need further capacity building support.  Out of school youth, especially girls between 10 and 15, need to be the focus of participatory prevention efforts.   
c. PES/PAF matrix indicators 

· Prevenção: Percentagem (e número) de mulheres grávidas HIV+ que recebem tratamento de profilaxia completa nos últimos 12 meses para reduzir o risco de transmissão vertical de mãe para a criança.

· Cuidados clínicos: Percentagem (e número) de pessoas com infecção HIV avançada que recebem o TARV (terapia anti-retroviral) combinado segundo os protocolos nacionais, desagregados por sexo e por grupos etários (0-14, 15-24, 25 e + anos).

· Mitigação do impacto: Percentagem de COV's abrangidos pelo Plano Nacional de Acção para as COVs, sem acesso a serviços básicos em 2005, com acesso a pelo menos três serviços básicos nos 12 meses anteriores, desagregados por sexo e por distrito.

d. Comment on first draft OE and PES 2006 – awaiting OE and PES 2006
3.2.1 Coherence of HIV/AIDS Planning in the PES 2006

· The increased prominence given to HIV/AIDS in the PES 2006 is welcomed – in particular the added attention to  the demographic and macroeconomic impact of the epidemic.

· The HIV/AIDS prevalence projections used in the PES were taken from the Impacto Demográfico.  The 2004 estimated prevalence rates have, however, been revised upward from 14.9% to 16.2%.  

· Although HIV/AIDS receives specific comment in some sectors, the implications of the epidemic for each sector could be more clearly spelled out.  Human resource impacts merit particular attention.

3.2.2 Trend in resource allocation

· The 2005 OE allocation to CNCS was MT80 billion of internal and MT187 billion of external financing, for a total of MT267 billion - MT135 billion of which had been spent as of June 2005.  A significant portion of external financing is not, however, captured in this figure.  The real half year execution rate was, therefore, lower.

· The 2006 OE allocation to CNCS is MT80 billion of internal and MT700 billion of external financing, for a total of MT780 billion.  The significant increase in external funding is primarily due to the fact that said funding moved on-budget in 2006, giving a much more accurate picture of total available resources.

· The internal OE component of CNCS’s budget is used to finance recurrent expenditures for both CNCS-HQ and its Provincial Nucleos, including salary costs.  CNCS estimates that its internal OE financing needs are Mt125 billion annually.  Consequently, concerns have been raised about the allocation of Mt81 billion in recent years.  This has been exacerbated by incomplete disbursement of budgeted internal funding to CNCS.

· CNCS is heavily dependent upon external financing – particularly from the World Bank.  Future financial planning should take into account the need to monitor this portfolio composition in order to ensure the sustainability of the national response.

· All CNCS resources have been classified as investments in the OE, when in fact much of the funding is used to finance recurrent costs.

3.2.3 List of external funds to CNCS

· The above referenced MT700 billion of external financing reflects all major funding sources to CNCS (e.g. World Bank MAP, Common Fund including GFATM, UN, etc.).  

3.2.4. External funds reflected in OE 2006

· External funding to CNCS is now more comprehensively reflected in the OE 2006.

· PEPFAR will bring significant additional HIV/AIDS resources into Mozambique (approximately MT1,250 billion in 2005 and Mt1,625 billion in 2006).  Most of this funding is not reflected in the state budget. 

Water & Sanitation 

1. Executive summary

Status of the 2005 PES/PAF implementation

· Using additional information from DNA it can be concluded that irregular and low disbursements of the internal investment funds have again seriously affected the sector’s performance and caused delays in the execution of externally funded projects.

· The PES/PAF targets for 2005 will not be met. DNA forecasts that the coverage rate for drinking water will be 4% less and the rate for sanitation 2% below the 2005 targets.

Priorities For 2006

· Considering the performance problems of the sector, the targets for the PES/PAF indicators for the period 2006-2008 have been reduced.    

· MOPH/DNA and MF should urgently negotiate a solution for DNA’s ever increasing debt burden of outstanding VAT-payments.

· Service delivery in the sector will be improved through special efforts in capacity building and institutional development, particularly at decentralised levels.

· Funds will be made available from the central budget of the water sector for 2006 to ensure the execution of planned activities in the area of rural water.

2. Looking back – Performance Water & Sanitation Sector during 1st half year 2005

2.1 General remarks

The two primary source documents for monitoring the mid-year results 2005, the Balanco do PES (BdPES) and the State Budget Execution Report (BER) do not permit a proper assessment of the Water Sector performance. The BdPes is too concise and gives limited information. The BER is organized in a way that makes it impossible to identify the overall budget execution for the sector. Already last year it was observed that the report does not permit the extraction of an overall picture for the sector. In the July 2005 BER matters have become worse: the data on the budget execution of the water sector manager, DNA, are ‘hidden’ in the central MOPH budget execution data. The same applies at provincial level. The information on the DPOPH’s has not been differentiated for roads, water, etc. As a consequence the budget execution at central level (DNA) and provincial level (DPOPH’s) cannot be assessed. Moreover the expenditures of these institutions are not included in the 444 billion MZM that the Water sector, according to tables 9 and V-1 of the BER, has executed. In fact, this amount only concerns disbursements of ARA-Sul and FIPAG.

The working group therefore bases its assessment mainly on the data provided by DNA that include the budget execution of FIPAG and ARA-Centro, in spite of the fact that these institutions now have their own budget lines in the OE 2005. DNA does not receive information from the DPOPH’s and ARA-Sul, as they report directly to the MF. During the Joint Review 2005 it was agreed that DNA would collect the budget information from the other sector institutes and provide an overview for the entire Water Sector. DNA has started to request this information, but this will not become available during this MYR. The following assessment therefore, as in previous years, refers mainly to the investment budget execution of DNA, and includes FIPAG and ARA-Centro.

2.2 Budget execution first semester 2005

The budget execution rates for both the internal and external components of the investment budget have increased about 4% when compared to last year and are now 19% and 24% respectively. This rather low execution rate for the internal component of the investment budget has, at least in part, to be attributed to: (1) the fact that DNA received only two ‘duodecimos’ during this half year, and (2) the fact that the majority of investment in the water sector generally occurs during the second semester just before the rainy season begins. The 24% execution rate for the external component, reported by DNA, strongly contrasts with the 115% reported in the BER. However, the latter only refers to the two ‘big spenders’ ARA-Sul and FIPAG. Both institutions are substantially increasing their investments in the delayed execution of several externally funded major infrastructural works (Rehabilitation Massingir and Corumane dams, 5 cities urban water supply) resulting in a higher expenditure than foreseen. The DNA-data cover most of the sector (not DPOPH’s and ARA-Sul) 

DNA informed that, in spite of the ongoing decentralisation process, some provinces have not been allocated any budget for the water sector and consequently not received disbursements at all. To help solve this problem DNA intends to channel part of the ASAS-funds to these provinces. Considering that no funds would be available, two provincial water and sanitation directorates did not elaborate any projects at all or prepare for tendering of works. Since the rainy season is about to start it may be expected that the execution of the 2005 PES will be jeopardised. Expenditure rates therefore may also turn out to be lower than foreseen during the second half of the year and result again in not meeting the sector’s investment or implementation goals for the third consecutive year.

The accumulated debt level of DNA to contractors and consultants that originated from the reconstruction works after the floods in 2000 and 2001 has been substantially reduced to about 20 billion MZM (down from 80 billion MZM). However, DNA informed that in addition the institution has large debts to the amount of 133 billion MZM, the major part of which concerns value-added-tax payments to MF related to the execution of infrastructure projects. DNA reports that it is trying to negotiate a solution with MF, but that the lack of funds for VAT-payments will continue to affect the execution of works.

2.3 Sector performance during first semester 2005

The chapter on water and sanitation in the BdPES of the 1st semester 2005 is too concise, not analytic and consequently insufficient to assess the performance of the sector or relate performance to budget execution. The sector BdPES provides more information but does insufficiently analyse the weak performance in some areas, does not include nor relate to the PES/PAF 2005 and the agreed sector-PAF nor to the budget execution.

The PES/PAF targets for 2005 are unlikely to be met. In the planning process of the PES/PAF 2006 – 2008 indicators and targets the sector has substantially reduced the targets and is now forecasting that in 2005 an average coverage rate for water supply of 40.2% (instead of 44.2%) will be reached. The coverage rate for sanitation is expected to reach only 35 % instead of the planned 37%.

The working group agreed that the sector-PAF should be improved and updated during the MYR-process in order to better serve as a monitoring instrument. There is a need to include additional indicators on a national performance monitoring system, the DNA debt situation and the sustainability of the water points.

3. Looking forward – Planning for 2006 and following years

3.1 Confirm PES/PAF-indicators 2006 -2008

The water sector decided to maintain the same two indicators on ‘access to safe water’ and ‘access to sanitation services’ as in previous years. However, the targets were considered too ambitious and were reduced accordingly. The targets for access to safe water are now 41.5% (2006), 43% (2007) and 45% (2008). In the case of access to sanitation services they are 37% (2006), 39% (2007) and 41% (2008).

3.2 Comments on first draft OE and PES 2006, including how draft PARPA II is reflected.

Contrary to the BER first semester 2005, the OE 2006, gives a a more complete overall picture of the water sector budget. The following is based on the information provided by both the sector manager DNA and the OE 2006. 

DNA reports that the provincial directorates DPOPH’s have not been allocated a budget for rural water services. DNA will have to fund these services from its own budget, without receiving additional funds. Apart from the fact that this implies a budget reduction for DNA, it also implies a centralisation of the rural water budget that seems to be inconsistent with the government’s decentralisation policy.

DNA’s investment budget of almost 88 billion MZM is tied down for 93 % in the financial obligations towards externally funded projects (mainly EC and AfDB). It is unlikely that DNA will be able to honour these commitments and at the same time carry out its PES 2006. As in past years, delays in the implementation and low execution rates of external funds are likely to occur. Moreover DNA has budgeted a total amount of 161 billion MZM for expected VAT-payments, but no funds have been allocated for these obligations.

Although policy wise the sector planning for 2006 is in line with the draft PARPA II, the gap between reality and the targets to be achieved in the medium and long term seems to widen. Focussing on the strengthening of the sector’s service delivery capacity is urgently required.

3.2.1 Coherence between the proposed PES/PAF 2006 and first draft OE 2006

A more realistic planning has led to the reduction of the targets for the PES/PAF 2006 indicators and has enhanced the possibilities for achieving them. However, this implies that the major constraints to sector performance will have to be overcome. Disbursement rates of the internal component of the investment budget will have to increase and a solution will have to be worked out between MOPH/DNA and MF for the VAT-payments to avoid delays in the execution of the externally funded projects. Moreover the sector’s planning and monitoring capacity as well as its implementation capacity, particularly at decentralised levels needs to be strengthened. Specific efforts in capacity building and institutional development are foreseen. 

3.2.2 Trend in resource allocation.

Resource allocation to the water sector shows a negative trend. DNA’s budget has been reduced by more than 30%, whilst the total sector budget suffers a reduction of about 20% compared to last year. Moreover the provincial budget for rural water supply has almost disappeared and it is not known how much of the new investment funds from the districts will be used for rural water supply infrastructure.

3.2.3. External funds reflected in draft OE 2006
According to the OE 2006 the external component of the investment budget for DNA amounts to 948 billion MZM, an amount similar to that of last year. For the sector as a whole the amount has substantially increased to 2.855 billion MZM.

Gender 

1.  
Executive Summary
Status of 2005 PES/PAF implementation

· There is increased recognition that existing gaps in rights and opportunities between men and women in Mozambique have a bearing on economic development and efficiency. According to the Government Plan 2005-2009 “the empowerment of women is a decisive factor for the eradication of poverty”. 

· Government’s commitment to gender equality and women’s empowerment is reaffirmed in the ongoing PARPA II preparations, as well as in the last Joint Review. 

Priorities for 2006

· Approve the National Gender Policy and strategy and make efforts towards its implementation.

· Ensure that the PES and PARPA II strategic objectives and activities are strongly linked to improving gender equality.  
· Ensure that the PARPA II is based on a comprehensive vision of the linkages between poverty, gender inequality and the spread of HIV/AIDS.  
2. 
Looking Back
Currently only one of the PAF indicators has as one of its objectives to measure efforts to increase gender equality, and that is girl’s enrolment in primary education. The trend noted during the first semester 2005 is positive. The text of the BdPES of the first semester 2005 only provides limited information on progress on gender in the majority of sectors. Positive developments reported on include the conclusion of the study on violence against women, initiation of projects on gender and HIV/AIDS, the preparation of training programmes on gender and HIV/AIDS for planning units, human resources departments and gender units of different Ministries as well as capacity building for gender mainstreaming in development programmes at provincial level involving, government, NGOs, community and religious leaders. 

Some of the indicative data in the BdPES is worrying, including the slight reduction of percentage of institutional births that affects the well being of women (and their children and families). The underlying causes, including those related to women’s social status and economic opportunities, need to be further explored and addressed should the trend continue. 

As noted during the last Joint Review, earlier achievements include the establishment by the Council of Ministers of the National Council for the Advancement of Women (CNAM), the dissemination of the National Plan of Action for the Advancement of Women (PNAM) and the finalization of the National Gender Policy and Strategy for Implementation, yet to be approved by the Council of Ministers. In addition, the approval of the Family Law by the National Assembly was an important landmark for the improvement of women’s rights in Mozambique. Efforts to disseminate and inform on the latter will, however, need to be accelerated.  

3.  
Looking Forward 
It is clear that efforts to improve gender equality in Mozambique need to be intensified and strengthened. Apart from being a question of social justice, the existing lack of equality in rights and opportunities between men and women in Mozambique is, as recognized in the Government Plan 2005-2009 and in the 2005 Joint Review, also an issue of economic development and economic efficiency. Eradication of extreme poverty and hunger will not be achieved without policies and action that promote gender equality. The PES makes reference to the MDGs. While one of the eight MDGs is gender equality and women’s empowerment, it is important to note that gender equality also underpins the attainment of the other MDGs.  This is acknowledged in the current GoM 5-year plan that states ‘the empowerment of women is a decisive factor for the eradication of poverty’
. Also, the recent Report on the Millennium Development Goals in Mozambique recognizes interrelations between gender inequality, other MDGs and development in general: ‘Discrimination against girls and women results in lower socio-economic status compared to males, lower levels of educational attainment, poor health and nutrition, sexual exploitation and violence and a higher risk of contracting HIV/AIDS´
. 

The achievement of the PES and PARPA strategic objectives, poverty reduction and the promotion of economic development, will require significant strengthening of investments in improved gender equality. For Mozambique this will inter alia imply the need for reinforced investments in education, reproductive health and economic opportunity for women and girls. In relation to education, the draft PES 2006 includes several activities that could promote gender equality within education, such as increasing the number of adult and informal education centres with a focus on girls and women; reducing late enrolment of girls in EP1 by increasing the number of girls starting school at the right age; and different means that can increase the percentage of girls in schools. The PES 2006 also  includes the formulation of a gender strategy for the sub-sector of artisan fishery, a very positive step with regard to creation of economic opportunity. Such strategic action and investments will have immediate, longer-term and intergenerational pay-offs, they will increase the human capital of the nation and be critical for both poverty reduction and development.  In sum, there is an important gender equality dividend for development.
The importance of establishing a more conducive environment for the promotion of gender equality and empowerment of women is also highlighted in the PES 2006. The establishment of the Provincial Councils for Advancement of Women, as well as, of the gender units in different Government Institutions deserves mention.  

Additionally, a comprehensive vision needs to be developed about the links between poverty, lack of gender equality and the spread of HIV/AIDS. Women’s lack of economic and decision-making power has already made young women, including young married women, become the group in which infection rates grow fastest. Policies in these three areas should be informed by the understanding of the necessity to increase women’s autonomy so that they can protect themselves from infection, and the need to change male behaviour so that women’s rights are respected. One important measure in this sense would be the timely submission of the Bill on Domestic Violence to the Assembly of the Republic during 2006. Similarly, continued and strengthened investments in sexual and reproductive health are necessary for the achievement of poverty reduction goals and improved gender equality. As stated in the Joint Review 2005, poverty reduction goals cannot be attained without improved gender equality and without improvement in gender equality, HIV/AIDS infection rates will continue to grow dramatically, thus endangering development gains.
3.1 PES/PAF Indicators

In addition to a general call for indicators disaggregated by gender in the PES and the new PARPA, a new PAF indicator
 for the period 2006-2008 will be introduced to monitor the GoM’s commitment to promote gender equality: Approval and implementation of the National Gender Policy and Strategy for Implementation (GPSI). The GPSI cuts across all sectors and its aims are to explicitly and systematically acknowledge the importance of gender equality and to define GoM priorities and action to mainstream gender equity in all policies, programs and procedures in order to implement the provisions of the Constitution that recognizes equal rights and opportunities for women and men at all levels of political, economical and social life. The GPSI is considered a vehicle for GoM and civil society organizations to be catalytic, actively promoting and facilitating social transformation promoting equality of women and men. With the GPSI, GoM attempts to enhance the capacity and confidence of women to enable them to be effective participants in the development process and to build men’s awareness and understanding of the need for equitable participation. 

We also welcome the proposal from the cross-cutting group on HIV/AIDS to include  additional sex, age and district disaggregated data. Further, we note that some existing indicators reflect specific women development needs such as availability of obstetric care and increased access to treatment among pregnant HIV-positive women. Additionally, infrastructure indicators such as improving the road network and increasing population access to potable water, can serve to measure positive development effects for women. Similarly creation of job opportunities and improved provision of micro-credits should be targeted so as to benefit women and men alike.  

3.2 Resource Allocations

Presently, it is not possible to track gender specific allocations in the budget to ensure that women’s needs are considered in the different sectors and no possibility to analyse whether women benefit as much as men of the available resources. National capacity in gendered planning and budgeting needs to be reinforced across the sectors through sustained training programmes with adequate funding. The only government resources that directly contribute to the policy aim of gender equality are those allocated to the Ministry of Women and Social Action (MMAS), especially to its National Directorate of Women (DNM), which currently is under-resourced and heavily reliant on donor funding. The coordination function of MMAS in the implementation of the GoM policy for gender equality needs to be recognized through adequate resource allocation in the OE, in accordance with the GoM 5-year plan, which states the need to ‘increase the financial participation of the State, of NGOs and of other agencies in institutional support to the promotion of women’s status’
.

In order to allocate the necessary resources in the most efficient way, both in the PES and in the new PARPA, more gender-sensitive planning is needed. In addition to what has already been started in the main sectoral policies of education, health and agriculture, gender mainstreaming needs to be seriously endorsed in ongoing transversal reforms. The public sector reform, the process of decentralization and the legal reform all offer excellent opportunities to increase women’s participation and to acknowledge women’s rights as human rights. Positive trends can be noted in the 2006 PES under

(i) Public Sector Reform – “integration of gender strategy in decentralized planning”; and (ii) Justice - “review of the Justice Strategic Plan and Operational Plan including a gender and HIV&AIDS perspective”.
Environment

1. 
Executive Summary
Status of the 2005 PES/PAF implementation

· The progress report on integration of environmental issues into the PARPA, will be finished by the beginning of next year. The draft compendium of Environmental Statistics has been finished and the drawing up of Environmental Indicators is ongoing. There is still no clear definition of the date of approval of the policy and law regarding territorial and physical planning. 

Priorities for 2006

· To approve and disseminate the Mozambican Environmental Strategy for Sustainable Development. 

· To improve the integration of environmental issues into other Governmental sectors, through the creation of additional capacity in already existing environmental institutions.
· To elaborate  district (physical) plans in Manica, Macossa, Maringue, Machanga, Muanza, Chemba, Chifunde, Macanga, Mutarara, Changara, Namacurra, Nicoadala, Chinde and Gilé as well as to finish Environmental Strategic Assessment in Belulane and Chibuto. 

· To realize environmental audit and inspection in development projects
· To disseminate environmental information through radio (648 local radio programmes and 36 national programmes with provincial re-broadcasting)

· To implement an environmental campaign and pilot project on  environmental best practice and natural resource management; 

· To elaborate the territorial and coastal management regulations.
� The 2005 PAF indicators and targets were agreed upon during the JR. These indicators and targets are therefore not reflected in the PAS/PAF matrix in the PES 2005, as the PES was finalized before the JR. 





� Draft OE’06, p.4: 1USD = 22752 MZM in 2005


� This was wrongly stated in the PAF 2005 as approval and issue of LICSF regulation.


� Bankruptcy Law


� International Financial Reporting Standards


� Formulation of the sector’s priorities in the preliminary draft of PES 2006 needs to be improved on.


� Rebública de Moçambique: Programa do Governo para 2005-2009, p. 113 


� Report on the Millennium Development Goals in Mozambique 2005, p. 22


� After careful analysis, the originally proposed African Gender and Development Index (AGDI) does not appear suitable due to its complexity and time-lag in terms of available data.  It will thus be substituted by the approval and implementation of the GPSI mentioned above. In addition, a comprehensive list of gender sensitive indicators has been made available to policy and decision makers and it is hoped that these indicators will be considered, as appropriate, in the preparation of the new PARPA.


� Rebública de Moçambique: Programa do Governo para 2005-2009
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