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EXECUTIVE SUMMARY

This study of off-budget financial flows in the Health sector is part of a series of initiatives in progress to improve State planning and management financial systems. The implementation of this study and similar ones in other sectors is an aim of the Government's Performance Assessment Framework 2005 – 2007. These studies are intended to contribute towards improving the efficiency and effectiveness of public resource management, particularly the coverage and transparency of the State budgetary cycle. The objective of this work is to describe the off-budget flows in the Health sector, analyse the factors that lead to their creation, and make recommendations for progressively integrating these flows into the State budgetary cycle. 

Focusing on the concept of off-budget, a detailed analysis is made of each of the principal phases in the budgetary cycle, namely: programming, execution, accounting and auditing. This analysis focuses mainly on: (1) off-budgets in the planning phase: funds that are not included in State Budget; (2) the off-budgets in the execution phase: funds that do not pass through the Treasury; and (3) the off-budgets in the accounting phase: funds whose execution is not registered in the State Budget execution reports or in the General State Account. 

Off-budget flows in the various phases of the budget cycle

It is estimated that the volume of off-budget resources in the planning face stood at 62 million USD in 2003, corresponding to 29% of total sector resources (compared with 22% in 2002). The off-budgets in the execution phase (funds passing through the Treasury) reached 130 million USD in 2003, corresponding to 60% of total resources (61% in the previous year). The off-budgets in the accounting phase were estimated at 83 million USD or 44% of expenditure realised in 2003 (45% in 2002). The problem of State Budget coverage is most acute at Treasury level, given that more than half of sector resources are channelled outside the State payment system. This makes it very difficult for the Public Accounting system to monitor and register these funds.

A significant proportion of off-budget funds are external funds destined for the health sector. A lower proportion of the sector's funds are self-generated (generated, retained and used within the sector) and assigned revenue (generated within and outside the sector and delivered to the Treasury to be newly requisitioned by the sector). In 2003, about 87% of off-budget funds in the planning phase were external funds while 13% were self-generated funds and assigned revenue. This year, and up to the 2004 budget cycle, none of the self-generated funds and assigned revenue in the sector were included in the State Budget. Only from the beginning of 2005, with the introduction of classifiers by source of resources, was it possible to identify some of the sector's resources in the State Budget document and their application by economic expenditure classifier. 

Regarding the budget execution phase, only assigned revenue passes through the Treasury (arising from in-patient and normal consultation fees, payments for hygiene and sanitation services and contributions for medical/medicinal assistance deducted from civil servants' salaries). Assigned revenue in 2003 represented 25% of total internal income in the sector (self-generated and assigned) and 1% of total sector resources. Before 2004 all the sector's external resources were channelled outside the State's payment mechanism. In 2004, the PROSAUDE funds (with the exception of funds used for making payments in foreign exchange or for international procurement) began to be channelled through the Public Treasury. 

In the accounting phase, the General State Account execution reports do not include information about the use of self-generated funds or assigned revenue in the health sector. Statistical information concerning the revenue collected by some of the sector's organisms will only be included from 2004 onwards in the quarterly execution reports. Regarding external funds, the 2003 General State Account contained information about approximately 62% (77 million USD) of the total external funds disbursed to the sector (124 million USD). 

Explanatory factors

There are numerous factors behind the channelling of financial funds outside the State budgetary cycle. This study analyses these factors in each phase of the budgetary cycle and for each of the key actors involved in the financial planning and management of resources in the health sector, namely the Ministry of Planning and Finance (replaced by the Ministry of Finance and the Ministry of Planning and Development while this study was in progress), the Ministry of Health (MISAU), the service providers in the health sector and the international development agencies. Given that the Government restructuring took place very recently, this report refers to the MPF as the entity responsible for budget planning and management in recent years. 

The presence of off-budgets in the planning of the State Budget is partly the result of budgetary policy commitments established with the International Monetary Fund. The commitments, particularly the observance of an agreed value for the Domestic Primary Balance, affect budget limits and lead to distortions in classifying expenditure in the State Budget. In fact, at present all expenditure financed from external funds is classified in the State Budget as investment expenditure regardless of its real application. This study found that in 2003, approximately 77% of total health sector resources (and 66% of its external financing) were used to finance recurrent costs. This is far higher than the 50% of total resources included in the State Budget and approved by Parliament.  The inclusion of all off-budgets in the State Budget, with the correct expenditure classification, would have revealed a greater deficit in the Domestic Primary Balance than previously calculated (-5.4% instead of -3.5% of GDP).

Another cause of off-budgets in the planning face is the insufficient involvement of the MPF in external financing negotiations between the financing agencies and the sectoral ministries benefiting from these funds. As a consequence of their lack of involvement, MPF has found it very difficult to obtain information about fund commitments and application. This information is often received too late to be included in the State Budget proposal submitted to the Council of Ministers and subsequently to Parliament. 

In addition, the proliferation and variety of financing mechanisms in the sector reduces the coverage and rigour of the budget proposal that MISAU presents to the MPF. Much of the financing has its' own planning schedule. These schedules are determined by the financing agencies' own planning cycles which are not synchronised with those of the PES (Social and Economic Plan) and the State Budget. In particular, there is a lack of synchronisation between the programming of donor commitments for PROSAUDE (November/December) and the preparation of the sector’s proposals for the PES and the State Budget (June/July).  

Another determining factor is the lack of incentives for managers of MISAU programmes and projects to participate in preparing the budget proposal. This situation stems from the fact that some programmes and projects are not heavily reliant on State Budget resources to function, and from the fear that by declaring the total resources available, less State Budget funds will be allocated to the sector or institution involved. 

Other explanatory factors for the existence of off-budgets in the planning phase include: MPF's budget planning rules and procedures; MPF's concerns about the presentation of execution rates at the end of the year; the lack of information about revenue earned by sector institutions at MISAU level; the absence of a legal framework for self-generated revenue and the fact that development agencies' procedures are not co-ordinated. 

The occurrence of 'off-budgets' in the Treasury is largely explained by the problems in the current payment state system, particularly the frequent liquidity crises experienced in the Treasury, the lack of flexibility in the monthly funds disbursement system (regime duodecimal) and the complex bureaucracy and delays in processing payments. These constraints discourage the sectoral ministries and development agencies from channelling resources through the Treasury. There is also an obvious interest on the part of management institutions within MISAU and some development agencies in maintaining direct control over funds as this provides them with greater management flexibility as well as guaranteeing protagonism in the implementation of activities.   

The lack of coverage of the State accounting system is largely caused by the presence of off-budgets in the earlier phases of the budgetary cycle. If funds are not included in the State Budget, and even more importantly, if they do not pass through the Treasury, it is very difficult to register them in the State accounting system. 

The sector and MPF systems for monitoring and registering revenue are very weak. Even the information about the revenue that passes through the Treasury (assigned revenue) is incomplete. In addition, the variety of management mechanisms make comprehensive monitoring and accounting of external funds very difficult. Recent efforts by the National Directorate of Public Accounting to gather information about external funds execution has produced some results, but there are still some serious limitations. These are caused by a variety of factors such as the discrepancies in nomenclature (for programmes and projects) used by the various co-operation agencies and MISAU for State Budget classifiers; the difficulty in obtaining timely information about disbursals and their execution from donors (via the Department of International Co-operation) and from the sector (through the National Directorate of Public Accounts) and the common discrepancies in information gathered from different sources.  

The integration of off-budget funds is an important objective of the reform of the State financial planning and management system. To attain this objective, the factors identified above that lead to the existence of off-budgets need to be addressed. Many of the reforms and changes in progress tackle these obstacles directly, including the following: SISTAFE (State Financial Administration System) reform; the development of a single State planning and budgeting process; the integration of planning, budget and financing within the health sector (development of the Annual Operational Plan and the perspective of integrating the three common funds); co-ordination between the co-operation agencies (with more integrated and compatible financing modalities) and the State planning and financial management systems (including the growing importance of direct budget support) and finally public sector reform, particularly the functional analysis of MISAU which should be started during 2005. 

Some of these reforms and changes are already achieving concrete results. The State Budget for 2005 is far more transparent as a result of including an expenditure classifier by source of resources and information about the sector's self-generated and assigned revenue. A significant and growing source of sector finance, PROSAUDE, already passes through the Treasury. 

Finally, the Annual Operational Plan has made an important contribution to providing a more comprehensive picture of financing in MISAU's central institutions.  

Despite these improvements, there are still many difficulties that need to addressed if the coverage and transparency of the budget cycle is to be improved. These include the disincentives in the sector to relinquishing direct control over financial allocation and management. Another major problem is the limited institutional, organisational, technical and human capacity that can be called upon to bring about and sustain the changes that are needed within the Ministry of Finance, the Ministry of Planning and Development and the Ministry of Health.  

On the other hand, and given that the majority of off-budgets originate from external funds, the solution to the problem depends on the donor's choice of financing modality with their differing degrees of integration with the State’s budget cycle. Recent tendencies have given contradictory signals about changes in the way in which financing modalities are being combined. On one hand, there is a clear tendency for donors to opt for more integrated modalities at sector level (common funds supported by various donors) and at the level of State planning and financial management systems (direct budget support).  On the other hand, there are still a wide variety of programmes and projects in the sector. The specific programmes for combating and preventing endemics such as malaria, TB and particularly HIV/AIDS receive financing that is subject to a variety of different planning and financial management processes. In these cases, the financing agencies or NGOs are heavily involved in managing and implementing activities. The magnitude and characteristics of off-budget funds in the health sector depend on changes in the relative weight of the various financing modalities. Despite the importance of improving the coverage and transparency of the State budget cycle, this particular objective should not threaten the efficiency, effectiveness and quality of service provision, particularly in areas as important as combating and treating endemics that affect such a large sector of the population. 

Recommendations

This study proposes 16 recommendations specifically addressed to entities with the power to implement them. 

The four general recommendations below are addressed to the Mozambican Government and should be discussed by the Council of Ministers. Some of these also need to be discussed in Parliament: 

1. Review the mechanisms for approving co-operation agreements, creating a direct link with the annual State planning and budgeting process. 

2. Decide which fees and charges should be maintained and create a legal framework for them. Eliminate any unjustified charges which have no legal footing.  

3. Clarify the administrative-financial status for State institutions. Adjust the budget classifier for management and apply this classifier to the State Budget and in the execution reports.  

4. Discuss the possibility of fees retention charged by service providers and adjust the respective legal arrangements regarding assigned/retained revenue. 

The following recommendations are for the attention of the Ministry of Finance and the Ministry of Planning and Development:
5. Reclassify expenditure financed by external funds to reflect their true nature and adjust the budget policy monitoring indicators.
6. Ensure correct inclusion in the budget and financial reporting for all funds managed directly by State organisms. 

· Financial reporting should be a pre-condition for the disbursal of funds that pass through the Treasury. 

· The control mechanisms for funds that do not pass through the Treasury should be strengthened (using bank accounts held by the National Treasury Department).

7. Review the role of the International Co-operation Department as the channel of communication between the co-operation agencies and the MPF, ensuring that communication is adjusted to the State budget cycle. 

8. Improve the quality of information presented in execution reports and in the General State Account, clarifying sources of information and assumptions. 

9. Collect data concerning external fund execution in the provinces via the Provincial Directorates of Planning and Finances. 

Recommendations addressed to the Ministry of Health are as follows:

10. Integrate planning and budgeting processes (provincial integrated planning, the preparation of the Annual Operational Plan and sectoral proposals for PES and the State Budget). 

11. Formulate a proposal concerning fees and charges to be maintained and the respective financial management procedures to be adopted.

12. Create conditions for amalgamating the three common funds in the sector and for their progressive integration into the State budget cycle. 

· Discuss with the Bank of Mozambique and the Ministry of Finance, the possibility of opening a foreign currency account in the Treasury to be used for the Common Fund for Medicines and Medical Supplies (FCMSM) and other international procurement accounts. 

· The Provincial Common Fund should pass through the Treasury.

13. Ensure that quarterly financial reports concerning external funds managed within the sector are submitted to the National Directorate of Public Accounting and the Provincial Directorates of Planning and Finance.

14. Consolidate information about revenue generated within the health sector by the DPS and DAG through co-ordination with the Provincial Directorates of Planning and Finances and the National Directorate of Public Accounting. 

Two recommendations are addressed to the co-operation agencies:

15. The International Monetary Fund should stimulate and support the Government in adjusting and reformulating budget policy indicators.  

16. Synchronise planning and financial management procedures with those of the State, particularly regarding the scheduling of PROSAUDE commitments. 

When implementing these recommendations the costs and disadvantages of integrating off-budget funds must not exceed the advantages. It is important to be aware of the trade-off between system development and service provision. The State planning and financial management systems should be ultimately subordinated to the provision of  public  services to the population, in this case health services. It is equally important to ensure that the law is observed, particularly regarding the State budget cycle. Finally, changes should be realistic, that is, within the public administration's existing capacity and should be introduced gradually to avoid disrupting service provision. It is also essential that long-term investment in strengthening the capacity of all entities involved complements the reforms. 
