6. CONCLUSIONS AND rECOMMENDATIONS

6.1. Conclusions

The problem of off-budgets exists in the various phases of the budget cycle. The magnitude and causes of the problem are different in each of these phases as described in chapters 2 and 3 of this report.   

Off-budget funds in the planning phase arise from the fact that decisions about public resource allocation are made by a wide variety of different entities. Despite the principle of ‘budget unity’ establishing a single centre for the allocation of State resources, in praxis there are several instances where this principle is not respected
. 

Although they have not been officially granted administrative/financial autonomy there are many State institutions that directly mobilise and manage their own financial resources. As a consequence, it is impossible for all funds available to the State to be included and its application defined during the State Budget preparation process. 

It is important to note that the function of the State Budget is not only to reflect the origin and destination of public resources but also (and perhaps more importantly) to ensure the Government's resource allocation priorities. The Government and Parliament (which validates the Budget) should use the process of preparing the State Budget more actively as a way of deciding upon resource distribution. In practice the State Budget is used passively, incorporating decisions about resource allocation that have been taken elsewhere (in the sectors, between sectors and donors providing direct financing or even by the donors themselves when they make unilateral decisions about resource allocation).  

The fact that there are so many resource allocation centres leads to the fragmentation of financial management mechanisms. A large proportion of resources to be used in the public sector do not pass through State channels: they do not pass through the Treasury and transactions made with these funds are not subject to validation, control or registration by the appropriate authorities. 

It will be impossible to resolve the problem of off-budgets in financial management while State funds are still allocated and managed through parallel mechanisms. Eliminating off-budgets depends on two fundamental conditions:

· Instituting the State Budget as the decision-making instrument for the application of all State resources; and

· Channelling all resources through properly regulated State financial management mechanisms. 

Any situations that contravene these rules should be seen as exceptions and should be properly prescribed by law (as presently occurs with the exceptional financial management mechanisms of autonomous institutions).

In practice there are many reasons why exceptions occur to the general rules of public resource planning and management (described in Chapter 3). Some of these factors are directly related to operative deficiencies in the State mechanisms. In these cases, the creation of parallel mechanisms for planning and financial management may be justified by the need to provide effective and efficient services delivery. Other factors are related to the conflicting motivating forces at work in the MPF, the sector and in the international co-operation agencies that support the sector. 

Although these problems are difficult to resolve, some reforms have been introduced to improve State financial administration mechanisms. It is extremely hard to deal with some conflicts of interest as described in Chapter 5, such as the desire of the sector and of some of the co-operation agencies to maintain direct control over the planning and financial management of resources. 

Because of this, it is necessary to manage reality and introduce, gradually, measures that minimise the effects of these parallel mechanisms for planning and managing State resources. In the meantime, the introduction of these measures will be simplified by the various reforms and changes to the financial planning and management processes being undertaken, namely: 

· the convergence of external support towards integrated aid mechanisms (direct budget support and sectoral common funds); 

· the integration of sectoral planning processes (more integrated central planning through the POA process and joint discussions about common funds);

· the introduction of sector support modalities more closely integrated with State mechanisms (PROSAUDE funds passing through the Treasury);

· the increase in State Budget transparency with the introduction of the classifier by source of resources and the inclusion of detailed information about sectoral assigned and self-generated revenue. 

· greater efforts to include more information in the quarterly State Budget execution reports. 

The recommendations proposed in this study take the above factors into consideration and attempt to provide continuity with some important measures proposed in previous studies. 

The recommendations presented in this document were based on the following guiding principles:

· the costs and disadvantages of integrating off-budget funds should not exceed the advantages;

· the trade-off between system development and service provision should be recognised, but with the understanding that the development of State planning and financial management systems should be, ultimately, subordinated to public services provision; 

· The law should always be observed, particularly regarding the State budget cycle;

· Changes should be adequate with the existing capacity of public administration;

· Changes should be introduced gradually to avoid disruptions (especially disruption of service provision). 

6.2. Recommendations

To resolve off-budget problems, collaboration is needed between the various actors involved in the public resource financial planning and management processes. The recommendations given below are addressed to each of these intervenients. To begin with, general recommendations are presented that fall into the Mozambican Government's areas of competence as a whole. Specific recommendations are then made regarding the State financial planning and management systems
, the Health sector (MISAU and subordinate management institutions and service providers) and co-operation agencies.

6.2.1. General Recommendations

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

There are a wide variety of co-operation agreements between the co-operation agencies and the various central and provincial administration institutions. Negotiations for external financing are essentially dialogues between the co-operation agencies and the beneficiary organisations, with the agreements subsequently formalised by the Ministry of Foreign Affairs and Co-operation. MPF's role has been limited to approving external credits and managing the foreign debt. A substantial component of the decision-making process for allocating resources is thus beyond MPF's control, limiting the reach of the PES and State Budget preparation processes. 

For this reason a formal link needs to be established between the process of negotiating co-operation agreements and the budget planning process. The institution responsible for preparing the State Budget should participate actively in negotiations between the donor and the beneficiary before the agreements are signed. This is important for two reasons. Firstly, to ensure that the sustainability of external support and the State's financial capacity to enter into counterpart financing is discussed during negotiations. Secondly, the ensure that when the State Budget is being prepared, detailed information in the proper format is available about the financial agreements: the sums pledged, the beneficiary sectors and sectoral institutions, the disbursal plans, the Government's counterpart financing commitments and any other relevant information. This information can be used during negotiations with the sector benefiting from the external financing.   

The most appropriate participation format should be discussed between the various parties
, but the technical staff directly involved in preparing the State Budget should be involved, particularly those responsible for the sectoral areas most dependent on external financing. 

Recommendation 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.

This recommendation has already been put forward by Austral (1999: p99) and the World Bank (2001: pp.45-46) although no measures have been taken to abolish fees without a legal framework. 
There is a very pressing need for the Council of Ministers, by means of a proposal from MISAU (see recommendation 11 in this study), to decide which charges and other fees should be maintained and which should be abolished. Cost recovery could be a criterion for deciding whether a service provision fee should be maintained or not, as suggested by Austral (1999:p99) and the World Bank (2001: pp. 46-47). However, it is also important to consider the implications of such fees on the equity (access to services) and magnitude of revenue generated in relation to the total resources available to the sector. As mentioned in the ETSDS report (MPF and MISAU, 2003, pp. 152-153), it is doubtful whether at the primary level of the National Health Service, costs in terms of equity (possible barriers to access to public services for the poorest members of society) would be offset by the benefits (revenue generated), considering the low levels of revenue generated for the sector or even for the service providers themselves. 

The charges to be maintained for the sale of services
 should be prescribed by law and approved by the Council of Ministers. These charges should be submitted to Parliament (the entity responsible for establishing the levels of fees to be charged by the State) for approval
.

Recommendation 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.

This recommendation reiterates the World Bank's proposal (2001: p46).

There are several institutions in the health sector that make charges and retain fees although they are not authorised to do so by law. This situation is a clear violation of the law 9/2003 which states that all State institutions subject to the general administrative-financial regime are obliged to register their resources and expenditure in the State Budget and deliver any revenue they generate to the State Treasury (except in specific cases prescribed by law). The administrative-financial status for these institutions should be clarified and their situation regularised. 

The financial autonomy of some State institutions such as central hospitals and special clinics could be justified by the need for administrative-financial decentralisation, but these special situations would need to be properly regulated.  

The management classifier proposed by the SISTAFE regulations should be sufficiently detailed to cover all possible situations regarding the administrative-financial status of State institutions
. This classifier should be reflected in the State Budget and in the quarterly execution reports. 

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

This recommendation also reiterates previous recommendations made by Austral (1999: p.101) and World Bank (2001: p.46). 

The Government needs to review the processes regarding the obligation to deliver any revenue generated by service providers to the Finance Department
. A system should be formulated which allows for individualised treatment according to the type of charge made and the type of institution making that charge. The Austral study proposed that the procedure for delivering revenue to the State treasury should be substituted by a system for collecting information about generated revenue and its application (p.101). The World Bank study suggested that a means of controlling such revenue would be to deposit it in specific bank accounts. As DNT would be the joint holder of all these accounts it could have direct control over them and inform DNCP about any transactions (see recommendation 6-b).

The original reasons for creating charges should be studied when procedures are being revised. Factors to consider include: implications for equity of access to services; cost recovery in the health units; the magnitude of the revenue collected and its contribution to the total funds available to the institution. It should be recognised that the obligation to deliver the entire revenue to the Finance Department acts as a disincentive to generating and declaring these funds. Another factor to consider is the geographical location of the institutions that generate the revenue. Personnel working in the more remote institutions have to travel to the district headquarters or provincial capital to deliver these funds
. These factors should be carefully studied to determine the advantages and disadvantages (benefits and costs) of institutions retaining the revenue that they generate. 

These revenue-generating institutions should not all be treated in the same way. Local direct service providers should be favoured (such as rural hospitals, district hospitals and health centres), not only because of their geographical location but also because of the important role that self-generated income plays in financing their activities (particularly emergency medical treatment).   

6.2.2. Recommendations for the State financial planning and management systems (Ministry of Finance and Ministry of Planning and Development)

Recommendation 5:
Reclassify expenditure financed by external funds to reflect their true nature and adjust the budget policy monitoring indicators. 

The analysis presented in Chapter 4 demonstrated that there are significant distortions in budget classifications for sector expenditure that can and should be eliminated. However, reclassification needs to be implemented gradually to avoid creating significant imbalances between this and other sectors. This study suggests that for the 2006 State Budget, adjustments should be introduced for expenditure financed by self-generated and assigned revenue and for the sector's three common funds. As information becomes available about off-budget funds in other sectors, all expenditure, particularly that using resources managed directly by State institutions, should be progressively classified in the State Budget. 

Reclassifying expenditure dramatically changes the global picture of State Budget resources and expenditure. This change will be even more significant if the off-budget resources of other sectors are included as well. To bring these changes about, adjustments will have to be made to the value of the following budget policy monitoring indicators: the Domestic Primary Balance and the various ratios of current expenditure to GDP. It is important to recognise that the reclassification of expenditure (and the consequent increase in the weight of current expenditure in expenditure as a whole) does not reduce the sustainability of the State Budget but merely makes it more transparent. Therefore, the indicators should be adjusted to accommodate the realities of public expenditure. 

Given that with the reclassification of expenditure, part of current expenditure will begin to be financed by external funds, it may be necessary to revise and alter the indicators used to measure budget execution. The IMF should play a crucial role in making this readjustment possible, directly contributing to the introduction of greater rigour and transparency in budget programming (see recommendation 15). Adjustments will also need to be made in calculating the GDP to reflect the impact of off-budgets on the level of State expenditure.  

Recommendation 6:
Ensure correct inclusion in the budget and financial reporting for all funds managed directly by State organisms.

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

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

Reiterating Austral's recommendation (1999:p.104), this study reaffirms that all of the funds generated directly by State institutions should be subject to rigorous control and monitoring by the competent authorities within the State financial administration system, and should be registered in the State accounts (General State Account execution reports). It is important to remember that the function of Public Accounting is not only to register transactions involving State resources, but also to verify the legality of these transactions and the procedures associated with them
. 

Included in the funds generated by State institutions are those controlled directly by the State financial administration system. These should be directly monitored and verified by the public accounting system. In this way, the disbursal of PROSAUDE and assigned revenue funds (which pass through the Treasury) should be dependent on financial reporting to the DNCP. For this to happen the funds must be included in the State budget.  It is only in this way that the application of these funds, which are under the direct jurisdiction of the State financial administration system, can be properly monitored and registered.   

The present practice of disbursal by treasury operations applied for PROSAUDE and for assigned revenue (these funds are not presently included in the budget and there is no obligation to present financial reports as a pre-condition for disbursal) should be eliminated. Treasury operations should only be conducted in response to emergencies or unexpected circumstances. 

For funds that do not pass through the Public Treasury, but which are managed by State institutions (within the beneficiary sector), information systems need to be established which ensure that proper monitoring (financial reporting) and accounting procedures are conducted by the DNCP. These procedures are particularly urgent in the case of external credits and of the Provincial Common Fund. These two types of flows are subject to monitoring by the MPF (through the DNT and DPPFs, respectively). There is no justification for failing to conduct proper financial reporting and rigorous accounting for expenditure using these funds. The channels of communication between DNT, the DPPFs and DNCP should be strengthened to remedy this problem. DNCP's present procedure of assuming a 100% execution rate for the disbursal of external credits should be corrected
. Execution should be monitored more rigorously with the collaboration of the sectoral ministries and financing agencies. 

Bank accounts should be used to monitor the execution of the other funds managed by MISAU and other sector entities. DNT and the DPPFs should make more active use of the bank accounts to which they are joint holders
. Information about movements in these bank accounts should serve as a reference when registering State funds transactions. This information should be checked against information submitted to DNCP by the sector institutions
.

Recommendation 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. 

In the case of funds that are not managed by State institutions but which benefit the public sector, channels of communication with the co-operation agencies have to be used. The Department of International Co-operation of the recently defunct MPF has acted as a link between the co-operation agencies and MPF. This link, however, has proved unsatisfactory for the process of preparing the State Budget and execution reports. This is due to capacity problems in the Department of International Co-operation and other constraints related to scheduling and the information formats used by the agencies (see recommendation 16). 

The Department of International Co-operation's function in the new institutional framework of State financial planning and management needs to be reviewed, as well as its position relative to the two recently created ministries. The objective of communicating with the agencies should be to meet the requirements of the State Budget planning and execution processes. Technical staff involved in preparing the State Budget and execution reports should be directly involved in communicating with the agencies, particularly the individuals working in the sectors that receive a large volume of external financing (see recommendation 1).  

The DCI should make use of its existing instrument for gathering data from the agencies, although it has some shortcomings. A procedure manual should be prepared to assist the agencies that clarifies concepts and presents the required registering formats. The importance of using SISTAFE budget classifiers should be highlighted to ensure compatibility with State planning and accounting instruments. 

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

The studies made by Austral (1999) and the World Bank (2001) both stress that information about the execution of off-budget funds must be included in the execution reports and in the General State Account in order to improve the coverage of State accounting system. In response to these recommendations, DNCP has been progressively introducing information about external off-budget funds in its reports since 2002. The information is gathered using a variety of mechanisms depending on the characteristics of fund management
. The quality of information is variable, depending on its source. When treating information supplied by sectoral ministries and MPF institutions, it is often necessary to make assumptions to determine fund execution according to expenditure classifiers. For example, when information is received about disbursal (e.g. the information about credits submitted by DNT to DNCP) it is assumed that there is a 100% execution rate and that the distribution of this execution by the economic expenditure classifier is equal to that programmed in the State Budget. 

Given that the type and quality of information supplied is variable, the execution reports should clearly specify the sources of information that have been used and the assumptions that have been made in treating this information. A distinction should be made between information about expenditure execution per se, and estimates based on available disbursal data. In principle, it should be possible to obtain precise information about executed expenditure for all funds managed by State institutions (recommendation 6). When this is not possible, a full explanation should be given of the adopted procedures.    

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

In 2002 the DNCP began to collect information about external funds execution. This information was only collected from State institutions at central level and did not refer to funds managed at provincial level.  

The reach of DNPC's work should be extended to cover the provinces and districts. The DPPFs should gather information from the institutions receiving and managing external funds in the provinces and districts and channel it to DNCP, where it can be included in execution reports. 

6.2.3. Recommendations for the Health Sector

Recommendation 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).

A number of planning and budgeting instruments are used in the sector at both provincial and central levels. In 2003, the Annual Operational Plan (POA) was developed as an instrument to support the resource allocation process at central level. In 2005, the POA broadened the scope of its analyses in an attempt to provide a more comprehensive view of sector financing, filling the existing gap in the sectoral planning system at central level. 

This opportunity should be used to integrate the different planning and budgeting exercises in the sector into a single process, ensuring co-ordination between central and provincial levels of the sector and between the sector and the State planning and budgeting process (PES and OE). The present integrated planning process at provincial level (used as a basis for the distribution of FCP resources and other external funds at the provincial/district level) should be integrated with the Annual Operational Plan, which plays an equivalent role at central level (particularly in allocating PROSAUDE resources) to form a single sector-wide planning process. 

Besides making changes to improve internal co-ordination, it is also necessary to link the sector planning and budget processes with the State's global planning and budget process (preparation of PES and the State Budget for submission for approval from Parliament). This can be done through synchronising the respective planning schedules and harmonising working methodologies, particularly regarding the revenue and expenditure classifiers. This implies, for example, that the POA should be prepared in June/July of each year (when provincial integrated planning takes place). It also implies that the State Budget expenditure classifiers should be applied in the sectoral budgeting process. In this way, a link can be forged between sector planning and budgeting and the processes of preparing PES and the State Budget.    

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

The sector should prepare a proposal to submit to the Council of Ministers for Approval (see recommendation 2) concerning the fees and other payments that should be maintained or eliminated and about the financial management procedures to be adopted.

The objective of equity of access to health services (particularly for the poorest) should be an important criterion in the decision-making process. Particular attention should be paid to the direct health service providers, particularly at primary and secondary level where means are most scarce and where the population has a lowest capacity to pay for services.

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

a) 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. 

b) The Provincial Common Fund should pass through the Treasury. 

The financial planning and management of the three common funds in the sector is, to a great extent, centralised
. 

The maintenance of separate and distinct planning and management procedures creates unnecessary complexity, making it harder for links to be made with the State budget cycle. These procedures have to be brought in line to facilitate the amalgamation of the three funds into a single fund, as has been done in the Agriculture and Education sectors (with PROAGRI and FASE, respectively). The PROSAUDE Memorandum of Understanding foresees the integration of the three funds over the next three years. The success of this process naturally depends on MISAU's ability, particularly in the DPC and DAG, to manage PROSAUDE. However, some measures may be taken to facilitate this integration.   

In the case of FCMSM, conditions need to be created for funds to be channelled within Mozambique. Despite the good reputation of the entities managing this fund, it makes little sense to keep public resources in a foreign bank account, making it difficult for national authorities to monitor and control the fund. The funds destined for FCMSM should be disbursed in a bank account in Mozambique, if possible within the Treasury. It would be necessary to discuss with the Bank of Mozambique and the Ministry of Finance the possibility of maintaining a foreign exchange account in the Treasury. This solution would make it unnecessary to pay exchange commissions (medicines are purchased in foreign exchange on the international market). Integrating FCMSM in the Treasury depends on obtaining a commitment from the Ministry of Finance to observe the specific cash demands of the process of acquiring medicines. 

The possibility of the FCP passing through the Treasury together with PROSAUDE should be considered. It does not make sense for DPPF to maintain a parallel bank account for this fund. It should be understood that the fact that DPPF is the local manager of FCP funds does not improve the integration of this fund in the budget cycle. To ensure that FCP is integrated, the State should adopt the same procedure used for PROAGRI in the Agriculture sector and for FASE in the Education sector
. 

Provincial level funds should be channelled through the Treasury itself without the need for maintaining parallel bank accounts within MPF. It should be remembered that PROSAUDE is subject to a special payment mechanism (set out in the Memorandum of Understanding). Thus the claim that funds are directed through parallel channels to avoid constraints in the State payment system (such as liquidity problems and delayed payments) cannot be fully justified.  

In the same way as PROSAUDE, FCP should be integrated in the Treasury and be subject to a specific payment mechanism agreed with MISAU and the donors. This mechanism should be used as long as the State payment system is unable to transfer requisitioned funds regularly and promptly. In future, when SISTAFE reforms (and the integrated planning systems) begin to produce the desired results, these transitional mechanisms should be eradicated and external funds should start to be channelled through direct budget support. 

Recommendation 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.

Information about the external funds managed within the sector (by central, provincial and district organisms) should be channelled on a quarterly basis to DNCP and the DPPFs so that it can be properly registered in the quarterly State Budget execution reports (see Recommendations 6 and 9).  

Recommendation 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.

The work of consolidating information about the revenue generated within the Health Sector has been fraught with difficulties. The information is not easy to gather and there are no mechanisms for monitoring the information that is produced. For example, the fact that registers are not archived means that it is impossible to compare information from previous years.

Information systems need to be created within the Provincial Health Directorates and MISAU's Directorate of Administration and Management to register and monitor the charges levied by sector institutions and the use that is made of the respective revenue. This information should be used in the quarterly execution reports prepared by DNCP. The DPSs should send information to the DPPFs and to DAG. DAG should then consolidate this information for the whole country and send it to DNCP. DNCP will then be able to compare information produced by the DPPFs with that provided by DAG. 

6.2.4. Recommendations for co-operation agencies

Recommendation 15:
The International Monetary Fund should stimulate and support to Government in adjusting and reformulating budget policy indicators 

The integration of off-budget funds, and particularly the reclassification of expenditure financed by external funds, will have a pronounced effect on budget policy and macroeconomic indicators. Reference values will need to be adjusted and some of the indicators will need to be revised to accommodate the reality that a large proportion of State current expenditure is financed by external funds.  

The adjustment of fixed values for budget indicators, particularly the Domestic Primary Balance (a key criterion of performance evaluation) depends largely on agreements reached with the International Monetary Fund, the Government's principal interlocutor in negotiating budget policy (see recommendation 5).

This study recommends that the IMF should play a central role in creating conditions for integrating off-budget funds and making the budgeting process more transparent and rational. The IMF should provide technical support to the Government to adjust reference values (of the Domestic Primary Balance and the 'mapa fiscal' in general) and to redefine the key indicators for evaluating budget policy performance. The pertinence of the Domestic Primary Balance as a reference indicator for performance evaluation should be questioned in the context of integrating off-budget funds and reclassifying expenditure financed by external funds. The various budget policy indicators should be revised to accommodate and stimulate the integration of off-budget funds. Once again it should be stressed that the integration of off-budgets makes the State Budget more realistic and transparent and does not threaten its equilibrium and sustainability. 

Recommendation 16:
Synchronise planning and financial management procedures with those of the State, particularly regarding the scheduling of PROSAUDE commitments.
The diversity of financing modalities and management mechanisms for external funds makes it difficult to link these funds to the budget cycle. It also hampers the work of the entities responsible for monitoring and controlling the use of State resources. 

The co-operation agencies need to bring their procedures into line with the State's planning and financial management procedures. This does not mean that external funds necessarily have to be delivered to the Public Treasury in the short term. It does mean, however, that there should be the maximum possible co-ordination with the various phases of the budget cycle, particularly the preparation of the State Budget and the quarterly State Budget execution reports. 

There are at least four issues requiring urgent action: 

· Strengthen the channels of communication between the agencies' sectoral programmes and the State financial planning and management systems (in the Ministry of Finance and the Ministry of Planning and Development);

· Adjust the schedules for communicating financial commitments to the Health sector, particularly for the three common funds, to ensure that the Health sector receives the information in good time to include it in the sector's State Budget proposals, submitted to DNPO to the end of July. 

· Use the budget expenditure classifiers in force in Mozambique (functional, organic, territorial and economic classifiers) when providing information about commitments and disbursals;

· Ensure that information about commitments and disbursals is synchronised with the Mozambican budget year (January to December).  

The group of donors providing direct budget support has a central role to play in linking their agencies' sectoral support with the budgetary process. 

6.3. Reflections concerning existing technical capacity

The technical capacity of the State apparatus must be taken into consideration in the process of integrating off-budgets.

To make the most of off-budget integration, the various institutions of the Ministry of Finances and the Ministry of Planning and Development must have the capacity to improve State financial planning and management in a sustainable manner. A considerable effort will be needed over a lengthy period to ensure that this capacity exists. Progress in improving the planning and management of public finances will be a determining factor in the donors' decisions to integrate off-budget funds. If demands are made for rigour and structural change in the health sector, the planning and finance institutions must be credible.

Actions to raise the institutional capacity of the health sector should cover the sector's entire organisational structure, from MISAU to the DPSs, DDSs and health units that manage funds. It is important to stress that the most serious weaknesses lie at the provincial and district management levels. Delays in completing processes and the release of funds are largely the result of poor accounting and management capacity in the DDSs and health units. Although the districts manage a lower volume of funds, they provide the highest volume of health care, so management problems at this level affect a high proportion of the population. 

Considerable efforts should be made in MISAU's central institutions to improve co-ordination between the various administrative organisms (DPC, GACOPI, DAG, DNS and CMAM, etc.). The integration of resources into a single planning and budgeting process and the co-ordination of management mechanisms require a high capacity for co-ordination from DPC and DAG. It is necessary to strengthen the capacity of these institutions so that they are able to take charge of the process within MISAU. Although a significant initial effort will be required, as funds are progressively integrated the number of parallel mechanisms will be reduced, with a consequent reduction in the administrative burden on MISAU as a whole. Time and determination will be needed to bring about these changes. A functional analysis of the sector is about to be conducted, offering an opportunity to analyse these issues in greater detail.  

MISAU should also take advantage of the implementation of SISTAFE to extract benefits from the opportunities of this system. Programme-based budgeting, linked to the development of the other budget classifiers, should make it far easier to integrate funds and will potentially improve the transparency of resource application. More specifically, MISAU's POA could make use of the new programmatic classifiers and classifiers by source of resources to facilitate the monitoring of sector activity and expenditure. In this context, MISAU in general and DPC in particular will be responsible for planning sector expenditure in a correct and transparent manner and for raising the capacity of personnel at all levels, in order to reap the maximum benefits from SISTAFE developments. Under the Performance Assessment Framework (PAF)
, programme-based budgeting is due to be started in the Health sector as a pilot sector from 2007 onwards. This is the result of a series of joint initiatives that have been conducted by MPF and MISAU over recent years, particularly the present study
.

Finally, there should be closer co-ordination between MISAU's central institutions and the provincial and district institutions. The implementation of SISTAFE in all State institutions is likely to be of great assistance in bringing this about. 

To sum up, there is an urgent need to formulate a capacity-building strategy for public administration to ensure that the reforms and changes in progress will be properly implemented and sustained. Capacity building is needed within MISAU and within the Ministries of Finance and of Planning and Development. The present tendency of contracting technical assistance to respond to short-term problems should gradually be replaced by a long-term internal capacity-building programme. For this to happen, institutional capacity building plans urgently need to be formulated with realistic objectives and outcomes and with an approach that integrates institutional, organisational, technical and human capacity building in a coherent manner.  

� The only exceptions provided for by the law are the State institutions given financial/administrative autonomy (Article 6 of Law 9/2002, SISTAFE).


� Areas which are presently under the jurisdiction of the Ministry of Finance and the Ministry of Planning and Development.


� Ministry of Foreign Affairs and Co-operation   (which signs the agreements), National Directorate of Planning and Budget (which prepares the State Budget), National Treasury Department (which monitors financing) and the Department of International Co-operation (with its channels of communication with the donors).


� For example, renting out buildings and selling medicines.


� For example, in-patient and special consultation fees.


� At present, the management classifier has only 3 levels: local and central budget, municipal budget (autarquias) and State-owned companies’ budget.


� Article 3, n.º 3-b of SISTAFE regulations which states that the State institutions covered by the general financial regime should deliver all their self-generated revenue to the Public Treasury.   


� The health units that do not manage their funds directly deliver revenue to the District Health Directorate. The other units deliver revenue directly to the provincial Finance Departments. These procedures are described in detail in Annex III.


� Article 36 of the Law 09/2002 about the organisation of the Public Accounting subsystem.


� See Annex IV concerning accounting procedures for off-budget external funds.


� Cf. Article 109 n.º 2 of SISTAFE concerning State organism bank joint bank account holders, and about the capacity of DNT and DPPF to obtain information about credit and debit movements in these accounts. 


� Idem.


� Described in detail in Annex  IV.


� FCP planning is done through an integrated planning exercise involving provincial institutions. Various intervenients are involved in managing the fund, from DAG at central level to the DPPFs (intermediaries at provincial level) and the beneficiaries at provincial and district level.


�The flow of funds in each of these mechanisms are illustrated in the flow charts in Annex V.


� Mozambican Government (2004).


� Other joint initiatives include: preparing the sector expenditure analysis in 2002; the survey into financing, management and service provision at the primary level of the sector in 2003. 








