Po- ALD.LSG
jc)?»‘;@; S

UNCLASSIFIED

.
UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY

AGENCY FOR INTERNATIONAL DEVELOPMENT
Washington, D. C. 20523

PANAMA
PROJECT PAPER

FINANCTAL MANAGEMENT REFORM PROJECT

AID/LAC/P-686 PROJECT NUMBER: 525-0306

UNCLASSIFIED



AGENGCY FOR INTERNATIONAL DKV RLOPMENT 1. TRANSACTION CODE DOCUMENT

- N
PROJECT DATA SHEET &2 Bilhee Amendment fumber | cone 3
D ®» Deiece |
COUNTRY/ENTITY . 3. PROJECT NUMBER
PANAMA [ 525-0306 ]
4. BUREAU/OFFICE

3. PROJECT TITLE (maximurs 40 cnaracters)

LAC — -
' G)S 1 [ FINANCIAL MANAGEMENT REFORM _
€. PROJECT A3SISTANCE COMPLETION DATE (PACD) 1. ESTDMATED DATE OF OBLIGATION
| (Under ‘B beiow, enter 1, 2, 3, or L7
v D, YY
0S5 1] 96
' /| 77 I Amisary (91] 35 guine T3 C.rnfy 9 21
8. COSTS { S000 OR EQUIVAZENT $1 = } i
A FUNDING SOURCE SIRSTFY 91 LIFE OF PROJECT
B. FX QL/c D. Totwd E.FX F. L.C G. Towd
AD Appropriated Total
(Grant) {_4.500 ¢ 4,500 i 6,300 111 16,300
1 Loan} R { ) 1y ) K )]t )| )
Other L1 ¢
vs. .
Host Counuy 200 | 200 2,200 2,200
Qther Donorns) | .
TOTALs o] , s00 | o001 % 700 6,300 [° 2 200 8,300
9. SCHEDULE OF AID FUNDING (3000)
8 C PRIMARY
A APPROJPRIMARY TECH CODE | D- OBLIGATIONS TO DATE E AMOUNT APPROVED F. LIFE OF PROJECT
PRIATION|PURPOSE : THIS ACTION
CODE |1.Geant| 2. Loani l. Geant ] 2, Loan l.Crant 2 Loan 1. Grant L Loan
(1) ESF 669 720 4,500 4,500
{2) FDA H69 720 1,800 1,800 |
(3) n |
4) | | H |
TOTALS e I 6,300 6,300 |
10. SECONDARY TECHNICAL CODES (maxumum & coder or ] panions cach) 11. SECONDARY PURPOSE CODE
210 | ! | I
12, SPECIAL CONCERNS CODES (maximum 7 codes of 4 positons aach)
A. Code |  Eoty TECH TNG |
B. Amount | |

13. PROJECT PURPOSE (maximum 440 characters)

systems, and promote accountability of government officials in
managing public resources.

4. SCHEDULE.DJEVN.UATIONS |15, SOURCE/OIUGIN OF GOODS AND SERVICES
MM, YY MM, YY MM YY )
Interim | 0| 8| 913[ | 0] 1|9| sl FAnal |olz 9| 6| T o0 O H#1 F] ecat [ Other(Soeasy)
16. AMENDMENTS/NATURE OF CHANGE PROPOSED (This is paye { of a page PP imendment.)

Approval of methods of implﬁff;fjf}on and financing: i//
: //MLQ,V %q/

Az

Har:?/Dorde, Controller

a3 n yd

Signature & DATE DOCUMENT RECIIVED
m 45‘& IN ALD/W, OR FOR AID /W DOGU.
17. APPROVED J (VA ),

) + MENTS, DATE OF DISTRIBUTION
BY Tide Thomas W. Stukel Dike Signed

Joma y MM, DD YY
Mission Director | ™M 0D, Y, MM, 00 YY

To improve and integrate Government of Panama financial management '



http:SECONDA.RY

Project Authorization

Country: Panama

Project: Financial Management Reform Project

Project No.: 525-0306

1. Pursuant to Part II, Chapter 4, Section 534 of the
Foreign Ass:stance Act of 1961 as amended, I hereby authorize the
Financial Management Reform Project for Panama (the "Cooperating
Country") iuvolving planned obligations of not to exceed $6,300,000
in grant funds over a five year period subject to the avallability
of funds in accordance with the A.I.D. OYB/Allotment process, to
help in financing foreign exchange and local costs of the project.
The planned life of the project is five years from the date of
initial obligation.

2. The Project will assist the Government of Panama (GOP) to
improve and integrate its financial management and audit systems
and promote accountability of government officials in managing
public resources by providing technical assistance, commodities,
and training to help establish an integrated financial management
system and a comprehensive audit system which assures fair,
objective, reliable, and independent review of government
performance and financial reporting.

3. The Project Agreement which may be negotiated and
executed by the office to which such authority is delegated in
accordance with A.I.D. regulations and Delegations of Authority
shall be subject to the following essential terms and conditions,
together with such other terms and conditions as A.I.D. may deem
appropriate:

a. S iq] o dj
Services

Commodities financed by A.I.D. under the Project
shall have their source and origin in the United States (A.I.D.
Geographic Code 000), except as A.I.D. may agree in writing. The
supplies of commodities and services shall have the United States
as their place of nationality, except as A.I.D. may otherwise agree
in writing. Ocean shipping financed by A.I.D. under the project
shall, except as A.I.D. may otherwise agree in writing, be financed
only on flag vessels of the United States.
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b. conditions Precedent to Initjial Disbursement

Prior to the first disbursement under the Grant, or
to the issuance by A.I.D. of documentation pursuant to which
disbursement will be made, the Cooperating Country will, except as
the Parties may otherwise agree in writing, furnish to A.I.D. in
form and substance satisfactory to A.I.D.:

(1)

(2)

(3)

(4)

. (3)

(6)

An opinion of the Attorney General of
Administration or other counsel acceptable to
A.I.D. that this agreement has been duly
authorized and/or ratified by the Cooperating
Country and that it constitutes a valid and
legally binding obligation of the Cooperating
Country in accordance with all of its terms.

A statement of the name of the person holding

or acting in the Office of Controller General.

of Panama and of any additional
representatives, together with a specimen
signature of each such person specified in
such statement.

.Evidence that a Project Manager in the

Controller General's Office acceptable to
USAID and the GOP has been designated with
appropriate delegations of authority to
effectively manage the implementation of the
Project.

Evidence of an agreement among the Controller
General, the Minister of Planning and Economic
Policy, and the Minister of Finance and

. Treasury which commits the support of the

participating agencies to %he project's
cbjectives and implementation plan.

Evidence that the National Economic Council
has created a technical task force that, as
appropriate, will include-a member appointed
by the Budget Commission of the Legislative
Assembly, and that will serve as the technical
support to the National Economic Council for
the purposes of implementing the Project,
including recommending studies, analysis,
policies and other actions aimed at promoting
the coordination of all functions related to
the financial management reforms planned by
the Project to achieve complete and efficient
integration of the IFMS subsystems.

Evidence that the Controller General has
issued an administrative order creating the
Office of the Auditor General under his
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authority, naming the Auditor General, and
giving the Auditor General the operating
authorities that will ensure professionalism
and impartiality of thechnical work,
independent of other operations of the Office
of the Controller General.

Evidence that the GOP's ajpproved Principles of
Ethics applicable to all government officials
and employees has been officially issued.

covenants

The Cooperating Country shall covenant in substance

(1)

(2)

Date/

assure ongoing support for the implementation
of the project, and the reforms which it is
designed to implement, through the allocation
of appropriate personnel and financial
resources to the project, and

agree to provide its best efforts to ensure,
within the existing legal framework, the
development and support of the Office of the
Auditor General as a totally independent
organization.

N‘_#MLJ— M

Thomas W. Stukel ’
Mission Director, USAID/Panama
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Project Paper
USAID/Panama: Financial Management Reform (525-0306)

I. PROJECT SUMMARY AND R SCOMMENDATIONS

A. Recommendations

USAID/Panama recommends the authorization of a 5-year,
$6,300,000 grant to the Government of Panama (GOP) for the
Financial Management Reform Project. The project will be
implemented by the Controller General of Panama in collaboration
with the Ministry of Planning and Economic Policy and the Ministry
. of Finance and Treasury.

B. o] Summa

The breakdown of constitutional government in Panama in
the late 1980’s left GOP institutional capacity to manage public
finances seriously impaired. The Controller General of Panama
considered the problem in a Report issued in March, 1990 and
requested A.I.D. assistance to assess what problems exist in the
management of public finance and what needs to be done to make the
financial management system of the GOP effective.

A.1.D. agreed to provide assistance and the ensuring
assessment confirmed the existence of a wide range of problems in
financial management and auditing. It set out a series of
recommendations specifically identifying the extent and nature of
reforms which were required. At the request of the Controller
General, a group including members of the assessment team designed
a technical assistance project which would help the GOP address the
critical defects in government financial management and auditing
through a five year, A.I.D. assisted reform program. )

The goal of the Financial Management Reform Project is to
strengthen the financial management capability of the GOP and renew
public confidence in the integrity and competence of the
Government.

The purpose of the project is to improve and integrate
GOP financial management and audit systems and promote
accountability of government officials in managing public
resources.

The project will have two major outputs.

1) The establishment of an Integrated Financial
Management System composed of four subsystems:



A budget subsystem which produces an effective
financial plan and vhich facilitates control over
the expenditure of government funds.

- A treasury subsystem which manages the cash zssets
of the government through projection and monitoring
of cash flows, receipt and control of revenues, and
the processing of disbursements.

- A debt subsystem that manages acquisition,
servicing and retirement of public debt.

- An accounting subsystem which classifies, records,
and analyzes all government financial transactions.

2) The establishment of a comprehensive audit systenm
which assures fair, objective, reliable, and
independent review of government performance and
financial reporting. )

Implementation will involve the respective GOP
institutions responsible for the management of each of these
subsystems. Project assistance will consist primarily of long-term
technical assistance supplemented by carefully targeted short-term
advisors and a limited quantity of supplies and equipment.

When the project is completed, the GOP will have in place
the core components of a national level Integrated Financial
Management System (IFMS) which will enable the GOP to manage its
financial resources with a high degree of efficiency. The GOP will
also have a Comprehensive Auditing System (CAS) based in an
independent Office of the Auditor General.

The project will involve the following activities
conducted over a five year period:

- Draft proposed legislation for reform of government
financial management and audit procedures;

- Formulate, document, and implement financial management
standards, policies, regulations, and procedures;

- Plan and implement organizational changes and
improvements associated with the program including those
relating to establishment of an independent Office of the
Auditor General;

- Adopt and implement generally accepted accounting
principles based on international accounting standards
applicable in the public sector and base external purpese
financial reporting on such principles and standards;



Train government personnel in financial management and
government audit functions; and

Implement activities which promote an awareness of
responsibility for providing honest and efficient
management of public resources and which encourage
establishment of anti-corruption principles,

C. Summary Project Budget
SUMMARY COST ESTIMATE AND FINANCIAL PLAN
($000)
AID GOP Total
Technical Assistance 4,588 4,588
Equipment and Supplies 150 150
Evaluation and Audit 100 100
GOP Personnel & Support 1,844 1,844
PSC Project Officer 640 ___ 640
Total $5,478 $1,844 $7,322
Contingencies/Inflation 822 356 1,178
Total $ 6,300 $2,200 $ 8,500
D. Condjtions and Covepants
In addition to the standard conditions precedent the
following provisions are proposed:

Condition precedent to initial disbursement that the GOP
provide evidence of an agreement among the Controller
General, the Minister of Planning and Economic Policy,
and the Minister of Finance and Treasury which commits
the support of the participating agencies to the
project’s objectives and implementation plan.

Condition precedent to initial disbursement that the GOP
provide evidence the National Economic Council has
created a technical task force that, as appropriate, will
include a member appointed by the Budget Commission of
the Legislative Assembly, and that will provide technical
support to the National Economic Council for the purposes
of implementing the Project including recommending
studies, analysis, policies and other actions aimed at
promoting the coordination of all the functions related
to the financial management reforms in order to achieve
a complete and efficient integration of the various IFMS
subsystems.



Condition precedent to initial disbursement that the
Controller General issue an administrative order creating
the Office of the Auditor General under his authority,
naming the Auditor General, and giving the Auditor
General the operating authorities that will ensure
professionalism and impartiality of technical work,
independent of other operations of the Office of the
Controlier General.

Condition precedent to initial disbursement that the
GOP’s approved Principles of Ethics applicable to all
government officials and employees has been officially
issued.

Covenant from the implementing Ministries of Planning and
Economic Policy and Finance and Treasury, and the
Controller General to provide ongoing support for the
implementation of the project and the reforms which it is"
designed to implement through allocation of appropriate
personnel and financial resources to Project activities.

Covenant from the Government of Panama to provide its
best efforts to ensure, within the existing legal
framework, the development and support of the Office of
the Auditor General as a totally independent
organization.



II. PROJECT RATIONALE AND DESCRIPTION
A.  Background/Raticnale

Panama is emerging from a severe political and economic
crisis which culminated in the events of December 20, 1989 and
their aftermath. Loss of investment, national income and
employment over the last several years has been substantial. The
new government and the private sector face a daunting challenge of
reactivating the economy and reestablishing an effective, efficient
democratic gecvernment.

In January, 1990, A.I.D. resumed assistance to Pananma.
This assistance is directed toward helping Panama meet its most
pressing requirements. During the initial emergency period, A.I.D.
focused attention on providing for the most immediate needs of
food, shelter, and medical care. Then on May 25, 1990, President
Bush signed a supplemental bill providing resources for a broad-
based economic recovery program, The purposes of the economic
recovery program are to assist Panama with the implementation of an
economic reform program and to restore credit worthiness to the
Panamanian public sector. The Financial Management Project is a
key element of the economic recovery program. Defects in public
sector financial management are undermining Panama’s ability to:
(1) effectively marshall public sector financial resources to meet
the extraordinary range of problems now facing the country; and (2)
instill public confidence in the Government.

The Controller General of Panama described the state of
deterioration into which Panamanian public finances had fallen
under the previous administration in a report titled "Report on the
State of Public Finances and Some Aspects of the Fiscal Crisis",
presented on March 1, 1990. In summary, the Controller found that
the institutions controlling public finance had neglected to
fulfill their responsibilities; no national budget had been
formulated during the last three years; public debt payments were
delingquent; overdrafts in the National Bank of Panama had reached
dangerous proportions; and the fiscal deficit was exerting severe
pressure on the already dangerous state of public finances. 1In
addressing these issues, the new government has imposed strict
fiscal disciplinary wmeasures on itself, adjusted ©public
expenditures, and set for itself the goal to improve administrative
efficiency.

The implications of inadequate financial management are
staggering because of the sheer amount of resources directly or
indirectly affected. Central Government expenditures in 1990 have
been projected in the range of 1.165 billion Balboas. Improvements
in public sector financial practices resulting in savings of
one/tenth of one per cent of such expenditures would be equivalent
to 1.165 million Balboas.



As part of the Immediate Recovery Project (IRP), the
Controller General of Panama requested assistance from the U.S.
Agency for International Development (A.I.D.) for establishing
financial management and control systems. In response A.I.D.
financed the technical assistance services of Price Waterhouse to
complete an assessment of the country’s public finance system.

The assessment reviewed a representative sample of
various kinds of public sector entities in Panama. For example it
included ths Controller General of Panama, the Ministry of Planning
and Economic Policy (MIPPE), and the Ministry of Finance and
Treasury which are directly responsible for financial management
and control. The Ministries of Health, Education, Housing, and
Public Works were included as representatives of central government
ministries. The National Bank of Panama (NBP), and the Institutes
of Hydraulic Resources and Electrification, Telecommunications and
Agricultural Marketing were included as decentralized and
autonomous institutions. The municipalities of Panama and Penonome
were also included in the analysis. The functional areas covered
by the assessment included the budget, cash and dabt management,
governnment accounting, auditing, contract adninistration,
construction auditing, and information systems.

The assessment summary report was presented at the
beginning of July for the review and comment of the Controller
General and his principal assistants. The results of the
assessment and other evidence gathered during its implementation
revealed that government financial management and auditing in
Panama had deteriorated. It was determined that a significant
effort must be made to address the weaknesses of the financial
management systems and the absence of an independent and
professional audit capability within the GOP. The assessment
consultants suggested that the best means of achieving the goal of
improving both accountability and financial management of scarce
public resources, and thereby rensv public confidence in the
integrity of the government, was through the design and
implementation of an Integrated Financial Management System and a
Comprehensive Audit System.

The Price Waterhouse Office of Government Services was
then contracted by A.I.D. to design a technical assistance project
that would address the identified weaknesses and install both an
IFMS and CAP. The contract with Price Waterhouse also provided for
interim technical assistance until an implementation contract could
be awarded. This Project Paper incorporates the proposed design
resulting from that Contract.

Given Panama’s currc:iit economic crisis, reform of public
sector financial management practices is viewed by USAID as a
critical objective. If reform is achieved, it will result in more
effective utilization of scarce resources and greater cvonfidence by
public and private international sources of investment and
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assistance which in turn would lead to greater investment in
Panama.

B. b s dres
1. FEindings of the Assessment

The assessment of the Government of Panama’s general
operating procedures, its financial management system and auditing
capability found that Panamanian public finance was in a state of
serious deterioration. It identified many areas requiring
improvement and reform. The following provides a summary of the
principal problems classified according to areas of governmental
financial management and auditing and demonstrates the need for a
thorough reform of public finance administration in Pananma.

2. The Legal and Procedura]l Basis for Public Financial
Management

The assessment found that the existing legislation
applicable to government financial management (located primarily in
the Constitution, the Organic Law of the Controller General’s
Office, the Organic Budget Law, the Fiscal Code, the Municipal
Organization Law) and respective implementing regulations are not
organized, consistent, or even compatible. This results in
administrative overlap and duplicative oversight efforts in the
Controller General’s Office and in internal auditing offices.
Further, the lack of up-to-date procedures and inadequate
regulations, create deficiencies in budget, treasury, public debt,
accounting, public contracting, and project management operations.
Also, external control is not supported by gquality levels and
standards that would make public operations more efficient,
professional and independent.

3. Current Financial Management Functions in Panama
a. Budget

All ministries and public institutions
participate in the formulation and execution of the budget. 1In
addition, the Controller General’s (CG) Office participates in the
control process and is mandated to provide advice on the viability
and suitability of (1) issuing supplementary and extraordinary
debt, and (2) legislative proposals that eliminate revenues and
establish substitute sources or increase revenues from existing
sources. The assessment found that coordination between the CG
office and other ministries participating in the budget process is
insufficient. This prohibits the CG from exercising effective
financial control on carrying out its advisory function.



b. Accounting

Generally, each public institution in Panama
has two independent offices assigned to administer resources and
budgeting operations. This boosts ‘operating costs by increasing
the number of steps in the review and approval process.
Furthermore, it increases paperwork, office equipment needed, and
administrative support requirements. In spite of this, the
Controller General’s Office, as of June 30, 1990, did not have the
1989 financial statements from all public institutions. Lack of
this information limits the ability of the CG to perform one of its
principal functions: analyzing expenditures to ensure consistency
with the budget. This problem is exacerbated by the fact that
financial reports produced in the public sector vary widely in
frequency of publication, document type, and the accounts that
. compose basic financial statements.

Accounting in the central government is limited
to simple recording of Dbudget operations and primarily
expenditures. Further, the records on appropriations, quarterly
allowances, obligations and payments are so widely dispersed within
the Controller General’s Office and in public institutions that
they are not reliable. Controls are inadequate, and the system
does not permit the prompt correction of errors or deviations.
This, too, negatively effects the analytical function of the CG.

Inventory control procedures are not consistent
from one entity to the next. 1In some cases, records on goods are
not maintained by the entity responsible for their oversight,
Warehouses and storage facilities are in charge of maintaining
individual cost inventories for every item. The result is an
incomplete and, in some cases, inaccurate listing of public goods,
which ultimately has budgetary implications for the entire public
sector. .

c. Treasury

Law No. 106 assigns responsibility for the
recording and controlling municipal funds to the Ministry of
Finance and Treasury. However, that organization does not have a
manual or other information base which describes the scope and
limitations of each entity and therefore duplication is possible as
is the possibility of exceeding 1limitations of authority.
Furthermore, evaluation is difficult under these circumstances.

No national level programming of government
cash flows is being undertaken, nor are they incorporated into the
macroeconomic program of the government. The control system for
cash management is dispersed, and lacks clearly defined techniques
and procedures. No single organizational unit in the central
government is assigned to program, consolidate or regulate cash
flows.



The offices of the Controller General and the
Treasury lack the ability to project reasonable estimates for
expected tax revenues and other income or payments and
expenditures, and cash reserves. Summaries of expenditure budgets
submitted by nonfinancial ministries and public sector entities are
not available.

The Payment Office of the Controller General’s
Office produces a listing of daily payments to which are appended
figures which are treated as approved payments. This list is sent
to the Ministry of Finance and Treasury for approval. There is no
system of payment prioritization. The methods for canceling
obligations of the state are long, and complicated and they create
too much operating and management centralization.

) Revenue generation is carried out directly
through offices in the Ministry of Finance and Treasury (eleven
offices of the Revenue Service and six of the Customs Service). A
survey by an independent accounting firm revealed that the income
collection system has inadequate controls. The procedures used by
these offices for depositing money in the Treasury account in the
National Bank of Panama and in accounting and reconciliation do not
assure the efficient and honest management of public funds.,

d. Public Debt

Numerous off-budget expenditure items result in
spending which exceeds the limits authorized by the Legislative
Assembly.

The procedures utilized for public debt
management do not provide assurance that all contracted and pending
internal and external debt is recognized, approved, recorded, and
accounted for in the financial statements prepared by the public
institutimrns. These amounts and the amounts required for future
debt servicing and amortization, adjusted for exchange rate
variation, should be included in the Government’s financial
statements.

4, nfo i e

The lack of a supervisory body, as well as the
absence of operational standards in the Government’s information
systems and data bases at the national level results in poor
cooperation among the various information offices of the GOP. In
addition, there are no '"user committees" in the wvarious
institutions. This causes a reliance on informational offices, as
opposed to users, in assigning priorities on what data to gather
and report on in the informaticn systems. Finally, development of
the information systems is constrained by the lack of: (1) a
prioritized master plan which would assist in targeting areas of



most critical need; and (2) investment resources required to
renovate and modernize the systenms.

5. um e

a. Personnel

Selection and hiring of personnel is not
carried out according to well-defined policies or appropriate
procedures that insure competency. As a result, the Controller
General’s Office and the public sector in general lack sufficient
numbers of trained personnel to carry out needed improvements in
finance, control and auditing. In the case of the Controller
General’s Office, only 21% of the employees in the Auditing
Division (160 persons) are certified public accountants. The
problem is exacerbated by an inadequate salary scale. A variety of
salaries within the same job category exist irrespective of
technical criteria or evaluations. This affects morale, Gampens
individual initiative and contributes to the 1loss of good
professionals.

This problem is compounded by the absence of
technical and managerial training in the public sector, generally,
and in the Controller General’s Office specifically. The Training
Center of the Contraloria is composed of a Chief in charge, two
coordinators, and a secretary. For a short time following December
20, 1989, the courses given were limited to secretarial and grammar
curricula. With assistance from the Price-Waterhouse team, courses
on Government Control, Public Works Control, Auditing on Fraud, and
Instructors Training were developed and provided. As a result,
there are now ten qualified instructors ready to initiate a more
substantive training program under this project.

b.  Payrell

Payrolls for the central government employees
are produced by the Controller General’s Office through the Payroll
Office of the Accounting Division. Each government institution
works on a computer network, and through teleprocessing, regulates
the information on the position, responsibility and salary of its
employees without central guidance or control. The institutions
maintain information on appointments, vacations, leaves of absence,
etc., which is then forwarded to the Controller General’s Office,
where the payroll process is completed. The Accounting Division of
the Controller General releases the payroll and corresponding
paychecks to the information office of the respective institutions
which account for the checks through a simple release measure.
This allows for inflated payrolls and unequal treatment of
incumbents in similar positions.
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The standards that regulate contract
guarantees, especially through bonds, do not accurately reflect
normal risks associated with contracting. Bonds are often required
in excessive amounts and for extended periods. These costs are
added to the bid and, as a result, the projects are more costly.

The organizational structure of some of the
GOP’s largest project implementation agencies does not allow
adequate coordination among the offices responsible for project
planning, programming, implementation, and control. This results
in inefficiencies and, ultimately, higher project costs.

Current Panamanian law does not consider
fundamental issues such as the process for evaluating and selecting
eligible bidders, consultant contracting, and rules which require
bidders to demonstrate unit prices. This, too, results in
inefficiencies that impact on the costs of government-financed
projects.

The division responsible for overseeing the
Controller General’s regional offices focuses all of its efforts on
pre-control. In the execution and control of projects, it should
include modern concepts related to post audit activities.

b. vento

The existence of excessive formal inventory
controls causes considerable delays in purchasing procedures, which
leads to increased costs and poor inventory flow. in warehouses
that, in some cases, are in a constant emergency situation.
Improved controls and management are needed to reduce unnecessary
delays and costs associated with public projects. )

c. Fixed Assets

There is inadequate control of fixed assets in
the Panamanian public sector. Although attempts have been made to
establish some type of records (e.g., a "Manual of Administrative
Standards, Procedures and Standard Forms for the Recording and
Control of Resources of the State" has been prepared as has a
document on "Procedures for the Recording and Control of Fixed
Assets", however, neither has been published), it is difficult to
obtain specific information on 1location, physical condition,
depreciation, etc. of fixed assets of the government. For the
same reason, physical inventories do not exist.
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7.  dudit

The passage of Law No. 32 on November 8, 1984 led to
the Controller General’s Office being assigned operational
functions incompatible with its oversight role. Specifically, the
Office is responsible for the authorization of operations as well
as the recording of budget execution. This distorts the
independence of external controls.

The pre-control (pre-audit) policy practiced by the
Controller General‘s Office has created a loose and poorly
controlled organizational structure. The Auditing Office at the
Contraloria has a multiplicity of management positions scattered
throughout more than 100 institutions (8 managers in the Auditing
Office, 63 in decentralized institutions and ministries and 44
me: agers in provincial, regional and municipal audit offices).
‘This greatly complicates the coordination, control, and continuity
of the work, and contact between managers and the director.
Another consequence of this structure is the breakdown of functions
into distinct hierarchical levels which is neither satisfactory nor
equitable.

Audit activities are not governed by specific
procedures included in auditing manuals for planning, execution,
control, and reporting. The supervisory function is weak and does
not work ~n most levels. Field work is not reviewed. Regional
work schedules are neither coordinated nor evaluated. Finally,
although most internal auditing offices in government institutions
have reasonable internal structures, their work is confined to pre-
control with very little zttention paid to post-control since there
are no standards in this regard.

8. io the Financj agenm t

A major problem of the GOPs financial management
system is the lack of an integrated government wide approach. Data
is not collected and reported in a consistent manner from agency to
agency. There are no government-wide standards for recording,
analyzing, and reporting transactions. Financial data may be
aggregated, but it is not consistent across agencies. There is,
therefore, a critical' need for efficient interaction among
financial management subsystems if effective control of GOP
resources is to be achieved.

c. Goal and Purposes
1. Project Goal
The goal of the project is to strengthen the

financial management capability of the GOP and renew public
confidence in the integrity and competence of the Government.
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2. Project Purpose

The purpose of the project is to improve and
integrate GOP financial management and audit systems and promote
accountability of government officials in managing public
resources. The project will create an integrated financial
management system that will provide common data and common
standards for recording, analyzing, and reporting transactions
which, taken together, will develop confidence in the GOP’s
capacity to manage its financial resource base.

3. Epd Of Project Status

To achieve the project goal and purpose, the
following outputs have been established in each of the functional
areas to be addressed by the project.

a. Budgeting: A budget subsystem which produces
an effective financial plan and which facilitates control over the
expenditure of government funds.

b. Treasury: A treasury subsystem which manages
the cash assets of the government through projection and monitoring
of cash flows, receipt and control of revenues, and the processing
of disbursements.

c. Public Debt: A debt subsystem that manages
acquisition, servicing and retirement of public debt.

d. Accounting: An accounting subsystem which
classifies, records and analyzes all government financial
transactions.

e. Auditing: A comprehensive'independent audit
system which ensures fair, objective, reliable reviews of
government performance.

The project goal will be achieved through the
coordinated activities of technical assistance contractors and
Panamanian counterpart personnel and the transfer of technology
from the advisors to counterpart personnel. The result will
contribute to promoting both accountability and responsible
performance among government officials.

D. Project Elements
1. Introduction
The project will produce modern government financial
management subsystems in the four key areas of budgeting, cash
management, debt management, and accounting. These four subsystems
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constitute the Integrated Financial Management System. The
principal integrating factors for the syst.m are a commonly shared
reliable data base and generally applied standards for recording
and reporting financial data. These four subsystems form the
minimum critical mass for a government wide integrated financial
management system. While this project establishes financial system
integration among the key financial agencies of the GOP, the
standards it creates will lay the base for extending the IFMS
throughout the entire public sector. By maintaining a narrow focus
during this initial period, the experience gained will contribute
significantly to such an extension at a later stage. Other
financial management subsystems, such as tax administration,
receivables management, acquisition and supply management, and
social security management can be then added to the system at an
appropriate time in the future by simple addition to the basic IFMS
framework in building block fashion.

In addition, the IFMS develop:d under the project
will be complemented by the development of a Comprehensive Audit
System which will help assure the integrity and reliability of all
government financial management operations. The audit process is
not a subsystem because it is characterized by a governing body
that provides independent and professional audits of other
government institutions. Furthermore, the audit process includes
the participation of the internal auditing entities of public
institutions and private auditing firms.

In the case of both the IFMS and the CAS, the
project will provide technical assistance for development of
appropriate legislation, pciicies, standards, regulations,
procedures, and organizational manuals for system operation. .
Afterwards, technical assistance will be continued to assist with
application of thes» policies and manuals and their
institutionalization in the operations of the government entities.
Extensive training for the staffs of the Controller General's
Office, the Ministry of Planning and Economic Policy and the
Ministry of Finance and Treasury will also be provided. New or
revised financial management systems will be implemented under
ministerial level oversight. Where possible, other goverrment
agencies will receive the financial management manuals,
implementation directives and training to assist them in adopting
the policies, regulations, organizational models, procedures, and
forms developed by the project.

The project elements discussed below form the core
of an overall Panamanian public financial management system and a
comprehensive auditing system. The strategy and mix of project
inputs that will be utilized to achieve the elements’ objectives
are described in Part IV, Implementation Plan, and Part VI,
Summaries of Project Analyses, of the Project Paper. .
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2.  Budget Subsystem

a. Qbjectijive: The objective of the budget
subsystem is to estimate the cost of implementing activities
planned by the government and to determine the sources of funds to
finance expenditures for each annual period. To achieve this
objective it will be necessary to establish regulations, standards,
and technical processes and procedures that regulate programming,
implementation, follow-up and evaluation of the annual budget for
the central governnent, decentralized entities, publ.~ enterprisess,
financial intermediaries, development corporaxions and
municipalities. The budget is also an instrument to control the
expenditure of government funds.

b. Purpose: The budget subsystem must be capable
of preparing timely and accurate budgets on government revenues and
expenditures in compliance with financial and economic policies and
consistent with the objectives and goals of the national investment
plan.

c. Activities: The project will help create a
subsystem which will produce annual government sector budgets which
record all current revenue and capital holdings, operating
expenses, and investments wusing classifications by progranm,
institution, purpose, sector, and region. Formulation and
implementation of budgets will be based on the "National Strategy
for Development and Economic Policy Modernization for Recovery,
Sustained Growth, and Job Creation", prepared by MIPPE in June
1990, which identifies the main economic problems facing the GOP
and outlines a strategy for addressing those problems. The systenm
will depend on financial and investment plans which identify
priority projects and their respective financing requirements;
discussion and approval by the executive and legislative branches;
execution by all parts of the government including changes and
readjustments; and follow-up and evaluation with respective
feedback. The budget subsystem is implemented by the Ministry of
Planning and Economic Policy and other public sector institutions.

3. Treasury Subsystem

a. Objective: The objective of the treasury
subsystem is to receive and deposit resources; make disbursements
in conformity with budgetary law; and receive, safeguard and
negotiate securities such as bonds, promissory notes and treasury
securities.

b. Purpose: The purpose of the treasury subsystenm
is to provide for an equilibrium in the execution of the budget
through, among other mechanisms, transfers between deficit and
surplus accounts of the central government, decentralized
institutions, public enterprises, financial intermediaries,
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corporations, developnment projects and provinées and
municipalities.

c. Activities: With the assistance of the project,
a treasury subsystem will be developed which formulates, executes,
and controls cash; generates daily, weekly, monthly, quarterly and
annual cash flow forecasts; and administers treasury accounts
within the national banking system. Such a treasury subsystem will
include:

o Cash flow cdata that is regularly compared to
the cash flow projections.

° Monthly updates of <the annual cash flow
forecasts that include aggregate revenue and
expenditures authorized by budgetary law,

conforming to appropriate accounting
classifications.
o Basic legal standards and provisions that

requlate the administration and operation of
the Treasury.

Operation of the treasury subsystem is the
responsibility of the Ministry of Finance and Treasury, program
agencies, and other public sector institutions which deal with
taxation and revenue collection systems, and the national banking
systen.

4. ublij eb ubsys

a. Objective: The objective of the public debt
subsystem is to assist in the management of public sector financial
requirements by borrowing national and foreign currency with
payment terms in excess of one year. The public debt subsystem
encompasses the resources made available from internal and external
indebtedness, from institutions of the central government,
decentralized entities, public enterprises, financial
intermediaries, corporations and development projects, and
provinces and municipalities.

b. Purpose: The purpose of the public debt
subsystem is to manage the acquisition, servicing, and retirement
of public debt.

c. Activities: The project will help create a debt
management subsystem that will provide for:
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o Coordination, recording, control, renegotia-
tion and utilization of the resources acquired
fror public debt, in accordance with guide-
lines established by the ¢CG and other
appropriate government agencies.

o More efficient mechanisms for the assignment
and disposition of resources.

o Implementation of "gexception management
reporting” to identify funding requirements
during critical periods.

° Policy and procedure manuals covering
recording, control and auditing of the public
debt in accordance with requirements of the
GOP and international financial institutions.

The public debt subsystem will continue to be
managed by a central public debt office in the Ministry of Planning
and Economic Policy. Management and accountability of resources
received through public debt operations will remain the
responsibility of the individual public sector institutions.

5. Accountjing Subsystem
a. Objectjve: The objective of the accounting

subsystem is to classify, record, analyze and report financial
transactions to management and other users on a timely basis in a
format that is useful and which supports users’ information needs
for decision making purposes.

b. Purpose: The purpose of the accounting
subsystem is to produce useful, timely, reliable financial data and
that is based on generally accepted accounting principles,
policies, technical standards, practices and procedures for
recording and reporting the governmental financial transactions.

c. Activities: The project will assist in
creating an accounting subsystem which will provide for:

o] General 1ledger control over all financial
transactions of GOP entities including central
government agencies, decentralized entities,
public enterprises, development corporations,
financial intermediaries and municipalities.

o Verifiable accounting controls that assure the

timely and proper recording of all government
transactions.
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o Government-wide accounting standards and legal
provisions supporting the principle of
integrity in public sector operations.

o] Timely and accurate financial statements for
each reporting entity of the GOP produced
periodically and disaggregated by government
unit and in consolidated government-wide form.

° Management reporting which supports decision-
makers information requirements.

Operation of the accounting subsystem is the
responsibility of the Controller General. That entity is
responsible for preparing the consolidated financial statements of
"the government and establishing the accounting standards applied by
the various accounting units of the public sector institutions of
the Panamanian government.

6. gcomprehensive Audit Svstem

a. Objective: The project will help to establish
a Comprehensive Audit System in the GOP. The objectives of the CAS
are to determine in a professional and independent manner that the
GOP has obtained appropriate value for monies invested, that
revenues have been collected and deposited intact, that assets are
adequately protected, and that financial statements and other
financial data are fairly presented in accordance with generally
accepted accounting principles and applicable legislation.

b. Purpose: The purpose of the comprehensive audit
system will be to determine that plans have -been executed
effectively, efficiently, and economically according to management
authorization, within the policies and programs of the government.

c. Activitieg: The auditing process requires:

o Financial audit reports on the annual
financial statements of the GOP and
individual public entities issued by OAG
auditors or by contracted private public
accounting firms.

o A compendium of governmental auditing
standards and procedures, applicable to
Panama in accordance with the standards
and guidelines of the International

Organization of Supreme Audit
Institutions (INTOSAI) and the
International Federation of Accountants
(IFAC).
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o Operational (performance) auditing
manuals and reports.

o Ongoing specific training programs in
financial, - compliance and operational
auditing for internal and external
auditors.

The overall supervision of the CAS will be the
responsibility of the Auditor General (AG), which is currently
located within the Controller General’s Office. 1In addition to
supervision of the audit program, the AG’s direct responsibilities
include the regulation and monitoring of audits conducted on public
sector agencies by the internal agency audit units and audits
performed by private auditing firms.

While achieving all of these objectives lies beyond
the scope of the proposed project, the planned assistance will
initiate the process and provide the training needed to ensure that
the skills and technical capacity will exist to sustain required
activities over the long term. Once, the comprehensive auditing
system established by the project becomes institutionalized within
the initial participating agencies, it will be easy to extend the
system throughout the entire public sector including central
government institutions, decentralized agencies, public
enterprises, intermediate financial institutions, development
corporations, provinces and municipalities.

Internal control operations are the responsibility
of each government entity. However, the Controller General is
currently responsible for establishing applicable technical
standards. With the recent creation of the AG, this responsibility
passes to that office. 1Internal audit includes the financial and
performance audits performed by each institution’s ‘internal audit
personnel. External audit includes the external financial and
performance audits performed by the Office of the Auditor General
and by contracted private auditing firms.
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7. Project Input Requirements

The objectives of each project element will be
accomplxshed prlmarlly through the efforts of GOP personnel and a
technical assistance team supported by additional Panamanian

experts and other support personnel, The estimated levels of
effort required in person-months are as follows:
Position/skill Y1l Y2 X3 X4 YOS ZTotal
Foreign Technical Assistance

Team leader 5 12 12 12 7 48
Budget expert 4 12 12 12 4 44
Treasury expert 4 12 12 12 4 44
Accounting expert 4 12 12 12 4 44
Debt expert 4 12 12 12 4 44
Audit expert 4 12 12 12 4 44
Subtotal 25 72 72 72 27 268
Short-term TA (6 persons) 30 46 76
Local Technical Assistance

Information systems exp 6 12 12 12 6 48
Training specialist 6 12 12 12 6 48
Administrator 6 12 12 12 6 48
Secretaries (2) 12 24 24 24 12 96
Subtotal 30 60 60 60 30 240
Grand Total 85 178 132 132 57 584

Technical traxnlng is essential to accompllshlng the
project’s goal. Training will be provided on an on-going basis
throughout the life of the project by means of seminars, workshops,
courses, conferences, and on-the-:ob experxences. A complete
detail of the training schedule is provided in the Training Plan
section of Annex F, Technical Analysis.

The technical assistance team will include experts on
each of the subsystenms comprising the IFMS, including a team leader
who will have experience in the development and application of the
IFMS model. The team leader will serve as the principal technical
resource for the project and will be responsible for coordlnatlng
the work of the other team members as well as assuring appropriate
participation of counterparts in the review of each stage of
subsystem development.
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In addition to the experts on the IFMS subsystems, the
project will finance an information specialist to ensure that
required information flows within and between the subsystems is
achieved. Since it is expected that the IFMS will ultimately be
automated, this specialist will also ensure that subsystenm
development prepares for that eventuality by working closely with
project staff to prepare a computerization plan for consideration
by GOP authorities.

The final long-term advisor to be financed by the project
is a training specialist. Although each member of the team will
continually provide training to counterparts, the training
specialist will ensure that training activities are consistent with
subsystem development and that appropriate cross-training occurs.
The training specialist will also see that team members have the
materials needed to maximize the impact of their training efforts
and will work with the team members on presentational methodologies
that will facilitate those efforts.

Detailed descriptions of the qualifications required for
the technical advisors are set out in Annex J3.
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III. COST ESTIMATE AND PINANCIAL PLAN
A.  Project Budget

The Financial Management Reform Project consists
primarily of long-term technical assistance provided to the Office
ot the Controller General of Panama, and the Ministries of Planning
and Economic Policy and Finance and Treasury. The total cost ot
the proposed project is $8,500,000 of which AID will contribute
$6,300,000 or 74%. The GOP will contribute $2,200,000 or 26% of
the budget. The A.I.D. funds will be obligated through a project
agreement between USAID/Panama and MIPPE.

Because Panama uses the U.S. dollar as its medium of
exchange, there is no functional distinction between US dollars and
Panamanian balboas for budget purposes. Table III-1 shows summary

‘expenditures by project year. Table III-2 (Illustrative Budget)
shows project costs by category and source of financing. Table
III-3 shows methods of implementation and financing for the
project.

B. GOP cContribution

A major portion of the GOP’s contribution to the project
will be in the form of staff support for the project and provision
of other project support requirements. The nature of the project
is such that the most significant contribution the GOP can make is
to assure the participation of key personnel and other staff
members as counterparts to the technical assistance team. Computer
time, office space, and other office support activities constitute
the balance of Panamanian contributions which total $2.2 million
including contingencies and inflation.

C. Audits and Evaluatijons

Funds are included in the project budget for mid and end-
of-project audits. These audits will focus on the technical
assistance se:rvices provided to the project and will be carried out
by firms qualified to concract under IQC’s for non-Federal audits
in accordance with criteria established by the A.I.D. Inspector
General’s Office. In addition, one mid-term and one end of project
evaluation will be carried out. The first evaluation will
concentrate on project progress while the second will examine
project impact.

D.  Recurrent Costs

To a significant extent, once the systems developed by
the project are installed, sustained utilization of project outputs
will simply reflect routine operations of the GOP. However, some
benefits of the project will be sustained only if the GOP is
willing to continue to fund activities originally developed with
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AID funding (i.2., continued training). Appropriate compensation
for well-trained personnel will also be essential. In other areas,
such as the ultimate computerization of the IFMS, new investment by
the GOP will be necessary to realize the full benefits of the
system. Nevertheless, benefits in the form of improved cash and
debt management, are sufficient to justify the investments proposed
under this project even if computerization does not occur over the
foreseeable future,

The proposed project has been developed in conjunction
with the Controller General and other GOP officials. Counterpart
funding for the project and future GOP funding of new and recurring
costs of sustaining the benefits of the project will not present
problems in part because of the key position and influence of the
current Controller in the GOP but more because the financial
benefits of sustaining the improved functions under the project
will compellingly demonstrate to future GOP officials the
desirability of adequate funding of financial management and audit

operations. Nonetheless, a covenant will be sought to assure
appropriate funding and staffing in the future.
Table III-1
dj ject
Project Year USAID GOP Total
1 1,065 369 1,424
2 1,617 369 1,986
3 1,113 369 1,482
4 1,074 369 1,443
5 609 368 977
Inflation/ -
Contingencies . 822 356 1,178
TOTAL 6,300 2,200 8,500
Table III-2
Illustrative Budget (SUS)
itenm AID GOP Iotal
Short-term Tecanical Assist. 898 0 898
Foreign Technical Assist. 2,983 e 2,983
Local Technical Assist. 707 0 707
Equip. & Supplies 150 0 150
Audit & Evaluation 100 0 100
GOP Personnel & Support 1,844 1,844
Project Officer 640 0 640
Inflation/Contingencies 822 356 1,178
Total 6,300 2,200 8,500
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Table III-3
Methods of Implementation and Financing (US$)

Method of Implementatjion Method of Financing Amount
1. Foreign TA

Contract/AID direct Direct reimbursement 2,983
2. Local Professional TA

and Support/AID direct Direct reimbursement 707
3. Short-Term TA/AID

direct contract Direct reimbursement 898
4. Commodities/AID direct Direct payment 150
5. Audits'and Evaluations/

AID direct Direct paywent 100
6. PSC Project Officer/

AID direct contract Direct payment 640
TOTAL 5,478
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IV. IMPLEMENTATION PLAN

Al

through:

o

Project Approach

The project will improve GOP financial management

the implementation of an Integrated Financial Management
System based on the coordinated actions of the Ministries
of Planning and Economic Policy and Finance and Treasury,
and the Office of the Controller General; and

the establishment of a professional and independent
comprehensive government audit capability, primarily in
the Office of the Auditor General.

The primary technical assistance activities to be carried

out in the project are:

o

the implementation of organizational improvements,
including the rationalization of financial management
responsibilities among government entities and better
definition and documentation of key financial functions;

the formulation, documentation and implementation of
improved financial management standards, policies
regulations and procedures;

establishment of an independent AG, initially based
within the Contraloria General and ultimately operating
as an independent organization;

formuiation and implementation of professional governnent
audit standards, policies, practices and procedures;

assistance in the preparation and advocacy of proposed
draft financial management and government audit
legislative reforms;

the provision of classroom and on-the-job training in new
financial management and government audit
responsibilities, functions and procedures;

development of a common data base to serve the IFMS
system; and

the promotion of an awareness in all public servants of
their responsibility to provide responsible and efficient
management of public resources.

Technical assistance operations will be conducted by a

core team of eight full time experts working over a period of
approximately five vyears. The team leader will direct the
technical assistance effort and will work directly with the
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Controller General and the CG official designated as the Project
Director. Also based in the Contraloria will be experts in

accounting, information systems, and traznlnq An expert in
auditing systems and process will be based in the .ewly formed
Office of the Auditor General within the Contraloria. Two experts
in budget and debt management will be based in the Ministry of
Planning and Economic Policy. An expert in cash management and
related treasury functions will be based in the Ministry of Finance
and Treasury.

The focus of the team wiil b2 on building an integrated
financial management systen and comprehensive audit system that are
fully institutionalized within the GOP. The consulting team will
work closely with Panamanian officials to develop IFMS and CAS in
conjunction with regular GOP operations. The assistance offered
will be constantly exposed to on-going operations and thus tested
under actual working conditions. In addition, Panamanjian officials
will remain in control of the design and implementation of the new
subsystems as they are developed. The core technical assistance
team, supported by qualified Panamanian professionals, will prepare
documentation and attend to other functions necessary to implement
changes in policies and procedures recommended by consultants and
approved by the key GOP officials involved. Cooperation among the
key agencies will not be left as the final task at the end of the
process, but rather will be incorporated as an essential day-to-day
working condition.

Training for broad-based implementation of IFMS and CAS
reforms will be a major responsibility of the TA team. The team
will develop appropriate curricula and support activities 1nclud1ng
preparation of teaching materials and training Panamanian trainers
to implement a broad-based IFMS training program in the GOP as well
as to provide specialized auditor training.

The team leader will help coordinate activities and
disseminate information concerning integrity in the government
through the promotion of an awareness in all public servants of
their responsibility to provide honest and efficient management of
public resources, and the formulation and implementation of
professional government audit standards, policies practices, and
procedures. The approach to implementing these activities is
described in further detail in the Technical Analysis, Annex F
Section 4.

B. Roles of GOF Adencies Participating in the Project

The Office of the Controller General is currently
responsible for a number of prxmary GOP financial management
functions. The project design is based on the continuation of the
current basic distribution of responsibilities in financial
management in the GOP with the role of the Controller General
strengthened in regards to establishment and maintenance of an
Integrated Financial Management System and an Auditor General
established to strengthen and give independence to audit functions.
Thus the CG will continue to play the coordinating role in the
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financial management of the government. The Ministry of Planning
and Economic Policy will continue to be primarily responsible for
planning, budget policy, and debt management matters through
oversight of the budget and debt subsystems of the IFMS. The
Ministry of Finance and Treasury will continue to be primarily
responsible for cash management as a part of the treasury
subsystem. That Ministry is also responsible for other functions
peyond the scope of this project such as tax and customs policy and
revenue collection. The Ministry would serve as a vehicle for
expanding the IFMS and CAS to other financial functions of the
government upon successful conclusion of the project.

Acceptance by MIPPE and MHT of the CG’s coordination role
in the development and maintenance of an integrated financial
panagement system and the commitment of the CG, MIPPE and MHT to
work together in the definition and integration of their respective
financial management responsibilities within the government are
essential to the successful implementation of the project.
Interviews with the Controller General, the Minister of Finance and’
Treasury, the Minister of Planning and Economic Policy, and
representatives of other government institutions have confirmed
support by the key GOP agencies for implementation of the
Integrated Financial Management System and Comprehensive Audit
System. ' :

Because of the crucial importance of agreement among the
key GOP agencies on their responsibilities and commitments to the
project, the signing of an agreement by the chief officers of CG,
MIPPE, MHT, and the President of the Budget Committee of the
Legislative Assembly, which defines those responsibilities and
commitments is established as a condition precedent to initial
disbursement. A copy of the draft memorandum indicating the key
substantive provisions of the agreement is reproduced in Annex F,
Section 10. .

C. Creation of the Office of the Auditor General

The project includes technical assistance to assist the
GOP implement certain organizational changes designed to improve
financial management. Of particular importance is the need to
separate financial and audit functions. This process was started
in an announcement by the Controller General of the establishment
of an Office of the Auditor General within the Office of the
Ccontroller General. The Office of the Auditor General will conduct
independent government audits, strengthen efforts against fraud and
corruption, and work to improve the efficiency and effectiveness of
GOP financial management.

Although the AG has been established and an Auditor
General named, the Controller General must issue an administrative-
order which defines the policies and procedures which will assure
the independence of the Office of the Auditor General from other
elements of the Office of the Controller General. The technical
assistance team, and the team leader in particular, will work with
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the CG and the AG in the development of these procedures and
policies.

staffing and maintaining a sufficient number of qualified
auditors under conditions of budget restrictions is a potential
implementation problem. Therefore, a recent precedent will be
followed in which another office, the Office of Investigative
Auditing, was established. In that case some current CG personnel
were recruited and transferred to staff the nev office. However,
it probably will be necessary to recruit key AG officials from
outside the CG. There is a pool of approximately 70 officials in
CG from which staff could be selected for the AG.

Among the technical assistance activities involved will
. be improving efficiency and effectiveness through reorganization of
certain CG financial functions, t:1ining in work techniques such as
selective sampling, increased use of spreadsheet software }ickages
and similar efforts. .

The GOP, and specifically the CG, has demonstrated strong
commitment to improving financial management and government
auditing. In his report on the financial situation of public
finance as of June 30, 1990, presented to the “resident of the
Republic and the Legislative Assembly, the Controller General
noted: "...we are making an effort to solve this limitation
reviewing the standards of budget formulation and accounting and
the creation of an Integrated Financial Management System." A
covenant will be included in the project agreement to assure
appropriate support for the AG in the future.

D. Counterpart Personnel Training

As with all development projects with significant
training components, maintaining trained perscnnel in the
organization, or at least in the government, is an on-going
problem. The project design addresses this issue by strengthening
the existing CG Training Center and focusing initial efforts in
training of trainers.

Panamanian instructors, employees taken from the current
ranks of the Office of the Controller General, will be trained by
the technical assistance team to provide training to newly hired
employees and continuing education to more advanced personnel.
This will help assure a steady flow of personnel within the ¢G (and
other financial institutions) who are appropriately prepared in
specialized fields. It will also support career growth for these
individuals. It should be anticipated that IFMS personnel trained
in the CG, and AG auditors trained in CAS, may move to other
agencies and institutions. While this may generate a chronic
turnover problem in the central financial agencies, the financial
management of other government institutions who hire these
individuals as internal auditors or financial managers will be
significantly strengthened.
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Continuous training will be provided to counterpart
personnel through the CG Training Center or directly by the
technical assistance team. This training will provide an important
incentive for counterpart personnel to stay with the government.

Consideration will be given during project implewx2ntation
to requiring signed agreements between the government and the
beneficiaries of the training, especially when the training
requires a significant investment on the part of the government.
Under such an agreement, the beneficiary of the training would
agree to continue to vork for the GOP for a defined period of time
after completion of training.

E. mi nci a me ve

Inprovements

The project design team recommended that integrated
financial management system and the government audit capability
should be strengthened concurrently. Government audit effective-
ness is severely limited when poor financial systems do not provide
audit trails. Smelarly, financial management systems generally
require audit review to ensure their proper functioning. Efforts
will be made in implementation to assure a parallel development
pace in the two areas.

F. Project Management

The project will be coordinated by the Controller General
of Panama who will designate a Project Director. The Controller
General and the Ministries of Planning and Economic Policy and
Finance and Treasury will assign other key Panamanian personnel to
critical supervisory roles in development of IFMS and CAS.

The National Economic Council will create a technical
task force that, as appropriate, will include a member appointed by
the Budget Commission of the Legislative Assembly. This task force
will serve as the technical support to the National Economic
Council for the purposes of implementing tha Project, including
recommending studies, analyses, policies, and other actions aimed
at promoting the coordination of all functions related to the
financial management reforms planned by the Project to achieve

.complete and efficient integration of the IFMS subsystems.

GOP counterpart personnel will work directly with the
technical experts referred to in the previous section. These
mechanisms are considered to be adequate to assure smooth and
effective project management and inter-agency cooperation.

The legal functions, stafflng, and managerlal capacity of
the Contraloria and other GOP agencies involved in the project are
discussed in Annex I, Institutional Analysis, which concludes that
the agencies have the legal authority and managerial capability to
carry out the project.
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G. Project Schedule and Milestones

The project will be implemented over a five year period.
The proposed schedule is set out at Annex J 1. Project milestones
are set out in the Annex J 2. Qualifications for technical
assistance team members are set out in Annex J 3.

H.  Procurement Plan
1. Introduction

The project procurement plan calls for several
significant procurements of technical assistance services and
equipment, specifically:

- a negotiated 8 (a) contract for under $3,000,000
for recruiting, compensating, and providing
logistical support for foreign technical assistance

advisors;

- a local contract for recruiting and compensating
local hire technical and clerical support
personnel;

- a commodity procurement to purchase computer

equipment and related equipment required by project
funded advisors and not otherwise provided by the
GOP;

- an evaluation contract under which a highly
qualified group of evaluators will follow the
contract throughout the life of the project;

- a contract to perform audits on the project; and

- a personal services contract for a qualified A.I.D.
project manager.

The procurement plan is designed to achieve several

objectives:

- to begin implementation of the project as soon as
possible while the enthusiasm of key GOP officials
is high;

- to utilize Panamanian professional expertise to the
greatest extent feasible over the life of the
project; and

- to control costs by utilizing lower-cost U.S.

personnel services firms instead of higher-cost
consulting firms for the bulk of foreign technical
assistance requirements.
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2. Technjcal Assistance and Support Services

Technical assistance will be secured through two
contracts.

a. Forejan Experts and Consultants

USAID proposes to negotiate an 8(a) contract
for under $3,000,000 for recruiting, compensating, and providing
logistical support for technical assistance advisors. The use of
a negotiated 8(a) contract will permit initiation of project
implementation with minimum delay. 1In addition, it is believed
that costs can be minimized by negotiating with firms which are in
the business of providing the specific services; ie., recruiting
.and personnel management, although negotiation with firms with
staff capability in the field of financial management will also be
considered. Home office staff capability is not considered a
necessary characteristic of a suitable contractor because project
activities will be directed by a highly experienced team leadar and
managed by a highly qualified contractor employed by USAID for this
purpose.

The success or failure of the project will be
determined by the Panamanians, not by the technical assistance
team. The critical task for assuring success is to locate and
recruit highly qualified experts, get them into Panama efficiently,
pay them, and get them out if they fail to perform effectively. A
high level of headquarters technical knowledge and experience in
government financial systems in Latin America is not required to
perform these critical functions. Thus, a procurement strategy
which emphasizes cost savings in technical assistance support
appears to be particularly appropriate in this case. Conversely,
pure price competition would entail serious risks of inadequate
performance. USAID has therefore determined to use the 8(a)
mechanism to seek an appropriately qualified and competent firm
with an established track record with the U.S. and other
governments to handle the recruiting and support contract for
technical assistance.

Consideration was given to whether Spanish-
speaking experts in government financial management and audit would
be available in the range of costs reflected in the financial
analysis. It was determined that there are highly qualified
experts in these fields available, among whom are third country
nationals peculiarly well suited by reason of language and cultural
affinity to working in a Latin American government environment.
Thus, the Mission believes that it is reasonable to expect that
many if not most of the tasks required may be performed by
qualified third country nationals and by Americans whose salaries
have not yet reached the levels associated with senior positions in
major U.S. consulting firms. Thus, the cost estimates are
considered realistic.
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b. Iraining and support personnel

If available, USAID will contract with a local
American firm to provide training and clerical support personnel.
If not available, a Panamanian firm 'will be contracted to perform
these tasks. This contract will be tied through the statement of
work with the 8(a) foreign technical assistance contract to assure
close coordination.

c. Evaluation

An evaluation contract will be let under wi:ich
a highly qualified group of evaluators will follow achievements
throughout the life of the project. Evaluators must be experts in
financial management and auditing. Because of the nature of the
.technical assistance to be provided and the difficulty of fairly
assessing progress or the lack thereof, it is believed that the
best evaluation approach is to employ a group of highly knowledge-
able, language competent observers and perform evaluations once at
mid project and again upon project completion.

d.  Audits

Audits will be performed on the project in
accordance with normal USAID practice which may entail local
auditors or firms with contractual arrangements with AID.

3. Personal Servjce Contractor as AID Manager

A personal services contract will be let as soon as
possible after project authorization for an AID project manager who
is technically qualified in government financial management systems
and audits, fully familiar with AID requlations and procedures, and
competent in the Spanish language. The PSC project manager will
report to the USAID controller, the Mission staff officer in charge
of the project.

4. Commodity Procurement

Approximately $150,000 worth of microcomputers and
related materials required for the project funded advisors and not
otherwise provided by the GOP will be purchased directly by AID.
No vehicle procurement is contemplated. Microcomputers will cost
less than $100,000 and no other computer procurement is
contemplated over the life of the project obviating the need for
IRM clearance.

Commodities will be procured directly by USAID.
Source and origin will be AID Geographic Code 000.
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5. Procurement Financial Plan

Procurement GOP AID i 2 3 4 2 Iotal
AID Advisor X 133 124 127 123 133 640
Foreign TA X 330 766 766 766 355 2983
Local TA & Support X 88 177 177 177 88 707
Short-term TA X 355 543 898
Equipment X 150 150
Evaluation & Audit X 8 8 43 8 33 100
Total AID 1064 1618 1113 1074 609 5478

HC 369 369 369 1369 2168 1844
Inflation/Contingencies 235 235 236 236 236 1178
Grand Total 1668 2222 1718 1679 1213  _8%500

I. Training Plan

An illustrative training plan is set out in the Technical
Annex, F9. A comprehensive training plan will be developed in the
early stages of project implementation.

Project training will be carried out by the technical
assistance contract team who will gradually be replaced by
Panamanian trainers trained under the project. A subplan will be
developed for each IFMS subsystem and the Audit function. The
plans will include:

o a list of required and optional courses for each category
of employee participating

course outlines .

course sequencing, if applicable

methods of selecting officers for training

training of trainers

equipment requirements

00o0O0O

Preliminary plans contemplate a program of 17 seminars on
5 subjects with 165 participants, 44 workshops on 6 subjects with
120 participants, 82 presentations of 18 different courses with 460
participants, and 5 conferences with 150 attendees. The project
team will adjust this program based on experience during the
implementation phase. ‘
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v. MONITORING AND EVALUATION
A. Project Monitoring

Coordination of overall project implementation will be
the responsibility of the Controller General of Panama who will
designate a Project Director. The Ministers of Planning and
Economic Policy and Finance and Treasury and the Controller General
will appoint other key project officials. An Executive Commission
composed of the Ministers of Planning and Economic Policy, ot
Finance and Treasury, the Controller General, and the Chairman of
the Budget Committee of the Legislative Assembly will formulate
project policy and assure coordination among the various agencies
of the GOP. A Coordinating Commission within the government’s
National Economic Council will develop studies and recommend
actions to promote the coordination of all functions related to the
financial management reforms planned by the project to achieve a
complete and efficient integration of the IFMS subsystens.
Technical assistance advisors will coordinate work plans and
objectives with the team leader and the GOP Project Director in the
Office of the Controller General. Thus management of the project
is firmly seated in the GOP.

Monitoring by USAID/Panama will be the responsibility of:

o The Mission Controller who will be the designated Project
Officer and will have supervisory responsibility for the
project within the Mission. .

o A personal service contractor who will be contracted by
USAID immediately upon authorization of the project and
who will report directly to the Mission Controller.

o A Mission Project Committee which will be chaired by the
Mission Controller and include representatives from the
Program and Project Development Office and the Public
Administration Office.

Monitoring will be accomplished through regular visits to
project activities, examiration of projress reports, examination of
documentation produced by IFMS and CAS activities, and interviews
with project participants and others affected by the financial
management and audit operations.

B. Reporting

Through the team 1leader, the technical assistance
contractor will report directly to the AID Project Director.
Arrangements for reporting to the GOP Project Director will be
established in Project Implementation Letters.

The TA contractor will provide quarterly administrative

reports to USAID on project progress. Each quarterly report will
include a summary of expendituras by project component as well as
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narrative discussions on project activities. The timing of these
reports will match the Mission’s semi-annual review process.

c. v i ne

The Financial Management Reform Project is composed of
five major components each of which involves a large number of
specific activities such as drafting legislation, formulating
policies and procedures, developing organizations and plans, and
training personnel. Ultimately, it is the performance of the
responsivle GOP agencies in formulating and implementing financial
management and auditing reforms which will datermine project
success., Because of the complexity of the project and the
importance of the timely integration of systems into an IFMS, an
evaluation at mid project is planned, as well as a final evaluation
upon project completion.

Project implementation will be evaluated based on:

° the quality of performance in generating the project’s
specific outputs;

o the technical quality of the GOP’s financial management
and audit performance as reflected in the accuracy and
soundness of documentation produced in the IFMS
subsystems and audit system; and

o meeting the project schedule as reflected in the
milestones set out in the Implementation Plan.

Project funding in the amount of $100,000 is allocated
for evaluation and auditing. It is anticipated that a team
ccemposed of knowledgeable experts in financial management and
auditing and experienced A.I.D. officers will be contracted to
perform the evaluations over the life of the project thus
maintaining continuity as well as independence requirements.
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VI. BUMMARIES OF PROJECT ANALYSES
A. Technical Analysis

The Technical Analysis is based on two extensive reports,
the "Assessment of Governmental Financial Management in Panama®,
June 30, 1990, and "Design for a Technical Assistance Project to
Improve Government Financial Management in Panama®, August 31,
1990, revised final October 17, 1990, both of which were prepared
under contracts with Price Waterhouse.

The Assessment ranged broadly across financial management
problems of the GOP and generated a large number of findings and
recommendations, selections from which are presented in Annex F 1.
The "Design" report defined the objective of the project to be the
development of an integrated financial management system and
related comprehensive audit system. These objectives are discussed
in Annex F 2.

The "Design" report included a recommendation to prepare
and implement an extensive computerization plan for the IFMS. In
the final project design, however, this recommendation has been
modified to include only the development of a strategic plan for
computerization which is to be accomplished during the first two
years of project implementation. This change was based on budgetary
constraints as well as advice from the LAC Regional Financial
Management Project that the needs of the GOP’S reform efforts would
best be supported by adding a full time information systems expert
to the technical assistance team to allow ongoing interaction
between financial management/audit technical activities and
information systems expertise.

The project technical design is conceived as a set of
technical assistance activities to improve four financial
management subsystems (budget, treasury, debt management, and
accounting) and the government auditing system. In each of these
five areas, policies, regulations, procedures, and, if necessary,
draft legislation will be formulated. Documentation will be
developed. Personnel will be trained. Organizational changes
requiring technical assistance will be supported. The integration
of the IFMS subsystems will be a focus of attention by the
technical assistance team. Each subsystem will thus be addressed
both independently and as a part of a larger, integrated whole.

This "modular" approach has both technical and
operational consequences. Technically, the system units into which
project activity is divided reflect well-understood organizational
and accounting practice. Perhaps more important, the modular
approach is characterized by working within the existing GOP
structure under the responsibility of existing Panamanian
crganizational 1leadership and chain of comzand. While the
Controller General is responsible for the overall coordination of
the program, development in each functional subsystem remains the
responsibility of the top managers of the responsible agency and
the Panamanian subsystem project directors who report to them. The
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project-financed technical advisors will report to the team leader
who will work directly with the Project Director in CG. As
subsystem activity remains the operational responsibility of the
respective GOP officials, the technical assistance team mambers
will coordinate their activities with the individual subsystem
project directors.

The chiefs of the participating agencies will form an
Executive Committee to formulate policy and assure necessary
coordination among the agencies. The arrangezents described above
are designed to place management responsibility and accountability
for carrying out the proposed policy reforms squarely on the
respective agency management structure, while overall coordination
of the project is the responsibility of the Controller General.
The Executive Committee is the forum within which any conflicts in
project implementation will be resolved.

A discussion of the philosophy of the technical approach
is presented in Annex F2. Specifics of the activities to be
undertaken in each subsystem are set out in Annex F7. The
functions and necessary qualifications of technical assistance
personnel are set out in Annex J3.

Preliminary schedules for various activities and the
proposed in-country timing of technical assistance consultants is
set out in Annex J.

The overall approach selected for the project ensures a
high probability of being institutionally, administratively, and
politically feasible.

B. Institutional Analysis

The Institutional Analysis, Annex I, provides details on
the GOP agencies participating in or affected by the project (Annex
I 1), the state of computerization of GOP financial management
operations (Annex I 2) and the legal environment of GOP financial
management and audit operations (Annex I 3). More extensive detail
on these matters is presented in the "Assessment of Government
Financial Management in Panama" prepared by Price Waterhouse.

The conclusions of the Assessment are that:

1. The organizational structure, staffing,
authorities, and management of participating GOP
agencies is adequate to recommend undertaking the
project although reforms, which are the subject of
the project, will be required to establish a fully
functioning financial management and audit
environment in the agencies involved. An example.
of these reforms is the creation of the Office of
the Auditor General where a small part of the staff
must be recruited from outside the CG. The GOP has
agreed to undertake this recruitment.

37



2. Thers are many financial management functions of
the GOP which are computerized. Howvever, these
functions should be strengthened and much bettar
integrated. The project technical assistance teanm
will include an information systems expert whose
function will be to provide a computerization
perspective on all financial management and audit
systems reforms under consideration. The technical
assistance team will not undertake implementation
of computer operations as such.

3. A basic structure of constitution and statutes
supports the objectives of the project. Hovever,
much is required to be done through a combination
of new legislation and policies to create
consistent and compatible financial, accounting,
and auditing systems for the GOP.

cC. Financial Analysis

The Financial Management Reform Project is composed
primarily of AID-funded technical assistance and a GOP contribution
of personnel and support. There are minor commodity procurements
which are separately analyzed in Annex H. However, the bulk of the
Financial Analysis, Annex H, addresses contracted technical
assistance personnel costs. Annex H is based on estimates of level
of effort by technical assistance function. Monthly personnel
costs of experts in various salary levels were developed for
several types of contractors including high and medium priced U.S.
consulting firms, U.S. firms providing personnel services such as
recruiting and personnel support for foreign technical assistance
experts, and local Panamanian personnel support firms. A detailed
comparison was run for each categcry of employee for each type of
consultant required. It was determined that a distribution of work
between a U.S. 8(a) personnel management firm for up to $3,000,000
in foreign technical assistance and a local firm feor all locally
available skills offered the lowest cost approach.

The cost of an AID PSC contractor to act as Mission
project manager is reflected in Annex H, Table 10. Annex H, Table
1 summarizes the estimated overall costs of the project.

D. Economic Analysis

The project has the objective of improving and
integrating GOP financial management systems and promoting
accountability of government officials. At current expenditure
levels, some $1.2 billion Balboas flow through the central
government annually. Benefits totaling roughly seven/tenths of one
percent of this annual budget flow would roughly equal the total
project cost of $8.5 million. Given the state of public
expenditures, the probability of achieving a positive cost benefit
ratio would appear to be very high. Measuring the benefits, even
after the fact, much less projecting them with any degree of
confidence before the fact, however, would be extremely difficult.
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The economic analysis, therefore, addresses this problem
through the following, least-cost logic. The economy of Panama has
undergone serious shocks in recent years. The banking sector in
particular has been hit hard by the consequences of the Noriega
regime’s "policies". There is a particular need for the central
government to be able to undertake high priority activities to
restore confidence and get the once robust economy moving again.
However, the ability of the GOP to manage the financial resources
at its disposal is subject to serious question on the purely
technical grounds of the adequacy of the financial management
system to maintain internal control through budget and treasury
operations; manage cash needs through debt management, and
generally to account for financial operations. The project will
reform the GOP’s financial management and audit systems and thus
bring a much aigher degree of effectiveness to the management of
public financial resources or reduce unit costs of financial
management and audit services. Thus, the project should reduce
overall costs of financial management or result in delivering a
much higher quality service, thus improving information for
decision making or both.

Some economic benefits of the project are reascnably

definable. For example, reduction in uncertainties should
significantly improve cash management and allow savings through
reduced costs of interest on public debt. However, generally

speaking, quantification of project benefits at this point is a
rather speculative undertaking.

The essence of the project’s approach is to address the
financial management system as a series of subsystems to be
developed into an integrated whole more or less simultaneously.
Technical assistance is provided to a central coordinating body,
the Office of the Controller General, which has the responsibility
to apply financial management policies and procedures throughout
the government. Implementation assistance and group training is
provided to other affected agencies as needed to facilitate the
implementation of the system. .

Among the alternative designs considered for the project
were approaches which would focus on one particular high priority
functional area or which would focus on a sequence of functional
areas one after the other. All alternatives which fail to address
the system as a whole simultaneously were rejected on technical
grounds because of the risk of developing systems which would not
share information effectively and which would have inconsistent or
contradictory policies and procedures. Correcting such problems
later was considered to be considerably more difficult and costly
than simultaneous development of the key functional areas.

Another design alternative considered was to provide
direct, on-site technical assistance to each affected public sector
organization. This alternative was rejected on grounds of
excessive levels of effort and cost. Finally, approaches which are
dependent on major legislative or constitutional changes were
rejected on grounds of potential political risk and delay.
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As a practical matter, the selection of this project’s
approach was based on the ability to achieve the technical benefits
and political advantages listed below. The choice was not made on
economic grounds. However, the project, if successful, will
generate significant economic benefits.

o The Integrated Financial Management System approach
ensures that there is a harmonization of all standards,
policies, regulations and procedures among subsystems and
common interfaces between subsystems so that data is
shared in an efficient and effective manner.

o) The concurrent strengthening of the GOP financial
management system and government auditing ensures that
the financial systems provide an adequate audit trail in
order to perform external reviews and that internal
control weakness, financial reporting errors, and
fraudulent actions are detected and acted upon in a -
timely manner.

o Major financial management policy issues are resolved
before beginning implementation of computer systenms.

o There is a broad consensus among GOP financial management
and information systems officials on the distribution of
financial management responsibilities and the standards,
policies, regulations, procedures and automated
information systems that are necessary to fully carry out
those responsibilities and to be accountable to the

puhlic.

o There 1is an appropriate balance between practical
solutions that are finely tuned to the Panamanian
political, social and economic environment and

conceptually desirable solutions.

° There is a cost effectiv«: approach which will ensure
significant improvements in the financial management of
the public sector, public officials accountability and
the public perception of the government’s financial
management integrity.

o There will be a significant technology or "know-how"
transfer from the contractor(s) to GOP financial managers
and other personnel.

Based on this analysis, the full Economic Analysis as
presented in Annex G concludes that the approach planned for the
project is the least-cost approach to the problem of delivering
technical assistance to the GOP to support reform of its financial
management and government audit systems.
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E. Social soundness Analysis

The proposed Project is unusual in that it is beneficial
virtually to all and harmful to no cne except those who might take
personal advantage of a weak governmental financial management and
audit system. If the project is successful, waste of financial
resources will be reduced significantly leading to greater benefits
from the available revenue stream. Further, confidence in the
integrity and competence of the GOP will be enhanced which may
strengthen the ability of the government to lead the nation. The
project does contemplate limited assistances to help publicize the
project and its results in order that the latter potential benefits
are, in fact, realized.

. As a practical matter, the project must operate within

the named GOP agencies. While extending project operations beyond
the central government to the municipalities and to other GOP
agencies might well bring benefits to a broader range of
beneficiaries, funding is not presently available for a wider scope
project. As a technical matter, the process of financial
management and audit reform must start in the key central
government agencies and not in peripheral agencies.

It is concluded that the project is socially sound.

F. Environmental Considerations

The proposed project will not involve activities which
directly affect the natural and physical environment. The
activities which will be carried out qualify for a categorical
exclusion under 22 CFR 216.2 (c) (2) (i) as "“studies, projects or
programs intended to develop the capability of recipient countries
to engage in "development planning". An IEE based on this
conclusion and approved in AID/W is contained in Annex E.
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VII. CONDITIONB, COVENANTS AND NEGOTIATING STATUS

In addition to the usual initial conditions precedent relating
to assurances that the Project Agreement is authorized, legally
binding and signed by appropriate officers of the GOP, and naming
a project manager accepted to A.I.D. the following conditions
precedent and covenants are planned:

A. condition Precedent to Initial Diahn:ggmgn; concerning
Roles of the Panama Government Agencies in the IFMS

Since the Office of the Controller General is currently
responsible for the primary GOP financial management functions,
the project design is based on this approach. The Ministry of
Planning and Economic Policy will be primarily responsible for
planning and defined budget policy matters. The Ministry of
Finance and Treasury will be primarily responsible for tax policy,
administration, and revenue collection.

Acceptance by MIPPE and MHT of the CG’s financial
management role, the commitment of the CG, MIPPE and MHT to work
together in the definition and integration of their respective
financial management responsibilities within the government, and
comnitment of personnel and other resources is essential to the
successful implementation of the project.

The following conditions precedent to initial
disbursement are proposed:

- Condition precedent to initial disbursement that the GOP
provide evidence of an agreement among the Controller
General, the Minister of Planning and Economic Policy,
and the Minister of Finance and Treasury which defines
the roles of the interested agencies in project
implementation and which commits the support of the
participating agencies to the project’s objectives and
implementation plan.

- Condition precedent to initial disbursement that the GOP
provide evidence that the National Economic Council has
Created a technical task force, that as appropriate, will
include a member appointed by the Budget Commission of
the Legislative Assembly, and that will provide technical
support to the National Economic Council fer the purposes
of implementing the Project, including recommending
studies, analyses, policies and other actions aimed at
promoting the coordination of all functions related to
the financial management reforms planned by the Project
to achieve complete and efficient integration of the
various IFMS subsystenms.
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The project design includes technical assistance to
assist the GOP to implement organizational changes that will
improve the government audit function. Specifically, financial and
audit functions must be separated by the creation of the Office of
the Auditor General. This will require an administrative order
from the Controller to establish the AG within the Office of the
Controller General. The new AG within the CG will be carefully
insulated from the rest of the CG operations to {nsure its
impartiality.

The AG will be created to perform professional government
audits, improve financial management, and strengthen the efficiency
and effectiveness of government operations. It will be an
important element in efforts against fraud and corruption. -
Ideally, the AG should be entirely independent of other GOP
agencies. Independence of the AG is an objective of the project
and is expected to take place as soon as the AG is functioning
effectively enough to operate independently. Until it becomes
independent in fact, the AG will operate as independently as is
practicable within - the CG. The project includes technical
assistance to establish an AG totally independent of the CG but
effecting this change is not essential for the success of the
project. -

The Controller General has indicated his willingness to
establish the AG within the CG. This action is within the
administrative powers of his office. The Controller General has
alrecady established a similar new office (Investigative Auditing)
within the CG using this administrative authority. Because of the
importance of the function, it is proposed that establishment of an
Office of Auditor General within the Contraloria General be made a
condition precedent to initial disbursement.

The following condition precedent to disbursement is
proposed:

That the Controller General issue an administrative order
creating the Office of the Auditor General under his
authority, naming the Auditor General, and giving the
Auditor General the operating authorities that will
ensure professionalism and impartiality of technical
work, independent of other operations from the Office of
the Controller General.

ch onditi ce [e] itia s mu

GoP Princini £ Ethi

The Principles of Ethics applicable to all government
officials and employees have been prepared and approved in
principal by the GOP but have not yet been promulgated. As a
condition precedent to disbursement for technical assistance under
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the project, the GOP will promulgate the Principles of Ethics.
Therefore, the following condition precedent is proposed:

- That the GOP’s approved Principles of Ethics applicable
to all government officials and employees has been
officially issued.

D. Covenant to Make the Offjce of the Auditor General
Independent

A covenant is proposed to assure that organizational
independence of the Auditor General’s Office is effected as soon as
is practicable:

- Covenant that the GOP agrees to provide its best efforts
to ensure, within the existing legal framework, the
development and support of the Office of the Auditor
General as a totally independent organization. ‘

E. v ovi

Funding

Providing and maintaining adequate funding and a
sufficient number of highly qualified auditors under conditions of
budget restrictions ©poses a major concern for project
implementation and continuing effectiveness after the technical
assistance program ends. It is proposed that the project’s
implementing ministries covenant to provide ongoing support for
implementation of the project and maintenance of the reforms which

it is designed to establish through appropriate personnel and
financing policies and actions.

- Covenant to provide ongoing support for the
implementation of the project, and the reforms which it
is designed to implement, through the allocation of
appropriate personnel and financial resources to the
project.

F. Negotjating Statys

USAID and consultants worked closely with GOP officials
throughout the design period of the project. Sections of earlier
drafts of the Project Paper were shared with GOP counterparts and
adjusted to reflect their comments. Finally, a meeting was held
with the Controller General, the Minister of Planning and Economic
Policy and the Minister of Finance and Treasury to review the final
design, including the proposed conditions and covenants. Based on
the above, all outstanding issues have been resolved and agreenment
reached on the design of the project, its component parts and the
overall objectives. Signature of the Project Agreement, therefore,
will be possible shortly after the project is authorized.
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ANNEX B - LOGICAL FRAMEWORK

PANAMA FINANCIAL MANAGEMENT PROJECT

GOAL:

MEASURABLY VERIFIABLE
INDICATORS

MEANS OF VERIFICATION

" ASSUMPTIONS

Strengthen the financial manage-
ment capability of the GOP and
renew public confidence in the
integrity and cornpetence of

the Governinent.

GOP using improved financial

management systems

PURPOSE:

END OF PROJECT STATUS

Improve and integiate GOP

Integrated Financial Management

Annual financial statements
and reports of government
entilies

CG's Annual Report

Host country political will
exists lo support
implementation of financial
reforms

introduction of tequired
legislation

financial management and audit in:

systems and promote accountability Budget

of government officials in Treasury Commitment on part of host
managing public resources. Public Debt government to commit qualified

Accounting countetpart peirsonnel

Information systems stiategic plan
Comprehensive Auditing Coverage of

all significant public sector
entities



W
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MEASURABLY VERIFIABLE ) P e
OUTPUT: INDICATORS MEANS OF VERIFICATION ”% ASSUMPTIONS I

WY,

I. implementation of an
Integtated Financial
Management System

Budget subsystem which -Preparation of timely Annual budget law or documents GOP commitiment to improve
produces an effeclive and accurate budgets CG’s Annual Report inter-institutional

financiat plan and which ~-Draft proposed legislation Report on training program communication and

facilitates control of the and standards coordination.

expenditure of government -Policy and procedural

funds manuals

Treasury subsystem which ~Daily, weekly, monthly, Annual financial statements Intra Ministry cooperation
manages the cash assets quarterly and annual cash CG's Annual Report between Contraloria and the
of the government through flow forecast Report on training program Ministry of Finance & Treasury
projection and monitoring ~-Policy and procedural

of cash flows, receiplt and manuals

control ot revenues, and the -Dralt proposed legislation

processing of disbursements -Training courses ollered

Debt subsystem that -Timely and accurate records Annual financial statements Intra Ministry cooperation
manages acquisition, of public debt, debt setvicing CG's Annual Report - between Contraloria and the
servicing and retirement of amortizalion records Report on training program Ministry of Planning & Economic
public debt -Policy and procedure manuals Policy

covering registration, and
control of the public debt
~Draft proposed legislation
and standards



il

QUTPUT:

MEASURABLY VERIFIABLE
INDICATOAS

MEANS OF VERIFICATION

ASSUMPTIONS

Accouiting subsystem
which classifies, records,
analyzes and reports all
government financial
transactions

GOP infoumation syst:::1s
stiategic plan

-Unified general ledger control
-Verifiable accounting controls
-Dralt proposed tegislation
and standards

-Government accounting
manuals and procedures
~Implementation of
*exception management
reporting”

-Cansolidated financial statements

for GOP
-Tiaining courses offered

-A computer information
systems strategic plan
-Transfter of technology
to counterpart

Annual financial statements
CG's Annual Repoit
Report on training program

Copy of plan
Inspection



OUTPUT:

MEASURABLY VERIFIABLE
INDICATORS

MEANS OF VERIFICATION _

_ASSUMPTIONS

il. Comprehensive Audit System
which ensures fair,
objective, reliable and
independent audit of
govermiment managernent
and financial reporting

-Oflice of the Auditor General
established.

-Draft proposed constitutinonal
amendment and legistation
—~Protessional auditing standards
applicable in public sector
—Internal audit units in all

significant governiment agencies

-Regulations for selection and
and contracting of independent
auditing firms and their

performance under AG's monitoring

—Audit reports used by GOP
donor agencies and

financial institutions
-Compendium ol governmental
standards and procedures
-Compendium of governmental
standards and procedures
-Operational auditing manuals
and repoils

-Training courses offered

Reports of individual audits
performed.

Copies of documents produced
to govern audit process

Data on actions taken resulting
from audit findings and
recommendations

GOP passes legislation
creating independent
Auditor General's office



l?féi/w TIES:

—Proposed dralts of knanoial
management and audit
legislation

-lmplementation of organization
itnprovements including better
detinition and documentation
ol key hinancial functions

-Formulation, documentation
and implementation of

financial management standards,
policies, regulations and
procedures

-Promotion of awareness of
tesponsibihity to provide honest
and ellicient management of
public resources

-Tiaining in tinancial

management and governinent audit

-Establishment of an
.independent OAG

-implementation of government
audit standards, policies and
procedures

-Computer intormation systems
stiategic plan

w

Drafts ¢l financial
management and audit
legislation

Organizational sttuctures revised
and documented

For each component area:
a. Policy established
b. Technical standards issued

c. General procedural manual issued

Code ol ethics for public
servants issuecd

Seminars and wotkshops held
Concepts integrated into
training courses (below)

Number of courses held
Number of instructors trained

Administrative Order of
the Comptroller General
issued

Professionally prepared audit
teports by Auditor General,
internal audit unit and

fiums contracted

Suategic Plan issued



INPUTS: MEANS OF VERIFICATION ASSUMPTIONS
Summary Budget
(US Dollars)
Total - USAID earmarking GOP contributions are
us Panama Project - Approved requests ior effective and made in
payment a timely manner
- USAID project manager
Foreign TA 2,983,661 - 2,983,661 reports
’ . - Standard Accounting
Local TA 706,588 - 706,588 Records
Short-tenmn TA 898,451 - 898,451
Equip. & Supply 150,000 - 150,000
Audit & Evaluation 100,025 - 100,025
GOP Contribution - 1,844,000 1,844,000
PSC Project Mgr. 639,314 - 639,314
Subtotal 5,478,039 1,844,000 7.322,039
Inflation &
Contingencies 821,961 356,000 1,177,961
TOTAL 6,300,000 2,200,000 8,500,000




ANNEX C - STATUTORY CHECKLIST FINANCIAL MANAGEMENT PROJECT
(525 = 0306)

5C(2) - Project Checklist

Listed below are statutory criteria applicable to
projects. This section is divided into two parts.
Part A includes criteria applicable to all
projects. Part B applies to projects funded from
specific sources only: B(1) applies to all
projects funded with Development Assistance; B(2)
applies to projects funded with Development
Assistance loans; and B(3) applies to projects
funded from ESF.

- CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO
DATE? HAS STANDARD 1ITEM
CHECKLIST BEEN REVIEWED FOR
THIS PROJECT?

A, G R R OJEC
1. FY 1990 Appropriatjons Act Sec. 523; FAA

Sec. 634 A. If money is to be obligated
for an activity not previously justified
to Congress, or for an amount in excess
of amount previously Jjustified to
Congress; has Congress been properly
notified?

2. FAA Sec, 611 (a). Prior to an obligation
in excess of $500,000, will there be:

(a) engineering, financial or other plans-

necessary to carry out the assistance;
and (b) a reasonably firm estimate of the
cost to the U.S. of the assistance?

3. FAA Sec, 611 (a)(2). If legislative

action is required within recipient
country with respect to an obligation in
excess of $500,000, what is the basis for
a reasonable expectation that such action
will be completed in time to permit
orderly accomplishment of the purpose of
the assistance?

4. FAA Sec. 611 (b): FY 1990 Appropriatjons
Act Sec. 501. If project is for water or
water-related land resource construction,

have benefits and costs been computed to
the extent practicable in accordance with
the principles, standards, and procedures
established pursuant to the Water
Resources Planning Act (42 U.S.C. 1962,

Yes

(a) Yes
(b) Yes

Officials from each of the
implementing agencies have
given assurance that
necessary legislation

will be passed as it is
identified during project
implementation.

N/A



10.

-2 -

et, seqg.)? (See A.I.D. Handbook 3 for
guidelines.)

FAA Sec. 6ll(e). If project is capital
assistance (e.g,, construction), and
total U.5. assistance for it will exceed
S1 million, has Mission Director
certified and Regional Assistant

Administrator taken into consideration
the country’s capability to maintain and
utilize the project effectively?

FAA Sec., 208. 1Is project susceptible to
execution as part of regional or

multilateral project? If so, why is
project not so executed? Information and
conclusion whether assistanca will
encourage regional development programs.

Information and

conclusions on whether projects will
encourage efforts of the country to:
(a) increase the flow of international
trade; (b) foster private initiative and
competition; (c) encourage development
and use of cooperatives, credit unions,
and savings and loan associations;
(d) discourage monopolistic practices;
(e) 1improve technical efficiency of
industry, agriculture and commerce; and
(f) strengthen free labor unions.

. Information and
conclusions on how project will encourage
U.S. private trade and investment abroad
and encourage private U.S. participation
in foreign assistance programs (including
use of private trade channels and the
services of U.S. private enterprise).

. Describe steps
taken to assure that, to the maximum
extent possible, the country is
contributing local currencies to meet the
cost of contractual and other services,
and foreign currencies owned by the U.S.
are utilized in lieu of dollars.

FAA Sec, 612(d). Does the U.S. own

excess foreign currency of the country
and, if so, what arrangements have been
made for its release?

N/A

No

(a) By helping to strength-
en the GOP's management
capability the project
should reniew international
confidence in the integrity
and technical competence

of the government and
increase businesses' interest
and willingness to invest

in Panama.

(b) No (d) No

(c) No (e) No

The project will procure
the services of an American
company to provide the
extensive technical assis-
tance required for the
project.

Panama uses the

U.S. dollar as
of ficial
currency.

No



11.

12.

13.

14.

-3 -

. . If
assistance is for the production of any
commodity for export, is the commodity
likely to be in surplus on world markets
at the time the resulting productive
capacity becomes operative, and is such
assistance likely to cause subsatantial
injury to U.S. producers of the same,
similar or competing commodity?

iati A 7.
Will the assistance (except for programs
in Caribbean Basin Initiative countries
under U.S. Tariff Schedule "Section 807,"
which allows reduced tariffs on articles
assembled abroad from U.S.-made
components) be used directly to procure
feasibility studies, prefeasibility
studies, or project profiles of potential
investment in, or to assist the
establishment of facilities specifically

designed for, the manufacture for export

to the United States or to third country
markets in direct competition with U.S.
exports, of textiles, apparel, footwear,
handbags, flat goods (such as wallets or
coin purses worn on the person), work
gloves or leather wearing apparel?

FAA Sec. 119(g) (4)1-(6) & (10). Will the

assistance: (a) support training and
education efforts which improve the
capacity . of recipient countries to
prevent loss of biological diversity;

(b) be provided under a long-term
agreement in which the recipient country
agrees to protect ecosystems or other
wildlife habitats; (c) support efforts
to 1dent1fy and survey ecosystems in
recipient countries worthy of protection;
or (d) by any direct or indirect means
significantly degrade national parks or
similar protected areas or introduce
exotic plants or animals into such areas?

FAA Sec. 121(d). If a Sahel project, has

a determination been made that the host
government has an adequate system for
accounting for and controlling receipt
and expenditure of project funds (either
dollars or local currency denerated
therefrom)?

N/A

No

(a) No

(b) No

(c) No
(d) No

N/A
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le.

17.

18.

19.

Developnment." If assistance is to be

made to a United States PVO (other than a
cooperative development organization),
does it obtain at least 20 percent of its
total annual funding for international
activities from sources other than the
United States Government?

: 7. If
assistance is being made available to a
PVO, has that organization provided upon
timely request any document, file, or
record necessary to the auditing
requirements of A.I.D., and is the PVO
registered with A.I.D.?

. If
funds are being obligated under an
appropriation account to which they were
not appropriated, has the President
consulted with and provided a written
justification to the House and Senate
Appropriations Committees and has such
obligation been subject to regular
notification procedures?

u i ec. . (as
interpreted by conference report). Has
confirmation of the date of signing of
the project agreement, including the

amount involved, been cabled to State L/T

and A.I.D. LEG within 60 days of the
agreement’s entry into force with respect
to the United States, and has the full
text of the agreement been pouched to
those same offices? (See Handbook 3,
Appendix 6G for agreements covered by
this provision).

(as interpreted by

conference report), a i i
i 7 c . Does the
project use the nmetric system of
measurement in its procurements, grants,
and other business-related activities,
except to the extent that such use is
impractical or is 1likely to cause
significant inefficiencies or 1loss of
markets to United States firms? Are bulk
purchases usually to be made in metric,
and are components, subassemblies, and
semi-fabricated materials to be specified

N/A

N/A

N/A

This will be
carried out in
accordance with
Appendix 6G.

The project will
purchase only a
faw commodities
including
computers,
virtually all of
which do not come
in metric units.



20.

21‘

22.
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in metric units when economically
available and technically adequate?

FY 1990 Appropriatjons Act, Title II,
under heading "“Women in Development."
Will assistance be designed so that th
percentage of women participants will be
demonstrably increased?

The project will make

every effort to recruit
women to fill positions

on the technical assistance
team and encourage the GOP

to fill vacant position simi-

s . larly .N/A

If assistance is furnished to a foreign
government under arrangements which
result in the generation of local
currencies, has A.I.D. (2) required that
local currencies be deposited in a
separate account established by the
recipient government, (b) entered into an
agreement with that government providing
the amount of local currencies to be
generated and the terms and conditions
under which the currencies so deposited
may be utilized, and (c) established by
agreement the responsibilities of A.I.D.
and that government to monitor and
account for deposits into and
disbursements from the separate account?

Will such local —currencies, or an
equivalent amount of local currencies, be
used only to carry out the purposes of
the DA or ESF chapters of the FAA
(depending on which chapter is the source
of the assistance) or for the
administrative requirements of the United
States Government?

Has A.I.D. taken-all appropriate steps to
ensure that the equivalent of local
currencies disbursed from the separate
account are used for the agreed purposes?

If assistance is terminated to a country,
will any unencumbered balances of funds
remaining in a separate account be
disposed of for purposes agreed to by the
recipient government and the United
States Government?

FY 1991 Appropriations Act, Sec. 520. If

funds are to be made available to an
international financial institution, will
steps be taken to ensure that its United
States Government representative can,
upon request, obtain (a) the amounts and

N/A



23.

24.

25.

26.

27.

28.

-6 -

names of borrowers for all loans of the
institution, including loans to
employees, and (b) any document developed
by or in possession of the institution’s
management?

ti .
Will any part of the assistance be used
for publicity or propaganda purposes
within the United States?

. If
the assistance will be used for making
payments on a contract for procurement to
which the United States is a party, will
steps be taken to ensure that such
contract contains a provision authorizing
the termination of such contract for the
convenience of the United States?

Will any of the assistance be used to pay
pensions, annuities, retirement pay or
adjusted service compensation for any
person serving in the Armed Forces of the
recipient country?

- . If
the assistance is to be used to finance
the construction of any new flood
control, reclamation, or other water or
related land resource project or program,
will steps be taken to ensure that such
project or program meets the standards
and criteria used in determining the
feasibility of flood control,
reclamation, and other water and related
land resource programs and projects
proposed for construction with the United
States?

ns Ac i . If
the assistance is to be used for South
Africa, will any of such assistance be
used to promote support to organizations
or groups which are financed or
controlled by the Government of South
Africa? '

C L]
Will any of the assistance be used to
finance the export of nuclear equipment,
fuel or technology?

No

Yes, the
contract will
contain such a
provision.

No

N/A

N/A

No
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oprjations Se ., If
the assistance will be used for any
consulting service through procurement
contract, will steps be taken to ensure
that such assistance is limited to those
contracts where such expenditures are a
matter of public record and available for
public inspection?

Yes



B.

EUNDING CRITERIA FOR PROJECT

1.

vel . Proiect criteri

a,
(as interpreted by conference report for
original enactment). If assistance is
for agricultural development activities
(specifically, any testing or breeding
feasibility study, variety improvement or
introduction, consultancy, publication,
conference, or training), are such
activities: (1) specifically and
principally desigred to increase
agricultural exports by the host country
to a country other than the United
States, where the export would lead to
direct competition in that third country
with exports of a similar commodity grown
or produced in the United States, and can
the activities reasonably be expected to
cause substantial injury to U.S.
exporters of a similar agricultural
commodity; or (2) in support of research
that is intended primarily to benefit
U.S. producers?

b. FAA Sec. 107. Is special emphasis

placed on use of appropriate technology
(defined as relatively smaller, cost-
saving, labor-using technologies that are
generally most appropriate for the small
farms, small businesses, and small
incomes of the poor)?

c. FAA Sec., 281(b). Describe extent to

which the activity recognizes the
particular needs, desires, and capacities
of the people of the country; utilizes
the country’s intellectual resources to
encourage institutional development; and
supports civic education and training in
skills required for effective
participation in governmental and
political processes essential to self
government.

N/A

This is basically
a technical
assistance
project, and the
advisors will help
develop systems of
management and
auditing that are
most appropriate
in the Panamanian
context.

This project is
the direct result
of a special
request by the
Controller General
of Panama for help
in improving the
GOP’'s management
of its public
resources. The
technical
assistance team
will work directly
with Panamanians
to help improve
their public
Administration
expertise, thereby
also encouraging
the institutional
development of the
Controller
General’s Office.

bi)
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d. FAA Sec. 101 (a). Does the activity

give reasonable promise of contributing
to the development of economic resources,
or to the increase of productive
capacities and self-sustaining economic
growth?

e. FAA Secs. 102(b), 111, 113, 281(a).

Lescribe extent to which activity will:
(1) effectively involve the poor in
development by extending access to
economy at local level, increasing labor-
intensive production and the use of
appropriate technology, dispersing
investment from cities to small towns and
rural areas, and
participation of the poor in the benefits
of development on a sustained basis,
using appropriate U.S. institutions;

(2) help develop cooperatives, especially

by technical assistance, to assist rural
and urban poor to help themselves toward
a better life, and otherwise encourage
democratic private and local governmental
institutions; (3) support the self-help
efforts of developing countries;

(4) promote the participation of women in
the national economies of developing
countries and the improvement of women'’s
status; and (5) utilize and encourage
regional cooperation by developing
countries.

£. s. 103 03A 0 0 0

-21: 02 opriations Act, Title
II, under heading "Sub-Saharan Africa,
DA." Does the project fit the criteria
for the source of funds (functional
account) being used?

g. FY 1990 Appropriations Act, Title
II., under heading "Sub-Saharan Africa,

DA," Have local currencies generated by
the sale of imports or foreign exchange
by the government of a country in Sub-
Saharan Africa from funds appropriated
under  Sub-Saharan Africa, DA been
deposited in a special account
established by that government, and are
these local currencies available only for
use, in accordance with-an agreement with

insuring wide"

By helping to
improve Panama‘s
management of its
public resources,
investoras
(Panamanians and
foreigners) should
become more
confident in the
Panamanian
environment and
more willing to
inveat here.

(1) The project
should  help to
increase the GOP's
ability to manage
its resource well,
with many of the
"gsavings" going
ultimately to the
poor who will
receive more
benefits from
better government
programs.

(2) The project
will help improve
government

institutions
(3) N/A
(4) N/A
(5) N/A
Yes

N/A
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the United States, for development
activities which are consistent with the
policy directions of Section 102 of the
FAA and for necessary administrative
requirements of the U. S. Government?

h. c. 107. Is emphasis placed on
use of appropriate technology (relatlvely
smaller, cost-saving, labor-using

technologies that are generally most
appropriate for the small farms, small
businesses, and small incomes of the
poor)?

i. FAA Secs., 110, 124(d). Will the

recipient country provide at least 25
percent of the costs of the progranm,
project, or act1v1ty with respect to
which the assistance is to be furnished
(or is the latter cost-sharing
requirement being waved for a "relatively
least developed" country)?

j. EMA_Sec, 128(b). If the activity

attempts to increase the institutional
capabilities of private organizations or
the government of the country, or if it
attempts to stimulate scientific and
technological research, has it been
designed and will it be monitored to
ensure that the ultimate beneficiaries
are the poor majority?

k. FAA Sec. 281(b). Describe extent to

which program recognizes the particular
needs, desires, and capacities of the
people of the country; utilizes the
country’s intellectual resources to
encourage institutional development; and
supports civil education and training in
skills required for effective
participation in governmental processes
essential to self-government.

1. F iations 2Act, unpde
3 " 3 1]

Are any of the funds to be used for the

performance of abortions as a method of

family planning or to motivate or coerce

any person to practice abortions?

Are any of the funds to be used to pay
for the performance of involuntary

Yes

Yes

Yes

See Blc above.

No

No

e



- 11 -

sterilization as a method of family
planning or to coerce or provide any
financ .1 incentive to any person to
under . =:erilizations?

Are any of the funds to be made available
to any organization or program which, as
determined by the President, supports or
participates in the management of a
program of coercive abortion or
involuntary sterilization?

Will funds be made available only to
voluntary family planning projects which
offer, either directly or through
referral to, or information about access
to, a broad range of family planning
methods and services?

In awarding grants for natural family
planning, will any applicant be
discriminated against because of such
applicant’s religious or conscientious
commitment to offer only natural Jamily
planning?

Are any of the funds to be used to pay
for any Dbiomedical research which
relates, in whole or in part, to methods
of, or the performance of, abortions or
involuntary sterilization as a means of
family planning?

m. FAA Sec. 601 (e). Will the project

utilize competitive selection procedures
for the awarding of contracts, except
where applicable procurement rules allow
otherwise?

n. FY 1990 Appropriatjions Act Sec. 579.
What portion of the funds will be

available only for activities of
economically and socially disadvantaged
enterprises, historically black colleges
and universities, colleges and
universities having a student body in
which more than 40 percent of the
students are Hispanic Americans, and
private and voluntary organizations which
are controlled by individuals who are
black Americans, Hispanic Americans, or
Native Americans, or who are economically
or socially disadvantaged (including
women? ‘

No

N/A

N/A

No

Yea, although the
8(a) mechanism
will be used for
one contract.

One of the 2 major
U. S. Contractore
will be an 8(a)
firm.
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C. FAA Sec 1l18(c). Does the assistance

comply with the environmental procedures
set forth in A.I.D. Regulation 16? Does
the assistance place a high priority on
conservation and sustainable management
of tropical forests? Specifically, does
the assistance, to the fullest extent
feasible: (1) stress the importance of
conserving and sustainable managing
forest resources; (2) support activities
which offer employment and income
alternatives to those who otherwise would
cause destruction and loss of forests,
and help countries identify and implement
alternatives to colonizing forested
areas; (3) support training programs,

educational efforts, and the
establishment or strengthening of
institutions to improve forest

management; (4) help end destructive
slash-and-burn agriculture by supporting
stable and productive farming practices;
(S) help conserve forests which have not
yet been degraded by helping to increase
production on lands already cleared cr

degraded; (6) conserve forested
watersheds and rehabilitate those which
have been deforested; (7) support

training, research, and other actions
which lead to sustainable and more
environmentally sound practices for
timber harvesting, removal, and
processing; (8) support research to
expand knowledge of tropical forests and
identify alternatives which will prevent
forest destruction, loss, or degradation;
(9) conserve  biological diversity in
forest areas by supporting efforts to
identify, establish, and maintain a
representative network of protected
tropical forest ecosystems on a worldwide
basis, by making the establishment of
protected areas a condition of support
for activities involving forest clearance
or degradation, and by helping to
identify tropical forest ecosystems and
species in need of protection and
establish and maintain appropriate
protected areas; (10) seek to increase
the awareness of U.S. Government agencies
and other donors of the immediate and
long-term value of tropical forests; and
(11) utilize the resources and abilities
of all relevant U.S. gavernment agencies?

Yes
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p. FAA _Sec. 118(c)(13). If the
assistance will support a program or
project significantly affecting tropical
forests (including projects involving the
planting of exotic plant species), will
the program or project: (1) be based upon
careful analysis of the alternatives
available to achieve the hest sustainable
use of the 1land, and (2) take full
account of the environmental impacts of
the proposed activities on biological
diversity?

q. EFAA ec. 8(c . Will
assistance be used for: (1) the
procurement or use of logging equipment,
unless an environmental assessment
indicates that all timber harvesting
operations involved will be conducted in
an environmentally sound manner and that
the proposed activity will produce
positive economic benefits and
sustainable forest management systems; or
(2) actions which will significantly
degrade national parks or similar
protected areas which contain tropical
forests, or introduce exotic plants or
animals into such areas?

r. FAA Sec. 118(c) (15). will
assistance be used for: (1) activities
which would result in the conversion of
forest lands to the rearing of livestock;
(2) the construction, upgrading, or
maintenance of roads (including temporary
haul roads for 1logging or other
extractive industries) which pass through
relatively undergraded forest 1lands;
(3) the colonization of forest lands; or
(4) the construction of dams or other
water control structures which flood
relatively undergraded forest lands,
unless with respect to each such activity
an environmental assessment indicates
that the activity will contribute
significantly and directly to improving
the livelihood of the rural poor and will
be conducted in an environmentally sound
manner which supports sustainable
development?

N/A

(1)
(2)

No
No

No
Yo
No
No
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sl

If assistance relates to
tropical forests, will project assist
countries in developing a systematic
analysis of the appropriate use of their
total tropical forest resources, with the
goal of developing a national program for
sustainable forestry?

t. EY 1990 Appropriatjons Act

sec., 534(b). If assistance relates to
energy, will such assistance focus on
improved energy efficiency, increased use
of renewable energy resources, and
national energy plans (such as least-cost
energy plans) which include investment in
end-use efficiency and renewable energy
resources? ‘

Describe and give conclusions as to how
such assistance will: (1) increase the
energy expertise of A.I.D. staff,

(2) help to develop analyses of energy-

sector actions to minimize emissions of
greenhouse gases at least cost,

(3) develop energy-sector plans that
employ end-use analysis and other
techniques to identify cost-effective
actions to minimize reliance on fossil
fuels, (4) help to analyze fully
environmental impacts (including impact
on global warming), (5) improve
efficiency in production, transmission,
distribution, and use of energy, (6)
assist in exploiting nonconventional
renewable energy resources, including
wind, solar, small-hydro, geo-thermal,
and advanced biomass systems, (7) expand
efforts to meet the energy needs of the
rural poor, (8) encourage host countries
to sponsor meetings with United States
energy efficiency experts to discuss the
use of least-cost planning techniques,
(9) help to develop a cadre of United
States experts capable of providing
technical assistance to developing
countries on energy issues, and (10)
strengthen cooperation on energy issues
with the Department of Energy, EPA, World
Bank, and Development Assistance
Committee of the OECD.

N/A

N/A
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u. 990 A jatio i
II. under heading "Sub-Saharan Africa,

DA" (as interpreted by conference report
upon original enactment). If assistance
will come from the Sub-Saharan Africa DA
account, is it: (1) to be used to help
the poor majority in Sub-Saharan Africa
through a process of long term
development and economic growth that is
equitable, participatory, environmentally
sustainable, and self-reliant; (2) being
provided in accordance with the policies
contained in section 102 of the FAA;

(3) being provided, when consistent with
the objectives of such assistance,
through African, United States and other
PVOs that have demonstrated effectiveness
in the promotion of local grassroots
activities on behalf of 1long-term
development in Sub-Saharan Africa; (4)
being used to help overcome shorter-term
constraints to long-term development, to

promote .reform of sectoral economic’

policies, to support the critical sector
priorities of agricultural production and
natural resources, health, voluntary
family planning services, education, and
income generating opportunities, to bring
about appropriate sectoral restructuring
of the Sub-Saharan African economies, to
support reform in public administration
and finances and to establish a favorable
environment for individual enterprise and
self-sustaining development, and to take
into account, in assisted policy reforms,
the need to protect vulnerable groups;
(5) being used to increase agricultural
production in ways that protect and
restore the natural resource base,
especially food production, to maintain
and improve basic transportation and
communication networks, to maintain and
restore the renewable natural resource
base in ways that increase agricultural
production, to improve health conditions
with special emphasis on meeting the
health needs of mothers and children,
including the establishment of self-
sustaining primary health care systems
that give priority to preventive care, to
provide increased access to voluntary
family planning services, to improve
basic literacy and mathematics especially
to those outside the formal educational

N/A
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system and to improve primary education,
and to develop income-generating
opportunities for the unemployed and
underemployed in urban and rural areas?

v. Interpatjonal Development Act Sec.
711, FAA Sec. 463. If project will
finance a debt=-for-nature exchange,
describe how the exchange will support
protection of: (1) the world’s oceans
and atmosphere, (2) animal and plant
species, and (3) parks and reserves; or
describe how the exchange will promote:
(4) natural resource management,

(5) local conservation programs,

(6) conservation training programs,

(7) public commitment to conservation,
(8) land and ecosystem management, and
(¢) regenerative approaches in farming,
forestry, fishing, and watershed
management.

w. jati .
If deob/reob authority is sought to be
exercised in the ©provision of DA
assistance, are the funds being obligated
for the same general purpose, and for
countries within the same region as
originally obligated, and have the House
and Senate Appropriations Committees been
properly notified?

ngg]ggmgn: BEEI'EL‘QDQQ Ezgjggt g:]'sgzjg .

{Loans only)

a. FAA _Sec., 122(b). Information and
conclusion on capacity of the country to
repay the loan at a reasonable rate of
interest. ‘

b. FAA Sec. 620(d). If assistance is
for any productive enterprise which will
compete with U.S. enterprises, is there
an agreement by the recipient country to
prevent export to the U.S. of more than
20 percent of the enterprise’s annual
production during the life of the loan,
or has the requirement to enter into such
an agreement has been waived by the
President because of a national security
interest?

N/A

N/A

N/A

N/A
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c. FAA Sec. 122(b).

Does the activity give reasonable promise
of assisting long-range plans and
programs designed to develop economic
resources and increase productive
capacities?

onomj d
a. sec 31(a). Will this
assistance promote economic and political
stability? To the maximum extent

feasible, is this assistance consistent
with the policy directions, purposes, and
programs of Part I of the FAA?

b. FAA _ Sec. 531(e). Will this
assistance be wused for military or
paramilitary purposes?

c. FAA Sec. 609. If commodities are to

be granted so that sale proceeds will
accrue to the recipient country, have
Special Account (counterpart) arrange-
ments been made?

N/A

Yes

Yes

No

N/A
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Estimado sefior Stukel:

sle refiero al Provecto para !a Recuperacidn Inmediata (IRP

)

)
en cuvos términcs fueron autorizados ¥ realizados por la ‘'l1s15n
2 su digno cargo, con la participacién <e la firma consultora
Frize \waterhouse, servicios de asistencia técnica tendientes g3
mejorar la gestifn financiera v la auditoria del Gobierno de Panama.
sezin el Convenio que suscribimos el de marzo de 1000,
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Contralor General




ANNEX E

Page 1 of 4
ENVIRONMENTAL DETERMINATION
Project Location: Panama
Project Title: Financial Management Reform Project

Project Number: 525-0306

Project Description

The goal of the Financial Management Reform Project is to
strengthen the financial management and reporting capability of the
GOP and renew domestic and international confidence in the
integrity and technical competence of the Government in financial
matters.

The purpose of the project is to improve and integrate GoOP
financial management systems and promote accountability of
government officials and employees in managing public resources
based on the leadership of the Office of the Comptroller General
and subject to professional audit by an independent Auditor
General.

The project will have two major outputs: (1) The establishment of
an Integrated Financial Management System composed of four
subsystems:

- A budget subsystem which produces an effective financial plan
and which facilitates control of the expenditure of government
funds.

- A treasury subsystem which manages the cash assets of the
government through projection and monitoring of cash flows,
receipt, deposit and control of revenues, and the processing of
authorized disbursements.

- A debt subsystem that manages acquisition, servicing and
retirement of public debt.

- An accounting subsystem which classifies, records, analyzes and
reports all government financial transactions.

and (2) The establishment of a comprehensive audit system which
assures fair, objective, reliable, and independent review of
govarnment financial management and reporting.

The project will provide technical assistance, training and
commodities (PCs).
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When the project is completed, the GOP will have in place the core
components of an Integrated Financial Management System at the
national level which will enable the GOP to manage its financial
resources with a high degree of efficiency. The GOP will algo have
a Comprehensive Auditing System based in an independent Office of
the Auditor General.

Statement of <Categorical Exclusjon: It is the opinion of
USAID/Panama that the Project does not require an 1Initial
Environmental Examination because its activities are within the
class of actions described in Section 216.2 paragraph (c) (1) (i) and
216.2 (c)(2)(i) of 22 CFR part 216 on "Categorical Exclusions,"
which read as follows:

"Section 216.2(c) (1) (i)"

"The action does not have an effect on the natural or physical
environment, "

"Sectijopn 2316.2 (e)(2)(iy"

"Education, technical assistance, or training programs, except
to the extent such programs include activities directly
affecting environment (such as construction of facilities,
etc.)". . .
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ENVIRONMENTAL DETERMINATION

PROJECT LOCATION:

PROJECT TITLE:

FUNDING:

LIFE OF PROJECT:

ED PREPARED BY:

DATE:

ENVIRONMENTAL ACTION
RECOMMENDED:

CONCURRENCE:

Panama

Financial Management Reform
Project

FY 91-FY 95 GRANT $6,300,000

Five (5) years

Lo lun A Liriblog o

DoGglas’A. Chiriboga
USAID/Panama

Chief, Program and Project
Development Office

December 20, 1990

That the Project does not
require an Initial Environment
Examination and therefore a
categorical exclusion is
appropriate.

T leroa Ly gCLJ

Thomas W. Stukel
Director
USAID/Panama
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ANNEX 7 - TECHNICAL ANALYSIS

(Translated and summarized from Spanish language report).

The following are the major recommendations of the

Assessnent:

a)

b)

c)

a)

e)

hn analysis of all legal provisions and requlations is needed
in order to create a financial, accounting and auditing code
for the Government of Panama that will be responsive to the
new policies. This code should contain organizational
guidelines and appropriate policies and procedures which
incorporate modern practices and principles. The observance
of this code should be mandatory.

An improvement plan should be prepared which defines the
policies, processes, procedures, standards, principles,
manuals, and methods that would provide standardized technical
and conceptual guidelines for the implementation of an
integrated financial management system and a comprehensive
audit system. This would ensure adequate control over and
reporting on national resources. It will alsc provide a
coordinated and comprehensive audit process which would result
in more efficient resource utilization and increased
confidence in government financial management.

An organizational development plan is needed that will provide
a basis for the proper execution of the budget process,
integrate the efrforts and actions of the various institutions,
and highlight the central role of the executive branch, the
sectorial entities, the institutional units, and the
participation of the legislative brancn through the Budget
Commission and the Controller General's Office.

A multi-level, interagency dialogue is needed to insure that
the budget. reflacts the actual plans of the government and is
the principsl political and administrative tool incorporating
all revanuas &nd expenditures of the government.

An organizational plan is nceded which should include
principles, standards, and functional and procedural manuals
for the recording of all financial operations of the
government. Responsibility for execution of all these
principles, standards and functions should reside in one
organization. This entity would also have the responsibility
of consolidating all the financial statements prepared by the
various government entities.

VAN



f)

9)

h)

i)

)

k)

1)

m)

A complete revision of government accounting systems and
procedures is needed. Information to be combined on a
national level should include revenues and expenditures,
assets, liabilities, and government equity. The revision
should eliminate scattered uncoordinated records and create a
reliable and timely financial information system. Basic
financial statements should be prepared by each entity.

A study should be carried out in order to separate
incompatible functions according to functional and control
concepts. No one individual should perform an entire
transaction cycle since this weakens control.

A study of the available alternatives for the responsible
management of acquisition and use of physical resources is
needed. The study should present criteria and procedures for
adequate oversight by the responsible offices.

It is necessary to provide an organizational and functional
structure in order to implement the new conceptual design
which will convert the Controller General's Office into a
national supervisory agency with the Controller General as
Chief Financial Officer of Panama so as to interact with other
elements of government financial management and with the
decentralized, autonomous, and territorial entities.

A national cash flow forecast should be prepared in concert
with the government's macroeconomic financial programming
effort. This should be done in conjunction with customs,
budget programming, planning, and the national banking system
so that the estimates of revenue, investments, public debt,
and other related items are realistic.

A compliance procedure is needed which insures that the

Ministry of Finance and Treasury and the Controller General
adequately fulfill their revenue collection and accounting
duties in such a way that it is possible to reconcile the
anounts recorded in the accounting systen.

It may be more efficient to transfer the responsibility for
certain payments to the individual entities while maintaining
the integrated information at the national level for the
nonfinancial government entities. That is, operational and
management decentralization and normative and control
centralization. :

Improvements in administrative procedures are needed for
efficient collection, control, assignment, and reconciliation
of revenues, Exact and prompt knowledge of accounts
receivable is needed in order to adopt measures to incur debt
when necessary.



n)

o)

P)

q)

r)

s)

t)

u)

v)

w)

A stronger organization administering internal and external
debt is needed in order to have real 1leadership in the
control, formulation, and implementation of financial policy.

Procedures are needed for processing public debt transactions.
These procedures should record when the debt is incurred,
using the information found in the contract, or disbursement
of internal and external credit or amortization payments or
debt service. The reports generated should be based on
documentation received directly from the National Bank of
Panama and the lenders.

A national information systems commission is needed ¢to
coordinate the individual efforts of the different information
offices. This will improve the opportunity to integrate
iaformation nationally and to exploit available resources.

User committees should be established to direct the efforts of
the information offices toward national and institutional
goals and to modernize and organize standards which will lead
to system developnment.

The design of an information system development master plan is
necessary for governnent financial management. In addition to
the respective individual plans of each entity, a development
scheme will make possible systems applications,
implementation, and integration within the government.

Investment in equipment to modernize government information
systems should be budgeted.

A strategic informwation systems plan should be developed to
analyze alternatives to better intsgrate the government's
automated information systems.

A plan should be devised for the selection and relocation of
personnel, so that a qgroup of trained professionals is
available for government financial management and audit in
order to meet the accountability needs of the government.

The Controller General's Office should initiate training in
financial management and government accounting. Training
should be coordinated with necessary institutions and
professional schools. It should emphasize practical training
and it should also provide training for instructors.

Technical criteria and wuniversal personnel management
principles are needed in personnel selection and contracting.
Based on specific requirements, such as davelopment,
evaluation, promotions, and other incentives, this can enhance
professional status in the public sector.

- /(/\



x)

Y)

z)

aa)

bb)

cec)

dd)

ee)

£f)

An overhaul of the personnel offices and the Payroll Office in
the Controller General's Office is needed to eliminate
duplicate efforts in payroll processing. The control and
authorization of the payroll should not be an Auditing
Division function. The accounting records should use the
double entry system of accounting.

Alternative methods of providing guarantees to the government
are needed to avoid unnecessary costs.

General guidance should assist government agencies to
establish their own procedural instructions. This guidance
would serve to standardize procedures in contract
administration and achieve efficient and effective planning,
execution, and control of projects.

The number of administrative steps in the purchasing process
should be reduced. Procurement actions should be delegated to
responsible officials and internal controls should be
rationalized on a cost-benefit basis.

General guidelines should be provided to government agencies
to standardize the preparation of procedures for the control
of fixed assets.

Fixed assets policy and procedures should be improved. These
should cover the safeguarding, recording, inventorying, and
proper use of fixed assets.

External auditing should be the responsibility of an
independent audit office which has no financial management
functions. Financial management and the development of an
internal control structure and procedurass is the
responsibility of the management of each institution.

An institutional restructuring plan should be developed to
modernize the Controller General's Office. As part of the
modernization plan, a separate and independent Office of the
Auditor General should be created to perform the supreme audit
institution function. This would facilitate the verification
of efficiency, economy, and effectiveness in government
management and reliability of financial management systems and
financial statements and reports.

Auditing manuals are needed which present outlines, processes,
procedures, and methodologiee that provide an auditor with
technical and professional gquidance for internal and external
government audits, financial and compliance audits,
operational audits, and project audits. They must integrate
the efforts of the supreme audit institution, internal audit
offices and contracted private firms so that the initiation,

D I



99)

hh)

understanding, and development of a comprehensive audit
process is achieved.

The supervision~ function needs to be developed by selecting a
group of highly jualified auditors to guarantee coordination
and quality work and to avoid waste and duplication of
efforts.

The internal audit function should be analyzed and reoriented
in order to change it into a management tool for evaluating
controls and systems that operate within the institutions.



2. The Technical Objectives of the Project: Inteqrated
Systems of Financial Management and Government Auditing
An Integrated Financial Management System (IFMS) consists
of an interrelated set of subsystems which plan, process, and
report upon resources in financial terms. The basic subsystems
normally are accounting, budgeting, cash management, debt
management, and their related internal controls. Other subsystems
sometimes included are collection and receivable management,
acquisitions and supply management, information management, tax and
customs adainistration, retirement or social security systen
administration, etc.

The principal factor which "integrates” the system is a
common, single, reliable data base to and from which all data
expressaed in financial terms flows. All of the subsystems and all
users of financial data must be required to participate in common
data sharing. The validation, classification and recording of data
is a function of the accounting subsystems and produces timely
reports of classified data for use by then.

The common data base may be manually maintained, but is
much more flexible and available where processed electronically.

An IFMS can be dcvulopcd regardless of the specific
organizational structure but it is likely to function better where
the four basic subsystems - accounting, budgeting, cash management,
and debt management - are closely related within the organizational
structure.

The failure to integrate financial management information
traditionally rosults in:

- fragmented and unreliable data;

- duplication of data difficult to reconcile tazlure to
utilize actual results in the planning and budgeting
processes; and

- undue emphasis upon one of the component subsystems
(usually budgeting) which tends to dominate, duplicate
and crowvd out the others.

The accounting subsystems is at the heart of the IFMS
because all of the other subsystems depend upon it for useful,
timely and reliable data. 1If the accounting subsystem fails to
produce timely data (which is all too frequently the case), the
remaining subsystems cannot function properly.

In this case substitute data is often sought, new ad hoc
records are set up to produce indispensable data, and management
decisions are made without the information necessary to apply good
judgement. Thus, sound development and maintenance of the

9P



accounting subsystem is absolutely necessary to the success of the
IFMS and constitutes another important factor in its “integration”.

There are five "links" necessary to achieve true
integration of a financial management system: training,
harmonization, communicatiori. coordination and collaboration. Most
financial managemen: systems fail due to the absence of these
links.

A comprehensive training j;iogram covering all aspects of
the IFMS is essential to ensure tirzt all individuals involved in
the various subsystems unders-and the role, need and basic
underlying concepts involved in each subsystem. Frequently,
financial management systems fail because budget personnel know
nothing about cash management, for axample, or debt management
staff fail to consider accounting requirements.

Therefore, an ongoing IF¥S training program designed to
fully acquaint all IFMS staff with ecach subsystem as well as with
other related considerations such &5 internal controls and
management principles, is essential to the IFMS' success.

The coordination and harmonization of the IFMS component
subsystems are two additional 1links necessary to achieve
"integration®. Harmonization is achieved by means of consistent
provisions and standards governing application of each of the
subsystems. The principles, policies, standards, manuals,
procedures, etc., must be harmonized in such a manner as to avoid
conflicts, inconsistencies, and other defects between one subsystem
and the others.

All drafts of internal provisions for each of the
subsystems must be closely coordinated by obtaining comments and
suggestions from each of the other subsystems befors being
completed and isssued in final form.

Communication between the subsystems must not be limited
only to the process of preparing internal provisions. Periodic
meetings, conferences or round table discussions should be held to
discuss problems, areas of possible friction or duplication and
common measures to be taken to achieve more operational efficiency.
A frank debate of problems within the IFMS will avoid its gradual
disintegration due to lack of communication.

The final link which. assures the success of IFMS is a
spirit of collaboration and cooperation between each person and
each operating unit involved in the System. Professional jealousy,
conflicts over areas of responsibility and other factors which act
to disintegrate the Systea must be avoided. Each individual within
the IFMS must place the objective of the common welfare of an
efficient and reliable System ahead of other interests.



Institutional collaboration and cooperation is the final link in
the integration of public sector financial management.

The degree of integration of financial management systenms
in any country is a matter requiring considerable study and
analysis in the light of national and international realities.
Almost any program directed toward integration will require
considerable costs in training and reorientation, even where costs
of computers are minimized. Full integration is not likely to be
cost-beneficial. However, varying degrees of partial integration
are viable options. Each national government should consider its
own unique situation -the success of its axisting systems, the
integration efforts as a part of improvements - and determine what
degree of financial management systems integration is reasonable to
expect, what expertise will be required and what financing is
available.

It is very important to consider all aspects of financial
management - not just the traditional ones. All financial
management systems must be improved in parallel if improvements in
any of them are to be long-lived.

The key "end of the project" status objective of this
project is an "integrated financial management system" in the GOP.
In this case, the financial management system will include
subsystems of budget, treasury or cash management, public debt and
accounting. These subsystems will be coordinated through common
rules and a common financial data base to form a single systen
designed to promote optimum allocation and efficient utilization of
the resources of the state and accountability of GOP public
officials.

In the public sector, auditing is indispensable to
maintaining financial management accountability. Govarnment
auditing strengthens financial management by analyzing the internal
control structures verifying that financial reports are fairly
presented and making recommendations to improve these areas. The
independent reviev by the external audit function provides the
public assurance on the integrity of government financial
management and permits society to rely upon the fairness and
accuracy of the government's final reporting.

The Controller General's Office, by constitutional
mandate participates in budgeting activities as well as <he
management, control and authorization of disbursements and the
approval of sach payment order against the national treasury.

The Controller General's Office is also constitutionally
mandated to oversee the operations and results of public sector
management through the independent review function. The Office is
not now fully carrying out this role. The oversight function that
the Controller General's Office performs in the area of control



consists of prior disbursement approval and ratification and
corroboration of the validity of contracts and other legal
instruments. Participation in the processing and approval of
financial transaction is contrary to the audit concept of
"independence"” and thus makes it impossible for the CG to perform
its external review function.

Performance of the "pre-control® or "pre-audit" is
traditional in the LAC region. It is recognized that the
performance of this function by the O0OCG as supreme audit
institution weakens financial management rather than strengthens
it. Thus the project design incorporates support for the
establishment of an Office of the Auditor General as an independent
agency.

The objective of the project is to design and implement
an integrated financial management system and a comprehensive
auditing system based in an independent Auditor General's Office.
At the outset all functions will remain in institutions where they
currently are ©Dmanaged. During project implementation,
consideration will be given to organizational changes which may be
desirable for more efficienct operation of the IFMS. In the case
of the Auditor General's Office, it has been determined that an
independent office will be established. However, it is
operationally expedient for the Controller General's Office
initially to act as the institution responsible for the independent
audit function since most of these activities are now carries out
by OCG. In the second stage of the process, these functions would
be incorporated into a completely separate agency in the
Legislative Branch. Arrangement for separation of functions and
as extensive independence as practicable within the 0CG will be
established as reflected in the draft memorandum on separation of
functions appended to this section of Annex F.

&



3. TIhe Scope of the Project and Timing of Components

Defining the scope of activity and level of effort under
the project was a major concern in project design. There are a
large number and many different types of GOP institutions. Too
narrow a scope might not achieve the objectives of the IFMS and
CAS. Too wide a scope might be difficult to achieve, excessively
costly, and beyond the absorptive capability of the GOP.

To achieve IFMS objectives, implementation will be
carried out primarily in the Office of the Controller General, the
Ministry of Finance and Treasury, and ths Ministry of Planning and
. Economic Policy. Policy and procedure manuals developed in the

project will be disseminated Government wide. Inplementation
directives and group training will be provided to all entities
comprising the public sector. Limited, direct, on-site
implementation assistance may be provided to major public
enterprises and other important public entities. All standards,
policies, procedures, and organizational guidelines developed at
the national level will be transmitted to the municipalities.
Inplementation assistance in the municipalities is not contemplated
during the five year project time frame. Future dissemination of
the IFMS system developed under the project will be propcsed as a
covenant.

With repect to the timing of financial management and
auditing improvements, the design team strongly recommended
financial systems and government audit capability must be
strengthened concurrently. Government audit effectiveness is
severely limited when poor financial systems do not provide audit
trails. similarly, -financial management systems generally require
audit review to ensure their proper functioning. Therefore,
improvements in financial management systems and development of a
professional government audit capability are complementary and
should be developed concurrently. The project design reflects this
proposition and ties progress in each area to tha other.
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4.

Project Approach

The project will improve GOP financial management of

scarce public resources and its accountability to the public and
others for the use of these resources through:

(o]

the implementation of an integrated financial management
system (IFMS) based in the coordinated actions of the
Ministries of Planning and Economic Policy (MIPPE) and
Finance and Treasury (MHT) and the Office of the
Controller General (CG); and

the establishment of a professional and independent
government audit capability (CAP) in the Office of the
Auditor General (OAG), an independently functioning unit
of the CG, and latter, support of the separation of the
OAG from the CG in order to create un independent OAG.

The primary technical assistance activities to be carried

out in the project include the following:

o

the implementation of organizational improvements,
including .the rationalization of financial management
responsibilities among government entities and better
definition and documentation of key financial functions;

the formulation, documentation and implementation of
improved financial wmanagement standards, policies
regulations and procedures;

the establishment of an independent OAG initially based
within the Contraloria General and ultimately operating
as an independent organization;

the formulation and implementation of professional
government audit standards, policies practices, and
procedures; :

the preparation of proposed draft financial management
and government audit legislative reforms with on-going
assistance to support their approval; :

the provision of classroom and on-the-job training in new
financial managment and government audit
responsibilities, functions and procedures; and

the promotion of an awareness in all public servants of

their responsibility to provide honest and efficient
management of public resources.

11



The approach to implementing these activities is
described below in greater detail.

a. IFMS

The description of the project approach to
establishing the IFMS is divided into design and implementation
activities. The IFMS can be implemented on a manual, computerized,
or part manual/part computerized basis. Thus, later extension of
computerization based on the manual systeam will be convenient. An
information systems expert wWill be a member of the technical
assistance team to assure that computerized information systenms
considerations are taken into account at each step in the project
implementation process.

1. 1EMS Design

The approach to the design of the IFMS consiats
of developing new or modifying existing government-wide fiancial
management standards, policies, regulations, procedures, internal
controls, organizational structures and reporting requirements.
These will be formaiized and documented in policy, procedure and
organizational manuals and implementation directives and
guidelines.

The project team will work primarily with the
OCG, Ministry of Planning and Economic Policy, and Ministry of
Finance and Treasury in the development of the government-wide
financial management manuals and directives. However, input from
the other public sector institutions is essential in order to
incorporate sufficient flexibility in the policies and procedures
for the varying requirements of the different types of public
sector institutions including central government agencies and
public enterprises.

Project teams will work concurrently in each
functional area. The Project Director will be primarily
responsible for coordination of the different functional teams to
obtain the required integration of the IFMS subsystems and
consensus from the different regulatory agencies which may have
conflicting perspectives and/or information requirements.

Training will be provided to host country
counterparts through formal courses, seminars, and on-the-job
experience. In the design phase, seminars are oriented at training
counterpart staff who will participate in the development of policy
and procedure manuals in IFMS and CAP concepts and standard
methodologies to be used by all project personnel. This will
ensure consistency in work methods and products. Workshops
presented by TA teanm menmbers will be designed to develop consensus
among GOP officials on policy issues. Fformal courses will be
designed to instruct financial managers, auditors, and

12
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administrative employees in IFMS and CAP concepts and related
standards, policies, regulations, practices, procedurea, reporting
requirements and schedules, and use of standard forms.

As financial management responsibilities and
functions are better understood and defined in the design ph:se,
the internal organization of the financial management furctions may
require restructuring. The TA team will help GOP officials define
any required organizational changes for the key agencies involved.
These may be used as models to be followed by financial management
units in the other public sector entities.

The project will also focus on changing the
legal environment neccssary to support the IFMS and the
.corresponding organizational changes which have been identified as
essential to improved financial management. Existing laws
governing financial management in Panama are often out-of-date,
fractionalized, incomplete and contradictory. Existing laws must
be compiled which will support the drafting of proposed legislative
reforms by experienced legal and technical advisors in each of the
functional areas.

Significant improvements can be made in the GOP
financial management system utilizing existing hardware and
software. However, the analysis performed during the GOP financial
management assessment and preparation of this project design also
indicates that opportunities exist to increase the degree of
integration, and the efficiency and effectiveness of the IFMS
information processing and reporting through computerized
information systems enhancements and/or the development of new
systems.

The information systems expert on the TA teanm
will help GOP officials assess the value of potential
computerization of information systems on an application by
application basis, taking into consideration budget restraints and
priorities.

The key to jinteqrating financial information
systems is the get of interfaces among the subsystems.
Accordingly, institutions should have latitude with internal
reporting but stringent guidelines for the use and control of
information which is either a) shared among institutions; or b)
strategically important to the GOP.

The GOP IFMS will be required to support both
centralized and decentralized environments. For interface
institutions, those which are not centrally serviced, procedures
for consolidating information at the national level should be
developed in order to facilitate government-wide reporting.

13



Institutions which are serviced centrally will be subjected to the
priorities, controls, and quxdclxncs that are established by the
central information processing or regulatory agency.

The information systems expert will work in
close coordination with the IFMS functional teams developing the
standards, policies, procedures and organizational manuals in the
core IFMS functional areas. This will ensure that the information
requirements from each of the subsystems or functional areas
necessary to develop the IFMS are defined in a manner to assure
convenient future computerization if desired.

2. IFMS Ipplementation

Inplementation efforts will be initiated
lmmedlately following the development of the standards, policies,
requlations, procedures and organizational manuals. Implementation
will consist of application of these manuals and include
significant training.

Training will be provided to host country
counterparts through formal courses, seminars, and on-the-job
experiences. Seminars will be continued from the design phase to
train counterpart staff wvho will participate in the implementation
of the IFMS. Workshops will also be continued in the
implementation phase to generate consensus among GOP officials on
implementation issues presented by the contractor. Fourmal courses
developed in the design stage will be given to instruct financial
managers and administrative employees in IFMS and CAS concepts and
to facilitate the implementation of the related standards,
policies, regulations, practices, procedures, reporting
requirements and schedules, and use of standard forms by the public
sector entities.

The consultants in each specialized area will.

give the training for officials and for future trainers in that
area of specialization. Thus there will be a uniform approach to
the work done in analysis and design, implementation, and training
of the officials responsible for managing IFMS and CAS. The
consultants will schedule training on a periodic basis throughout
the project. In the training of GOP personnel as Training Center
instructors, a training expert in addition to subject matter
specialists will participate in order to ensure the sustainability
of Panmanian training capability and lower costs of extending the
systems government-wide.

In support of efforts to obtain approval of
legislative reforms, legal and technical advisors in each of the
functional areas will participate in workshops with government
officials and provide expert testimony to the legislature, if
requested. They will also continue to revise proposed legislation

14



to incorporate the changes that result from workshops, legislative
hearings and other discussions.

New or revised financial management subsystems
(such as financial and budgetary accounting, budget execution
control, and cash and debt management) will be implemented at the
key agencies. Other government agencies will receive the financial
management manuals, implementation directives and small group
training to assist ¢hem in adopting the nev governnent-wide
policies, organizational models, procedures, forms, etc. Priority
will be given to providing on-site technical assistance to large
public entities in order to obtain general ledgsr and budget
execution control over a high percentage of government operations
in the shortest time period possible.

In order to ensure an orderly, controlled
transition, and one which is both cost effective and within the
absorptive capacity of the GOP, implementation of new
organizational structures and procedures will be pilot-tested,
followed by a time-phased implementation by type of public entity
(public enterprise, financial intermediary, etc.), according to a
prioritization schedule agreed to by the contractor and the GOP
counterpart.

Inplementation will include the use of the
existing computer information systems to the extent possible.
However, alternative automation approaches may be identified while
implementing some of the financial management improvements. The
information systems recommendations of the TA team uxpert will be
analyzed on an on-going basis. If computer system enhancements or
new systems are approved, these can be taken into consideration in
project implementation. Any implementation of computer information
systems enhancements and/or new systems will be financed separately
from this project.

b. comprehensive Audit System (CAS)
1. CAS Dexign

An Office of the Auditor General (OAG) will be
established in order to develop an independent and professional
government audit capability. The OAG will initially be part of the
Office of the Controiler General (CG) but will have operational
autonomy and independence with respect to other CG financial
management functions.

It is envisioned that the OAG will later be
separated from the CG within two years. Assistance will be
provided in drafting pronosed legislation to establish a totally
independent OAG reporting directly to the Assembly. However,
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achieving a strong government audit function is not dependent upon
establishing the OAG outside of the CG.

Specific CAS design activities will include the
organizational design cf the OAG, including the definition of its
mission statement, functions and responsibilities. Administrative
policies and procedures for the day to day functioning of the OAG
will also be developed.

To develop the required professional capability
of the OAG auditors, a series of technical manuals will be prepared
on financial, compliance and operational (performance) auditing,
the related audit procedures and specific topics such as report
writing, audit supervision and quality control. 1Interral control
standards will also be developed for use throughout the public
sector and training material will be prepared on all technical
areas.

2. CAS Implementation

Implementation of the CAS will consist of day
to day technical assistance in the establishment aand operation of
the OAG. This will include implementing the organizational design
of the OAG in the CG and refining the responsibilities and
functions developed during the design phase. On-going assistance
will be provided in refining proposed legislative reforms in order
to create a totally independent OAG which reports directly to the
Legislature.

To develop the required professional audit
capability, the contractor will provide audit planning assistance,
Classroom training in the technical material developed during the
design phase and field supervision of OAG and internal auditors.
The project team government audit specialists will also provide
assistance to OAG and internal auditors throughout the audit life
cycle (planning, execution, report preparation and follow-up) and
perform quality assurance reviews of audits.

c. Qther Activities

Some analytical and design tasks overlap other
initiation activities as timely and sometimes immediate solutions
must be found to address urgent and chronic problems. Poatponcment
of corrective msasures might incur high social and political costs.
Therefore, the technical assistance should be prepared to provide
periodic assistance to the CG in arsas to be defined.
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The Office of the Controller General (CG) is
currently responsible for a number of primary GOP financial
management and audit functions. The project design provides for
the CG to continue to play the coordinating role in the financial
management of the government. The Ministry of Planning and
Economic Policy (MIPPE) will be primarily responsible for planning
and defining budget policy matters. The Ministry of Finance and
Treasury (MHT) will be primarily responsible for tax policy,
administration and revenue collection.

Acceptance by MIPPE and MHT of the CG's financial
management role and the commitment of the CG, MIPPE and MHT to work
together in the definition and integration of their respective
financial management responsibilities within the government is
important to the successful implementation of the prcject.

Interviews with the Controller General and
representatives of other government institutions have shown a great
receptiveness to the concepts of the Integrated Financial
Management System (IFMS) and Comprehensive Audit System (CAS).

Because of the crucial importance of interagency
agreement on roles, the signing of an agreement by the chief
offices of GG, MIPPE and MMT is established as a condition
precedent to initial disbursement.

b. Creation of the Office of the Auditor General (QAG)

The project design includes technical assistance
(TA) oriented at assisting the GOP to implement organizational
changes that will improve the way that financial functions are
carried out by the government. Specifically, financial and audit
functions must be separated by the creation of the Office of the
Auditor General (OAG). Initially this will require an
administrative order from the Controller to establish the OAG
within the Office of the Controller General (CG). Later, the OAG
would become independent of the CG. Hcrraver, this would require
legislation which will be submitted by the GOP administration
during the project.

Ideally, the OAG should be totally separate and
independent of the CG, reporting directly to the Assembly. The CG,
which will have only financial management functions, should ideally
report to the Executive Branch. These ides) conditions would
require legislative actions to modify the present constitution and
law,
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The fact that the financial management functions are
not organized in a conceptually ideal manner does not mean that
these functions can not be effectively carried out. Policy and
procedural changes, better information systems, internal control
improvements, training and implementation assistance can overcome
conceptual organizational defects and vastly increase operational
efficiency and effectiveness.

The creation of the OAG to conduct independent
government audits and strengthen the efforts against fraud and
corruption is an important objective of the project. While not
strictly adhering to conceptual models, the OAG will perform
professional government audits and improve GOP financial management
and the efficiency and effectiveness of the government operating
within the CG. The project includes technical assistance oriented
at establishing an OAG totally independent of the CG but
legislative reform required to effect this change is not essential
before the project begins.

The Controller General has indicated his willingness
to establish the OAG within the CG and this action is within the
administrative powers of his office. The Controller General has
already established a similar new office (Direction de
Responsabilidad Patrimonial) within the CG using this
administrative authority. It therefore appears likely that the
project goal of creating the OAG can be achieved. A convenant is
called for the GOP to provide its best efforts to ensure, within
the existing legal framework, the development and support of the
Office of the Auditor General as a totally independent
organization.

Staffing and maintaining a sufficient number of
highly qualified auditors under conditions of budget restrictions
poses another concern. In the case of the Direction de
Responsabilidad Patrimonial, existing CG personnel were transferred
to staff the new office. With screening to select the appropriate
personnel, this mechanisa can be utilized to recruit many of the
initial OAG professional and administrative staff. However, it may
be necessary to recruit the Auditor General and other key OAG
officials from outside the CG. Hiring these few officials would
not have a significant impact on the CG budget.

Budget impact will be small in at least years one
and two as OAG personnel will be increased gradually. Reductions
in CG personnel can be compensated for by improved efficiency and
effectiveness gained through reorganization of certain CG financial
functions, training in work techniques such as selective sampling,
increased use spreadsheet software packages and similar efforts.
The GOP, and specifically the CG, have demonstrated sufficient
commitment to improving financial management and government
auditing that it is reasonable to assume that increased OAG
personnel will be budgeted in the out years of the project. The
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continued recovery from the recent economic crisis will provide a
better budget environment for these increases.

As with all development projects with significant
training components, maintaining trained personnel in the
organization, or at least in the government, is an on-going
problem. The project design addresses this issue by strengthening
the existing CG Training Center and focusing initial efforts in
training of trainers.

Panamanian instructors trained by the contractor
will -ontinue to provide training to newly hired employees and
continuing education to more advanced personnel, ensuring a steady
flow of appropriately specialized personnel in and up through the
organization, anticipating normal personnel turnover associated
with the public sector. It should also be recognized that while
the loss of OAG auditors through turnover may temporarily weaken
the OAG, the financiul management of other government institutions
who hire these individuals as internal auditors or financial
managers is often significantly strengthened.

19
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6. Proiect Managemant

The project will be managed by the Controller General of
Panama who will designate a Project Director and other key
Panamanian personnel.

The legal functions, staffing, and maragerial capacity of
the Contraloria and other GOP agencies involved in the project are
discussed in Annex I, Institutional Analysis which concludes that
the agencies hava the legal authority and capacity to carry out the
project.

A technical task force that, as appropriate, will include
a member appointed by the Budget Commission of the Legislative
Assembly, will be created within the National Economic Council.
This task force will serve as the technical support to the National
Economic Council for the purposes of implementing the Project,
including recommending studies, analysis, policies, and other
actions aimed at promoting - the coordination of all functions
related to the financial management reforms planned by the Froject
to achieve complete and efficient integration of the IFMS
subsystens. :

The GOP project management team, composed of the
following officials, will coordinate with contractor personnel in
the exucution of the project:

° Executive Project Director, with the support of an
Advisory Committee on special matters;

o) Official in charge of the Integrated Financial Management
Systeém;

o Official in charge of the Comprehensive Audit Process;
and

o Official in charge of administrative support.

Each of the project counterpart personnel will work
directly with the contractor's project management team in a
specialized area, supported by the counterpart technical personnel
referred to in the previous chapter.

These mechanisms are considered to be adequate to assure

smooth and effective project management and inter-agency
cooperation.



7. Detailed Description of Project Activities

This section describes the activities that have been
designed to implement the project. Coordination among activities
and working groups is required in order to facilitate integration
of the subsystems. This coordination, if not specifically stated,
should be assumed as integral to each of the activities.

For each activity, the results expected and the level of
effort (LOE) required is defined. Education and experience
requirements for each consultant has been described in Annex J 3.
It is expected that some members of the consultant team will be
from Panama. Over the life of the project, as Panamanian expertise
is identified and developed, efforts will be made to shift
technical consulting functions to Panamanian personnel.
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Activity:

IPMS DESIGN - BUDGET

The following activities will be carried out during the
budget design phase:

o

Detailed budget subsysten design, including:
organization and functions; standards; relationship with
the deavelopment strateqgy, the financial plan, the
investment plan and project inventory; technical
descriptions of the budget process; and information and
personnel requirements for running the systenm.

Analysis of legal provisions, current regulations, and
required legislation and requlation reforms related to
the budget subsystenm.

Organizational analysis of the current situation of the
following entities: Office of the National Budget in
MIPPE, and the budget offices in selected ministries,
decentralized institutions, public enterprises,
financial intermediaries, development corporations,
municipalities and the Comptroller General (CG)
Accounting Office.

Development of the procedures for programming and
drafting of the budgets for the following public sector
institutions: central government and decentralized
entities; public enterprises; development corporations
and municipalities; and financial intermediaries. It
will include program budgeting, ‘ts relation to the
financial plan, the investment plan, and the project
inventory. It will contain all the policies and
processas necessary to efficiently completa
administrative procedures, the new classification and
codification of revenue and expenditures, and
information flows. ‘

Preparation of the procedures for budget execution
control and evaluation of the budget in coordination
with the accounting and treasury subsystems. This will

include the identification of base management indicators

which compare and determine the degree of compliance
with the financial and investment plans. Indicators
should be identified for both revenues and expenditures
for all of the public sector.

Coordination with the computer information systems
strategic plan teanms. '
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Note: The development of the procedures for programming and
drafting of the budgets will take into account the existing
information systems and those currently under development.
Workshops on revision and approval of the manuals will be held as
part of the training progranm.

Broducts:

1. A detailed description of the proposed budget subsystem to be
discussed with the CG, MIPPE, the Ministry of Finance and
Treasury (MHT), and the National Bank of Panama (NBP).

2. A draft of proposed budget statutes or budget law with
' corresponding regulations which will constitute part of a
global financial management law.

3. Organizational development plan for all units with budget
preparation and control responsibilities, including a
description of the primary budget respomnsibilities and
functions.

4. MIPPE National Budget Office mannual for ensuring that the
budget is consistent with national plans.

S. A personnel and operational procedures manual to be applied
in every budget unit in the government.

6. Government budgeting manuals relating to:
o Budget programming and drafting.

a] Bulget execution control, follow-up and budget
evaluation.



Activity: IFPNS INPLEMENTATION - BUDGRT

Rescription:

The following activities will be carried out during the

budget implementation phase:

Note:

o Assist in the implementation of the basic organization
and budgeting functions manuals to be followed by all
government budget offices.

o Assist and provide expert testimony, if requested, to
support the approval of proposed laws, regulations and
standards relating to the budget subsystem and IFMS.

o Apply the new methodology on programming and budget
formulation to the public sector entities by
institutional groups: central government and
decentralized entities; public enterprises, development
corporations and financial intermediaries.

Practical training courses and hands-on experience as

called for in the training program will be provided to apply
methodologies and to put the budget manuals into day to day use.

Implementation will take into account the information systems

available in order to further the information system plan and
exploit newly developed and existing systenms.

Products;:

1.

Functioning budget subsystems: in year 3, central government
and decentralized entity budgets; in year 4, public
enterprises, development corporation and municipality
budgets; and in year 5, budgets of financial intermediaries,
including new techniques and budget programming methodologies
such as budget execution control, follow-up and evaluation.
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ity

IFus DESIGN - TRRABURY (CASH MANAGENENT)

Rescription:
The following activities will be carried out during the
Treasury design phase:

o

Analysis of current legal provisions and regulations and
development ¢f proposed laws and regulations that
relating to t... IFMS treasury subsystea.

Preparation of a new and uniform functional
organizational structure for treasury offices.

Detailed design of the subsystem, including organization
and functions; substantive and complementary standards
for programming; execution and evaluation of the annual
cash flow forecast; cash transactions for the
government; and the macroeconomic financial plan,
including techniques and procedures for collection,
payment and cash management.

Preparation of the methodology and administrative
procedures to reconcile accounts receivable with the
original amounts due from taxpayers and government
debtors.

Development of uniform administrative procedures for
processing payments.

Preparation of a methodology to implement a program of
prioritizing payments and ©periodic payment of
obligations.

Development of a manual that contains the methodology
and financial information reporting requirements for the
analysis of the cash situation and management decision-
making.

Creation of a training program for treasury officials;
preparation of texts and other necessary documents for
instructor training and subsequent training of other
treasury officials.

Coordination with the computer information systems
strategic plan teams.
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Products:

Report on existing treasury standards and regulations.
Draft treasury-related laws and regulations.

Functional organization of the treasury as a supervisory
entity and corresponding government officas.

Manual that presents cash transaction methodology, the annual
and monthly cash flow forecast of the government sector and
the macroeconomic financial plan, including techniques and
procedures for collection, payment and cash management.

Procedures to reconcile accounts receivable with collection
offices and the general fund appropriations accounts of the
Treasury.

Unified payment processing procedure.

Payments prioritization procedure.

Treasury administration financial information reporting
requirements.

Training progran, texts and other documents necessary to

bring treasury officials up to date and train future
instructors.



Activity: IFMS INPLEMENTATION - TREASURY (CASE MGT)

The following activities will be carried out during the

Treasury implementation phase:

° Implement a new organizational structure for the
Treasury.

o Apply standards and methodologies in the monthly
preparation of a consolidated annual cash flow, forecast
based on figures prepared by the entities for cash
operations, the macroeconomic financial plan, and
techniques for collections, payments and cash

managenent.

o] Implement procedures for reconciling accounts, 1in
accordance with the newly designed methodology.

o Apply the uniform procedures for payments processing.

o Implement procedures for prioritizing payments and for
the periodic payment of obligations.

o Implement the revised treasury information reporting
syysten.

o) Give training courses on treasury administration,

initially to future instructors and then to all
government officials.

Products;

1. Restuctured national treasury office.

2. Functioning annual and monthly cash flow forecasts,
government cash transactions and macroeconomic financial
plan.

3. Functioning accounts receivable reconciliation procedure for
collections and the general funds appropriations accounts of
the Treasury.

4. Functioning uniform payments processing and disbursement
prioritization.

5. Functioning cash management techniques.
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6. Functioning treasury information system including the

following:
° Revenues by type
° Payments according to expenditure classification,
by project and purpose
o Treasury report
o Cash operations
<) Consolidated annual cash flow forecast
° Comparisons between projected and actual figures
o Consolidated financial data for decision-making
-] Comparative reports on treasury oberations
7. Texts, other documents and training for officials in the

treasury subsysten.
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Activity: IFNS DESIGN - PUBLIC DEBT

Description:
The following activities will be carried out during the
Public Debt design phase:

o] An analysis of existing legal provisions and regulations
and the preparation of draft proposed laws and
regulations relating to the IPMS public debt subsysten..

o Detailed design of the subsysten, including
organization, functions, standards and procedures.

o Draft of a procedures manual on hovw to determine the
government's financing needs consistent with the
financial plan, national budget and investment plan.

o] A methodology to develop a plan that facilitates
recording and reporting contracts, disbursements,
amortizations, and the state of public debt and debt
servicing, classified by lenders and borrowers.

o Development of a methodology to calculate foreign
exchange adjustments, amounts needed to cover government
debt service and to pay capital and interest amounts
due.

° Design of a training program for public debt officials,
including preparation of texts and materials for
instructors and trainees.

° Coordination with the system development team members.
Products:
1. Report on existing standards and regulétions and proposed

public debt laws and regulations reforms.

3. Organizational design of the public debt cental regulatory
unit and other government public debt offices.

4. Policy and procedures manual covering the calculation of the
financing needs of the government.

5. Design and documentation of a public debt reporting systen,
including at least the following:

o Loan disbursements



° Current public debt position with corresponding
foreign exchange adjustments

o Public debt projections

] Proportion of total credit contracts by lending
entity
o Statistical reports for analysis of economic trends

and decision-making

o Periodic comparative reports on projected and
actual figures and the differences in
disbursements, debt servicing and amortizations

6. Training program, texts and other material for the training
of public debt officials, selection and preparation of future
instructors.



Activity: IPNS IMPLEMENTATION - PUBLIC DEBT

QQEEI j ps j on:

During this activity, the project team will:

o Initiate the organizational restructuring in the
national public debt office.

o Apply the proposed standards and methodology that
determine government financing needs, consistent with
the financial plan, the national budget and investment
plan.

o Implement, according to the designed methodology,
procedures to adequately record and report in the
financial statements, contracts, internal and external
loan diskbursements, debt service, amortization payments
and the status of the debt including foreign exchange
adjustments.

o Give courses on public debt administration, initially to
future instructors and then to all government officials
with public debt responsibilities. ‘

Broducts:
1. Functioning organizational structure for ©public debt

subsystem units, with a supervisory body and financial
programming department in each entity.

Operating government financing program as a component of the
cash operations of the government.

A functioning lender and borrower finahcial information
system covering at least the following aspects: :
o Loan disbursements

o) Status of the public debt with corresponding
foreign exchange adjustments

-] Public debt projections

o Proportion of total credit contracts by lending
entity
o Other financial information suitable for the

analysis of economic trends and decision-making.
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4.

o Periodic comparative reports on projected and
actual figures and the differences in
disbursements, debt service and amortization.

Material, texts and training for instructors and for
officials of the public debt subsystem.
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Activity:

IFPMS DESIGN - ACCOUNTING

Description:
The following activities will be carried out during this IFMS
d=sign phase:

(o]

" Identification and analysic of constitutional, legal and

regulatory provisions, existing manuals and standards in
government accounting.

Analyszs of the organizational structure in the CG's
Accounting Office and in accounting offices of public
sector entities, and the number and technical experience
levels of professionals, technicians and officials in
charge of government accounting.

Analysis of the accounting process at the level of the
Controller General's Office and in government accounting
offices.

Preparation of proposed draft legal reforms in the
accounting area.

Definition of accounting principles, policies and
standards to be employed in the government.

Design of uniform accounting procedures and development
of accounting manuals for entities of the following
groups:

central government

decentralized institutions

development corporatlons and mun1c1pa11t1es
public enterprises

financial intermediaries

Preparation of organizational manuals for the
supervisory body and organizational guidelines for the
other public entities' accounting offices.

Design of the accounting process at the national level
for combining the financial statements of public
entities, including the design of a standardized general
ledger chart of accounts for combination of financial
statements.
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Eroducts;

Report on the existing legal and administrative standards.

Guidelines for the organlzation of the accounting function in
public sector entities.

Draft of a proposed law on the IFMS accounting subsystem.

Report on the existing accounting principles, policies and
standards used in the government.

Uniform accounting procedures applicable to public sector
entities.

Organizational and functional manuals to be used by the
central government national accounting office and by
individual public entity accounting offices.

Procedural manual for combining the financial statements of
public entities at the national level.
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Activitv: IFMS INPLEMENTATION - ACCOUNTING

During this activity, the project team will:

o Develop a training program, prepare didactic material
and develop seminars on the scope and function of the
accounting subsysten.

o Pilot test sach application of the accounting subsysten
for the following groups:

- Central government
- Public enterprises
- Financial intermediaries
o Ioplement the accounting system in the national

accounting office in the CG.

o] Provide on-going training courses to facilitate the
adoption of the accounting system by public entities

o Provide implementation assistance to public entities
previously identified as priorities

o Implement procedures for combining public sector
entities' financial statements a%Z the national evel.

Seminar modules to be used in the instructor training
process. '

Diffusion of the accounting subsystem for subsequent
application.

Results of the accounting subsystem functionality tests in
the selected pilot institutions.

Functioning of the accounting subsystem in the national
accounting office of the CG and priority public entities.

Combined financial statements at a national level.
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Activity:

CAS DESIGN - GOVERMMENT AUDITING

Description:

The following activities will be carried out during the CAP
design phase:

o Organization of the Office of the Auditor General (OAG)
so that it has the capacity to perform financial
compliance, and operational (performance) auditing,
using evaluation criteria adapted to the complexity and
scope of the government institutions.

o Development of a standardized legal framework to enforce
duties within the scope of professional internal and
external auditing.

° Development of internal control standards for government
institutions, including administrative contracting.

o Preparation of training courses as a means of developing
human resources and transferring knowledge of the new
IFMS.

Products:

1, OAG organization chart.

2. Basic functional regulations of the Auditor Gensral's Office
and the respective scope of control of its specialized
offices.

3. Regulations for the selection and contrhcting of private
audit firms, including a national registry of private audit
firms.

4. Manuals on:

o External auditing
o Internal auditing
[-) Project auditing
o Audit administration and supervision

o Audit reports
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5.

6.

7.

Standards concerning:
o Internal control

o Project control
o Internal auditing
o External auditing, including financial, compliance,
operational (performance), and project auditing,
and investigation of fraud
Strategy for project control and auditing.
Training program that includes objectives, contents,

beneficiaries, duration, etc. Course programming,
development of consulting texts, for the following courses:

o Introduction to the Integrated Financial Management
System and the Comprehensive Audit Process.

o Financial and compliance auditing

o Operational auditing

o Computer assisted auditing

o Investigation of fraud

o Project auditing

Evaluation program for internal audit offices.
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Activity: CAP IMPLEMENTATION - GOVERNMENT AUDITING
Description:

The following activities will be carried out during the CAP

implementation phase:

o on-going technical assistance in establishing the OAG,
including refining job responsibilities and functions,
OAG administration, audit planning, quality assurance
and application of standards and manuals developed
during the design phase.

o On-going assistance in all phases of the audit process,
including audit planning, execution, report writing and
presentation, and follow=-up.

o on-going classroom training.

o Creation of internal auditing offices in the public
sector entities, internal audit training in all phases
of the audit process

o Developing the appropriate coordination mechanisms
between the external and internal audit functions

Productsg;

1. Annual auditing plan for the OAG that includes project
auditing.

2. Annual internal auditing plan for all the internal auditing
offices in the government.

3. Promulgation of internal control standards applicable by all
public institutions.

4. Reports for each of the internal auditing offices evaluated
and corresponding recommendations.

5. Professional external audit reports on the financial

statements of the GOP, public sector entities and development
projects financed by international agencies.



Activity:

PROJECT EVALUATION

Description:

Project evaluation activities will include the following:

° Evaluation of the activities and products resulting from
the technical assistance project by the Project Director
and responsible consultants in each of the areas.

o Annual evaluations of the project over five years. The
objective of this evaluation is to establish an
independent opinion on compliance with the proposed
activities by consultants and host country counterparts.

o Discussion of the evaluation recommendations at national
seminars.

o Incorporation of the evaluation recommendations in the
project work plan.

Products:
1. Interim evaluation reports.
2. Reports on the results of the final evaluation of the

technical assistance project.
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8. organization of project implementation

To implement the identified technical activities,
technical and administrative support staff is necessary. The
technical assistance team will include a team leader, a budget
expert, a treasury expert, a debt expert, an accounting expert, an
audit expert, an information systems expert, and a training
expert. In addition, lawyers expert in administrative and fiscal
law, administrators, and clerical personnel vwill be required. The
qualifications of required personnel are set out in Annex J.

The technical staff will work directly with the Project Director
in the OAG.

The GOP will form a technical task force within the
National Economic Council for the purposes of implementing the
Project. This task force will serve as technical support to the
National Economic Council and will recommend studies, analysis,
poclicies, and other actions aimed at promoting the coordination of
all functions related to the financial management reforms planned
by the Project to achieve complete and efficient ‘integration of
the IFMS subsystems. The technical task force will be composed of
executive branch executives and will include a nmember of the
legislative branch when appropriate.

The GOP project management team, composed of the
following officials, will coordinate with contractor personnel in
the execution of the project:

o Executive Project Director, with the support of an
Advisory Committee on special matters;

o Official in charge of the 1Integrated Financial
Manageuent System;

o Official in charge of the Comprehensive Audit Systenm;
and

o Official in charge of administrative support.

Each of the project counterpart personnel will work
directly with the contractor's project management team in a
specialized area, supported by the counterpart technical personnel
referred to in the previous chapter.
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9. Training Plan

Technical training is a crucial dimension of project
implementation. Training will be provided on an on-going basis
throughout the project based on information obtained in the
diagnostic study done prior to the project. The minimum training
needs and a tentative schedule are as follows:

©  Seminars:

These are events in wvhich selected counterpart personnel
are trained in concepts and standard methodologies which
will facilitate their participation with contractor
personnel in the design and development of standards and
manuals.

° Workshops:

Workshops will be events that seek to achieve a
consensus with the host country counterpart personnel on
issues proposed by the consultants. This training will
have a multiplier effect as participants, mainly
management level personnel, are expected to review the
issues with their staffs. '

o courses:

The consultants will design and prepare the necessary
consulting texts and teaching aids, and will teach these
courses at appropriate points during the project.

o conferences:

The purpose of these events is to generate a consensus
on the components in each of the specialized areas of
the systems. Work groups and panels will be organized
to ‘include assistants to help them reinforce the
concepts and simultaneously increase their professional
development.

The conferences will be organized by the chief

executives of the regulatory or supervisory agencies in
each functional area.
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EVENTS
No. Partici-
pants
Seminars
oo  Budget:
Planning, analysis and 3 30
elaboration
o0 Treasury:
General aspects of the 3 30
subsysten
00  Public debt
General aspects of the 3 30
subsysten
00 . Accounting:
Legal norms; accounting 5 30
standards accounting plans;
administrative organization
and consolidation of financial
statements
oo Financial and compliance
audit:
Audit standards, techniques, 3 45
practices, procedures,
@vidence, findings, reports,
stc.
42



wWorkshops

00 Budget:
Preparation  of various
manuals, budget lavs and
regulations
00 Treasury:
Preparation of manuals
o0 Public debt:
.Preparation of manuals
oo Accounting:
Preparation of manuals
00 Government audit:
Preparation of manuals
Preparation of standards
Courses:
00 Budget:
Budget planning and
programning;
Budget follow=~-up and
evaluation
oo Treasury:
Public finance;
Financial programming and
policy; , .
Treasury administration
o0 Public debt:

Public finance;
Public debt administration
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o0 Accounting:

Application of accounting 10 30
manuals; :

Application of consolidation 1 30
manuals

0o Government audit:

Financial and compliance
audit; 4 25
Internal audit; 8 25
Operational audit; 4 30
Fraud investigation; 2 20
Computer audit; 4 20
Project audit; 3 30
Administrative contracting; 2 20
Costs and budgets 4 30
- Conferences:
IFMS, CAP, and Accountability 5 150
- Out-of-country training
00 Budget:

Optional: Project data bass 1
observation and study in chile
(2 persons for a maximum of 15
days) .

Most training will be conducted in-country. Participant.

selection will be made on the basis of skills, experience,
potential and demonstrated commitment to program objectives.
Training will be evaluated as part of the overall project
evaluation process.
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10. Memorandum of Understanding among Key GOP Agencies
concerning Support and Cooperation

I. On March 7, 1990, the Government of the Republic of
Panama and the United States Agency for International
Development (USAID) signed an agreement entitled
Immediate Recovery Project. 1Its objective is to design
and implement an Integrated Financial Managerent Systez
(IFMS) and a Comprehensive Audit Process (CAP) wvwithin
the Government of Panama.

II. A long term technical assistance project has been
designed to conduct and support the tasks that will be
carried out in the medium and long term, in accordance
with the technical and institutional characteristics
proposed by the Government of Panama and AID.

II1. The project design includes the objectives, goals,
activities and strategies for technical assistance
services to be contracted in order to asgsure the
effectiveness of the IFMS and CAP.

IV. As a condition precedent to sign a new contract entitled
Financial Management Proje~t in which the execution of
the project will be based, we declare in our capacity of
Officers of the Government of Panama, that

A. We accept our commitment to improve the financial
management capability of the GOP and to promote
accountability of government, through the
implementation of an Integrated Pinancial
.Management 8ystem and a Comprehensive Audit
Process. :

B. We all agree to work in favor of the Project
contributing trom each of our part and institutions
the best effor+s, in an integrated and coordinated

manner.
Guillermo Ford Mario Julio Galindo
Minister Minister
Ministry of Planning and Ministry of Finance
Economic Policy and Treasury
Ruben D. Carles Milton Henrique:z
Controller General President

Budget Cocmmittee of
the Legislative Assembly
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11. Arrangements to Provide Independence of the Office of
the Auditor General from Other Elements of the Office of
the Controller Gerieral.

The project envisions the immediate creation of the
Office of the Auditor Genersl as a division of the Controller
General's Office and with operative autonomy and independence with
respect to its other institutional functions.

In order to provide the independance of the OAG, the
next arrangemants should bes mads:

f.

The Controller General wilil isue an official
resclution based on the rights the Law No. 32 gives
him, regarding the creation of the Office of the
Auditor General as a new Direction so called, that
will report to him directly.

The official resolution mentioned above will
describe the general functions of the OAG referred
to the practice of government audit in accordance
with Generally Accepted Auditing Standards. In
this extent, the CG official resolution will give
enough elements of professional independence and
capability to the OAG functions.

The Auditor General and the Deputy Auditor General
must be recruited and officially designated.

The same CG resolution will clearly define that the
Office in charge of conducting in the past all type
of work identified as "audit", will change its name
and continue doing their previous control
functions, that are separate and absolutely
different from the government audit functions.

The new staff of the OAG will be initially
recruited and transferred from the current C¢G
personrial with conformity to a selective process
that will consider their performance in the
training program the CGO conducted during 19S0.
Other key officials will be recruited from outside
the CG.

A complete training program in government auditing,
accounting and finance will be designed and offered
to the new OAG staff.

The Controller General's Office will design and

conduct a broad program to publish the concepts of
ethics in public service, efficiency,
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accountability, and the <contribution of the
independent audit process to these elements.

The accountancy profession in Panama will be
invited to participate through its three
organizations in the processes of selection and
training of the new auditors, and in the publishing

progranm.

The Controller General's Office will promots the
improvement on Internal Audit in Government and
develop an effective standard setting process to
improve the 1Internal Control as a panagerial
prospective of all the public institutions. The
Panamanian Chapter of the Internal Avditors will be
invited to assist in the process.
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12.

II.

III.

IV-

Arrangepents to create the technical task force for the
Integrated Financial Management System within the
National Economic Council

Based on Article 9 of Cabinet Decree No. 75, dated May
30, 1990, whereby the National Economic Council was
formally established as an assessment body of the
Executive Branch and the Cabinet Council in financial
matters of the Central Government and other

decentralized entities, a technical task force for the
Integrated Financial Management System, is created.

This technical task force for the Integrated Financial
Management System will have the fundamental tasks of
being the support to the National Economic Council for
the purposes of implementing the Project, including
recommending studies, analysis, policies, and other
actions aimed at promoting the coordination of all
functions related to the financial management
reforms planned by the Project to achieve an efficient
and complete integration of the IFMS subsystems.

The functions recognized by the National Economic
Council as basic components of the governmental
financial management and subject to the integration
process that the technical task force will have are as
follows: (a) Budget; (b) Treasury; (c) Public Debt; and

(d) Accounting. The corresponding mechanisms and
internal control structures covering the areas of
administrative organization, human resources,

contracting of work and services, purchases, and control
of physical assets are also included in each of these
components. '

In addition to the principal activities mentioned in the
previous paragraph, the technical task force will have
the following obligations:

a. To develop and divulgate the concepts related to
the financial management responsibility of public
officers and employees, and to promote its general
acceptance as elements of governmental credibility.

b. To assist in promoting campaigns for Dbetter
understanding of the principles of ethics for the
public officers and employees, and to combat the
administrative corruption.

c. To propose simplified administrative measures to
actively accomplish the different functions of the
financial management.
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To suggest to the Executive Branch and the Cabinet
Council, through the National Economic Council, the
measures that it considers convenient in order to
constantly improve the financial managenent
quality, such as legal reform projects, adjustments
or reorganizations of the public administrative
structure, the creation of new institutions, etc.



ANNEX G - ECONOMIC ANALYBIS

1. Cost ivene of t

Any attempt to quantify expected economic benefits of
this project must be quite speculative. The project provides
technical assistance to improve selected subsystems analyzing,
tracking, controlling, and reviewing evidence of transactions.
Benefits flow from reduced costs or greater effectiveness of the
transactions of the Government, not from the management of evidence
of their existence. A perfect financial management system
supporting the efforts of knaves and fools would have only limited
utility.

The foregoing difficulties notwithstanding the potential
for achieving benefits can, however, be considered by inference.
By identifying or estimating the absolute amounts being processed
through the various systems, it is possible to estimate minimal
percentages levels of the benefits that will accrue through more
efficient and effective administration, management and control.

a. Budget Subsystem

An expected benefit of the project is better control
over government financial and investment planning and control,
through the implementation of budgetary controls which limit or
channel the actions of governmental entities to those which are
included in approved ©plans, programs and projects; the
identification and programming of the sources of funds; and the
coordination of public-sector activities.

Direct benefits are expected from:

o improved control over expenditures, ensuring
that only approved, budgeted amounts from
authorized sources are expended; and

o improved coordination of expenditures,
ensuring that obligations will only be
incurred only when funds are available.’

, If better enforcement of discipline over government
spending were to save 0.1% of the annual 1,725.5 million Balboa
budget, 1,725,600 Balboas would he saved annually.



b. Treasury Subsvstem

An expected benefit of the project is improved
management of cash balances and projection of cash needs and excess
balances. Specific benefits are expected from:

o maximization of funds deposited in interest-bearing
accounts;

-] some benefits will be derived from cash savings and
cost avoidance, others from productivity
improvements, and yet  others from greater
effectiveness of planning, administration and
management;

o after implementation it is difficult to demonstrate

in quantifiable terms the extent to which the
benefits were achieved;

o achieving some potential benefits requires
subsequent legislative or administrative action;

o benefits such as greater public confidence in the
government, and the resulting improved social,
economic and political stability which can
reasonably be expected to result from the project
are not possible to quantify in economic terms;

o] avoidance of penalties and additional interest
charges by ensuring the prompt payment of
obligations when due;

o follow=-up on budget projections to control
variations;
o) improved planning of cash needs, enabling cash

managers to reduce the cost of funds; and

o increased availability of funds when needed thus
avoiding temporary transfers from trust and other
restricted or donor agency funds. :

The estimated daily cash position of the Government
is 1,725.5 million Balboas, and average daily collections are 6.004
million Balboas. If we assume that improved administration of
these functions can raise the percentage of the daily balance on
deposit in interest-bearing accounts by 1%, and the speed of
collections by one day, balances on deposit in interest-bearing
accounts would be raised to 5.220 million Balboas. Assuming an
annual interest rate of 8%, the projected annual benefit would be
417,603 Balboas.
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c. Public Debt Subsystem

Another expected benefit of the project is improved
administration of internal and external public debt through greater
efficiency and effectiveness in the formulation and execution of
financing plans for the debt required by the government, de-
centralized institutions. government-owned enterprises, financial
institutions and corporations, development projects, provinces and
municipalities.

Specific benefits are expected from:

o) improved timeliness in the contracting for, drawing
of and repayment of public debt; and

o ensuring that debt contracted is only that which
has been incluca2d in the planning proce=zs, and is

contracted under approved conditions of.

disbursement, interest and repayment.

If the enforcement of discipline in contracting debt
were to reduce the overall debt level (3,531.8 million Balboas) by
0.1%, a modest estimate, an annual savings of 353,180 Balboas in
interest payments at 10% annual interest would be produced.

d. Accounting Subsystem

An expected benefit of the project is to improve the
ability to record, classify, analyze, and report all financial and
budgetary operations in a timely manner, providing information to
all appropriate levels in the form, format and level of detail
required for effective financial administration.

Direct .benefits may be expected from:

o aore effective control over the disposition of the
governments expenditures and assets, reducing the
opportunities for waste, loss and misappropriation;

o more effective management of the governments
resources, increasing the efficiency of the
application of such resources; and

o greater accountability for control and management
at all 1levels of government, increasing the
incentive for governmental managers to more
effectively administer the resources for which they
are responsible.

If reduced opportunity for waste, 1loss, and
misappropriation were to save 0.1%, more effective management were
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to save 0.1%, and greater incentive to management were to save an
additional 0.1%, and given an annual budget of 1,725.5 million
Balboas, the total benefit would be $5,176,500 Balboas annually.

e. Government Audjit Process

' A primary benefits of the project is the increased
auditability of all operations, vhich will facilitate the ability
of internal and external auditors to assure that all operations are
properly accounted for and comply with the appropriate directives.
If we estimate a benefit, through the stronger incentive for
compliance as well as the recovery of misappropriated resources, of
0.3% of the $1,468 million Balboa budget, a total of 4.404 million
Balbcas would be saved annually.

f. Other Benefits

The final benefit to be detailed in this section is
not subject to quantification, but, perhaps, the most significant,
is implementation of improved controls, more effective
administration and management, more precise planning, and
accountability will produce greater confidence in the government,
both internally and internationally. This in turn will produce
greater internal political and social stability, and greater access
to international financial support and assistance.

g. gconglysion
It would appear that the probability is very high
that project benefits will exceed costs. Indeed, given the

relatively large size of the public sector, it is reasonable to
expect extraordinarily high returns to the project investment
particularly if the reforms introduced are sustained over time.



Achjeving Project Objectives

a. sSumma

The approach to implementation of the IFMS consists
of developing new or modifying existing financial management
standards, policies, procedures and organizational structures.
These will be formalized and documented in organizational and
operational manuals and implementation directives and gquidelines.
At the same time, a computer information systems strategic plan
will be developed. Implementation will consist of application of
these manuals and include significant training.

The project team will be required to work primarily
with the central government regulatory agencies in the development
of the government-wide financial management standards, policies,
procedures and organizational guidelines, with appropriate input
from the other public sector institutions. Project teams will work
concurrently in each functional area. The Project Director and
Manager of the IFMS component will coordinate the different teams
to obtain the required integration of the IFMS subsystems.

Implementation will include the use of the existing
computer information systems to the extent possible. However, the
computer information systems strategic plan may 1dent1fy
alternative automation approaches to implementing some of the
financial management improvements. The information systems
strategic plan recommendations will be analyzed on an on-going
basis. Computer information systems enhancements will be financed
separately and be approved/rejected during or at completion of the
information systems strategic plan.

Work on the information systems strategic plan will
be carried out in close coordination with work by the project
team's financial management specialists developing the standards,
policies, procedures and organizational manuals in the core IFMS
functional areas. This will ensure that changes in each of the
financial management functional areas necessary to develop the IFMS
are incorporated into the information systems strategic plan.

Training and other implementation efforts will be
initiated immediately following the development of the standards,
policies, procedure and organizational manuals, using to the extent
possible, existing automated systems. If computer system
enhancements or new systems included in the strategic plan are
approved, these can be incorporated into the implementation work
plan.

It is important to note that implementation of
computer system enhancements or new systems (if approved in the
strategic plan) are scheduled to begin subsequent to resolution of



major financial management issues which will be addressed during
development of the policy and procedure manuals. The risk of a
failed computer system implementation can increase substantially by
attempting to solve major policy and pProcedural problems at the
same time a new system is being implemented.

Major financial management systems (financial and
budgetary accounting, budget execution control, and cash and debt
management) will be implemented at the ministerjal level. oOther
government agencies will receive the financial management manuals,
implementation directives and small group training to assist them
in adopting the new government-wide policies, procedures, forms,
etc. Larger institutions will receive limited on-site
implementation assistance.

An Office of the Auditor General (OAG) will be
established in order to develop an independent and professional
government audit capability. The OAG will initially be part of the
Office of the Controller General (CG) but will have operational
autonomy and independence with respect to other CG financial
management functions. It is envisioned that the OAG will later be
separated from the CG. Assistance will be provided in drafting
proposed legislation to establish a totally independent O0AgG.
However, achieving a strong government audit function is not
dependent upon establishing the OAG outside of the CG and this is
not a specific objective of the project.

b. Financial Management Systems Improvement
Alternatjves

The traditional or historically most common approach
to government financial management improvement efforts has been to
focus technical assistance at a particular functional area.
Budgeting, which for many years has been viewad as the most
important financial management area, has received significant
attention. Consequently, other areas such as accounting, cash and
debt management which have received little technical support have
become weak in many Latin American countries.

Another disadvantage to this approach is that it is
difficult or impossible to share information between he functional
areas in an efficient and effective manner. A frequent result is
financial systems that process the same information but report
different results. These differences are often irreconcileable or
it is not cost effective to perform the reconciliations. This in
turn results in management and other users of the financial
information losing confidence in this financial data.

Specific functional areas are stronger than others
in Panama. An alternative to the IFMS approach therefore might
include prioritizing the functional areas and concentrating
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technical assistance in the weaker ones. However, this approach
presents the clear disadvantage of potentially developing systems
that do not share information and policies and procedures that are
inconsistent or contradictory across functional areas. Correcting
these mistakes is difficult and more costly in the long-term.

A similar alternative might focus technical
assistance at only the financial management area or on government
auditing. However, experience has shown that government audit
effectiveness is severely limited when poor financial systems do
not provide audit trails. Similarly, financial systems generally
require audit review to ensure their proper functioning.
Therefore, improvements in financial systems and development of a
professional government audit capability need to be developed
concurrently.

In regards to implementation, an alternative to the
proposed solution is to prov‘de direct, on-site technical
assistance to each public sector entity. This level of TA is not
feasible because of the excessive level of effort, personnel
requirements, time and cost it would require. The proposed
solution of direct implementation at the coordinating agency, group
training sessions and implementation assistance to the other
affected public institutions on a priority and-as needed basis is
a more cost effective approach.

c. Compute atio m A

Significant improvements can be made in the GoP
financial management system utilizing existing hardware and
software. However, the analysis performed during the GOP financial
management assessment and preparation of this project design also
indicates that opportunities exist to increase the level and degree
of integration, and the efficiency and effectiveness of the IFM3
through computerized information systems enhancements.

The complexity of a large integrated government
financial management information system makes it particularly
difficult to determine a priori the most appropriate system
configuration for the government financial management system. All
widely-accepted systems, analysis, and methodologies include
extensive work in diagramming functional and process relationships
and information flows that are necessary to define the systems
configuration.

Prior to performing this systems analysis, only
rough estimates can be made of the level of effort required to
design and implement the systens. These estimates vary
significantly based on the computerization solution chosen
(commercial software package, custcm software development or re-
engineering).



As the required systems analysis has not been
performed, the best computerization solution or approach and
corresponding level of effort can not be accurately determined.
Therefore, the projact design includes a systems analysis component
(computer information system strategic plan) but does not include
the subsequent detailed design and implementation phases.

Substantial GOP financial management improvements
can be implemented using existing hardware and software. The
computer information system strategic plan will permit A.I.D. and
the GOP to make an informed decision on the incremental benefits
and costs from computer system enhancements and development of new
automated systems.

The total level of effort required for preparation
of the computer information systems strategic plan and acquisition
of the necessary CASE (Computer Aided Software Engineering) tools
will be 87 person months over one year. At the end of the
preparation of the strategic plan, the GOP must make separate
arrangements to obtain technical assistance to carry out the
implementation phases.

The alternative considered was proceeding with the
implementation of computer systems from the onset, choosing one of
the following alternative approaches:

o Implementation of the highest priority automated
information systems through the use of commercially
available software packages.

o Full implementation of automated systems with
custom software development and available off-the-
shelf packages.

The primary benefits from selecting one of these
options is increased continuity in the project and the elimination
of the potential delay that may result in between completion of the
strategic plan and initiation of the implementation phase.
However, this risk can be reduced by building in appropriate
milestones at which decisions to proceed will be made. Also, the
lack of sufficient detailed analysis and accurate cost estimates
with which to decide on a computerization approach before
completion of the strategic plan required elimination of this
alternativae. ‘

Re-engineering of existing systems was not
considered as a viable alternative because of the difficulty and
high cost which would result from the lack of system documentation
and the unstructured programming used to develop many of the
existing systenms.



Advantages of the Project Desian over Other
Alternatives

The advantages of the project design compared to

alternative approaches include the following:

(o)

The integrated financial management (IFMS) approach
ensures that there is a harmonization of all
standards, policies, regulations and procedures
among subsystems and common interfaces between
subsystems so that data is shared in an efficient
and effective manner.

The concurrent strengthening of the GOP financial
management system and government auditing ensures
that the financial systems provide an adequate
audit trail in order to perform external reviews
and that internal control weakness, financial
reporting errors and fraudulent actions are
detected and acted upon in a timely manner.

Major financial management policy issues are
resolved Dbefore beginning implementation of
computer systems.

There is a strategic rather than an ad hoc approach
to computer systems development and computer
information systems development costs can be
reasonably estimated.

There is a broad consensus among GOP financial
management and information systems officials on the
distribution of financial management responsibili-
ties and the standards, policies, regulations,

procedures and automated informaticn systems that -

are necessary to fully carry out those responsibil-
ities and to be accountable to the public.

There is an appropriate balance between practical
solutions that are finely tuned to the Panamanian
political, social and economic environment and
conceptually desireable solutions.

There is a cost effective approach which will
ensure significant improvements in the financial
management of the public sector, public officials
accountability and the public perception of the
government's financial management integrity.

There will be a significant technology or "know-
how" transfer from the contractor(s) to GOP
financial managers and other personnel.
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No alternative approach was identified which captures all
benefits. Approaches which focus on one subsystem (such as budget)
to the exclusion of others or which attempt to provide technical
assistance in financial management to many agencies instead of the
central regulatory agency. The Controller General's Office appear
to have higher costs as well as lower probabilities of success.

It is concluded that the proposed approach is the least cosgt
method of attacking the problen.
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ANNEX 1 PINANCIAL ANALYSIS

The financial analysis of the project reflects the dominant
significance of U.S. and TCN technical assistance team member costs
in the implementation of the project. <Components of the analysis
are as follows:

1. Summary Budget

2. Panamanian contribution

3. Estimates of level of effort required by function

4. U. S. and TCN consultants

5. Panamanian professional and clerical support

6. Short-term technical assistance

7. U. S. PSC project manager

8. Audit and Evaluation

9. Equipment and supplies

10, Comparison of technical consultant <costs under
alternative modes of contracting

The analysis begins in Table H-4 with estimates of the level
of technical assistance effort expressed in person-months required
to carry out the project. Because U.S. and TCN technical
assistance personnel costs drive the project budget, the next set
of spreadsheets (Table H-14) analyzes prices of technical
assistance services at three daily rate levels delivered by four
altenative sources. In Table H-=14-A, the cost of a financial
management consulting firm applying an estimated 100% overhead, 15%
G&A, and 7.5% fee is presented. Table H-14-B estimates costs if
services procured are defined as recruitment and support rather
than financial management technical services as such. Table H-14-C
presents the costse of contracting for all foreign technical
assistance from Price-Waterhouse applying the rates the Mission is
currently paying for their technical assistance services. Table
H~14-D presents a dual contract configuration with a sole source to
P-W for the team leader and an 8(a) contract for other foreign
technical assistance team members. The figures suggest that the
Table H-14-D alternative, while not the least expensive preserves
the Mission's investment in the current team leader while otherwise
reducing overall costs.

Tables H-9 applies the 8(a) contrating rates to three levels
_of daily consulting salaries. Table H-5 applies these rates tu a
six person foreign technical assistance teanm. The table
distinguishes between "personnel costs", meaning salaries,
allowances, and other direct costs attributable to the consultant
and "contractor costs" meaning overhead, G&A, and fee. The total
estimated cost is less than $3,000,000 and thus permits negotiated
8 (a) contracting.

Table H-6 shows estimated costs of local contracting of
technical assistance and support services.

1
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Table H-7 presents short-term technical assistant during the
first two years of the project.

Table H-10 presents the estimated costs of the PSC contract
for a project manager reporting to AID directly.

Table H-11 presents estimates of costs of audit. Table H-12
presents estimates of costs of evaluations.

Table H-3 presents estimates of GOP contribution to the
project and demonstrates that the GOP will pay more than 25% of the
costs of the project.

Table H-2 (a) and H-2 (b) present the project cost
distribution by year and source of funding.

Table H-1 presents the summary budget.

\7
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Summary Budget

(US Dollars)

| | } Total
] us | Panama | Project

-------------------------------------------------- R
| I I

Foreign Technical Assist. (Table H-5) ] 2,983,661 | -- | 2,983,661
] I |

Local Technical Assist. & Support- (Table H-6) | 706,588 | -- | 206,588
| | |

Short-term Foreign TA (Table H-7) | 898,451 | -- | 898,451
| | |

Equipment and Supply (Table H-13) | 150,000 | -- | 150,000
| | |

Audit & Evaluation (Tables H-11 & H-12) ) 100,025 | -- | 100,025
| | |

GOP Contrib.: Personne) & Support (Table H-3) } -- | 1,844,000 | 1,844,000
| | |

PSC Project Manager Contract (fable H-10) | 639,314 | -- | 639,314
] | |

oo o | -oeeeeees

Subtotal i 5,478,039 | 1,844,000| 7,322,039
| | |

Inflation & Contingencies | 821,961 | 356,000 | 1,177,961

-------------------------------------------------- |---—~-----—--|-------.-.---l----_---.---

TOTAL | 6,300,000 | 2,200,000 | 8,500,000

B EEESSGERTSrIEEISCICEIETSISSCIEZSSISSSIZ3TTIELSSSCSCISESZITSISCSCZZIISESISSRSSSSSSSZSSSSSEEECSTITSTIZIES
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Table H 2 (a)
Project Costs Distributed by Year and Source of Funding
{US bollars)

BIEREBRER IS A U S EE N I E I RIS S S I AE R I IR I S AR AR E I CTXSISICREENARSYSEED ESEEEmE
| Year 1 | Year 2 | Year 3
---------------------- ] T
Item | | |
| AlD 0P TOTAL | AID 6oP TOTAL | AID 0P TOTAL
---------------------- R L e
Short-term | | |
Technical Assist. | 355,562 0 355,562 | 542,889 [ 542,889 | 0 0 0
| | |
Foretgn | i |
Tech. Assistance | 330,472 0 330,472 | 766,176 0 766,176 | 766,176 Q 766,176
I I |
Local | | |
Tech Assist. | 88,320 0 88,320 |} 176,640 0 176,640 | 176,640 0 176,640
| | |
Equip & Supplies | 150,000 0 150,000 | 0 0 0] 0 0 0
| | I
Audit & Eval. | 7,700 [ 7.700 | 7.100 0 7,700 | 43,370 0 43,370
| | I
GOP Personnel 3 | | |
Support | 0 368,800 368,800 | 0 368,800 368,800 | 0 368,800 368,800
! | |
Project Officer | 132,660 0 132,660 | 123,660 0 123,660 | 126,660 0 126,660
| | i
| I |
Sub-Total | 1.064.714 368,800 1,433,514 | 1,617,065 368,800 1,985,865 | 1,112.846 368,800 1,481,646
| I |
Inflstion/Conting. ] 164,392 71,200 235,592 | 164,392 71,200 235,592 | 164,352 71,200 235,592
| | i
TOTAL | 1,229,106 440,000 1.669,106 | 1,781.457 440,000 2,221,457 | 1,277,238 440,000 1,717,238

EZSEKES22SCECISICIZEEBESCIEETINESIFETETISSESSSSCSSCIRSSESSS ST TSSSSSSS=23S=ZISTIETITETEISSS zz==== 2 I EXAROESICLAEEBRMARITEEI TSI
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Yable H -

2 (b)

Project Costs Distributed by Year and Source of Funding
(US Dollars)

(a) figures in the last year has been adjusted due to rounding errors

Annex H

--.8::S-.---..‘-...----ﬂ.-I.'--.'II‘-:SII.--.--IIIE===============XI=’I::l'IB':!I:!3EISII.---II---..---.-.--.----‘!-I:‘I:.--
| Year 4 | Year 5 (a) | Total
-------------------- e e L
Item I ! . I
‘ | AID GoP T0TAL | AlD 0P T0TAL | AID 60P T107AL
-------------------- T L e
Short-term | ] |
Technical Assist. | 0 0 0| 0 0 0| 898,451 0 898,451
| | |
foreign | } |
Tech. Assistance | 766,176 0 166,176 | 354,661 0 354,661 | 2,983,661 0 2,983,661
| | |
Local | | !
Tech. Assist. | 176,640 0 176,640 | 88,348 0 88,348 | 706,588 0 706,588 °
I ! |
Equip & Supplies | 0 0 0| | 150,000 0 150, 000
| I |
Audit & Eval. } 7,700 1] 7.700 | 33.555 0 33.5%5 |} 100,025 0 10G,025
| I |
GOP Personnel & | I I
Support | 368,800 368,800 | 368,800 368,800 | 0 1,844,000 1,844,000
| | |
Project Officer | 123,660 0 123,660 | 132,674 0 132,674 | 639,314 0 639,314
| I |
I I |
Sub-Totai | 1,074,176 368.800 1,442,976 | 609,238 368,800 978,038 | 5,478,039 1,844,000 7,327,039
| I |
Inflation/Conting. | 164,392 71,200 235,592 | 164,393 71,200 235,493 | 821,961 356,000 1,177,961
| ! I .
T101AL | 1,238,568 440,000 1,678,568 | 773,631 440,000 1,213,631 | 6.300,000 2,200,000 8,500,000
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11/8/90 e -
GOP Contribution: Personnel 8 Support
(US Dollars)

PERSONNEL Monthly

Ful) time employees Amount Cost # Ko. Annual Total
Director 1 1,800 60 21,600 108,000
Director Assistant 1 800 60 9,600 48,000
Secretaries 2 960 60 11,520 57,600
Janitors I 300 60 3,600 18,000
Chauffeur 1 500 60 6,000 30,000
Professors 10 10,000 44 120,000 440,000
Subtotal 14,360 172,320 701,600

Part time employees
Supervision fm MIPPE MHT CG (a) 10,000 44 120,000 440,000
TOTAL PERSONNEL 24,360 292,320 1,141,600
EQUIPMENT MAINTENANCE

Monthly

Item Cost # Mo. Annual Total
Rent (b) 6,000 60 72,000 360,000
Air conditioning 2,500 60 30,000 150,000
Cer N 200 60 2,400 12,000
Supplies (c) 2,600 44 31,200 114,400
Audio, furniture 1,500 44 18,000 66,000
TOTAL EQUIPMENT MAINTENANCE 12,800 153,600 702,400
TOTAL GOP PERSONNEL AND SUPPORI 37,160 445,920 1,844,000

{a) supervision from the Executive Committee composed of Minister of Planning,
Minister of Finance & Treasury, Comptroller General, President of the
Budget Cosmittee of the Legislative Assembly.

{b) includes 1 floor Gusromares Bldg. & 1 floor Contraloria Bldg.

(c) computer supplies for Technical staff, materials for training at Training
Center, supplies for the Auditor Office
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Table H - 4

Estimates of Level of Effort by Function
..-....-I.--.IIICII.III-.-.-.IIII-IEUSSIIllSHIﬂ:glSISIIIIIIIIII..IUIIl-l.-'-.--'-

Leader 5 12 12 12 7 48
Treasury 4 12 12 12 4 44
Budget 4 12 12 12 4 44
Acctg 4 12 12 12 4 a4
Debt 4 12 12 12 4 44
Audit 4 12 12 12 4 44
Sub-total 25 12 12 12 27 268
Short-term Hire (6 pers.) ' 30 46 16
Local Hire

Administrator 6 12 12 12 6 48
INS Specialist 6 12 12 12 6 48
Train Specialist 6 12 12 12 6 48
Secretaries (2) 12 24 24 .24 12 96
Sub-total 30 60 60 60 a0 240
TOTAL 85 178 132 132 57 584
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1172/90 e
Estimated Costs of Foreign Contract for Personnel Services
Associated with Technical Assistance Staffing
(US Dollars)
Personnel Costs | Contractor Costs |
---------------------------------------------------------------------------------------------------- e [
Monthly Jotal | Monthly Total | |
post Personnel Personnel | OH(e) GBA(f) Fee(g) Contractor Contractor { |TOTAL COSTS
Personnel Salary diff(a) fringe(b) allow(c) DBA(d) Cost #Mo. Cost | 20.00x 3.00x 3.00% Total Cost | |
---------------------------------------------------------------------------------------------------- e I
| I
Team Leader 215 5,958 596 918 2,517 205 10,195 48 489,341 | 1,192 342 352 1,885 90,484 | | 579,826
| I
Treasury Adv. 250 5.417 542 83s 2,517 186 9,497 44 417,852 | 1,083 k1% 327 1,728 16,017 | | 493,869
| Il
Budget Advisor 250 5.417 542 835 2.217 186 9,197 44 404,652 | 1,083 308 318 1,709 75,213 | | 479,865
| 1
Accting Advisor 220 - 4,767 477 135 2,217 164 8,359 44 367,800 | 953 279 288 1,520 66,900 | | 434,700
I 1
Debt Advisor 220 4,767 477 135 2.217 164 8,359 44 367,800 | 953 2719 288 1,520 66,900 l | 434,700
| 1
Audit Advisor 220 4,767 477 735 2,217 164 8,359 44 367,800 | 953 219 208 1.520 66,900 | | 434,700
--------------------------------- il Tl B I
Total 31.092 3,109 4,793 13,902 1,070 53,965 2,415,246 | 6..18 1,806 1,860 9,884 442 415 | | 2,857,661
Freight/femily: $15,000 90,000
(s) represents 10.0X on salary. Travel/femily: § 6,000 36,000
(b) [(salary + pd)*.0765} + (salary * .O7) . mmeemeeeeee
(c) housing: Sr. Adv. = $1,600; Jr. Adv. = $1,300 2,983,661
school: $917/month for 2 students mneseassse

(d) represents 3.44X on salary.

(e) represents salary * OH rate.
(f) represents (personnel monthly cost + OH) * GSA rate.
(9) represents (personnel monthly cost + OH +GBA) * fee rate.
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20 .
Estimated Costs of Local Contract for Technical Assistance & Support Staffing
(US Dollars)

| | |

| Personnel Costs I Contractor Costs | Total Costs

| | |
-------------------- el [

| Personnel Total | Contractor Total |

| Honthly Health Monthly Personnel| OH(c) GBA(d) Fee(e) Monthly Contractor |

i Salary fringe(a) Ins (b) Cost #o. Cost . | 50.00X 0.00X 3.00X Cost Cost |

| mmems s e e | reroesmesseseneees eeoeee e |
Adninistrator | 1,800 194 29 2,023 48 97,088 | 900 0 88 988 47,409 | 144,497

| i |
Inf. Specialist | 2,300 247 29 2,576 48 123,668 | 1,150 0 112 1,262 60,566 | 184,234

i I !
Training Specialist | 1,500 161 29 1,690 48 61,140 | 150 0 13 823 39,514 | 120,654

| | |
Secretaries (2) | 1,600 172 23 1,801 96 172,912 | 800 0 78 ars 84,291 | 257,203

| mremmn mmeeeoe e e | somreeeoeesseenneens s e | ==eeee-
Total Locals | 7,200 174 3L 240 474,808 | 3,600 0 351 231,780 | 706,588

(a) 10.75% on salary

(b) $350/year/person

(c) represents salary * OH rate

(d) represents personnel monthly cost * GSA rate.

(e) represents (personnel monthly cost + OH + GRA) * fee rate
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11/23/90 B R
Estimated Costs of Contract for Personnel Services
Associated with Short-Term lTechnical Assistance Staffing
(US Dollars)

Personnel Costs i Contractor Costs |
------------------------------------------------------------------------------------------- e el | B
Monthly Total | Monthly Total | |
per Personnel Personnel | OH{d) GBA(e) Fee(f) Contractor Contractor ] JTOTAL COSTS
Personnel Salary fringe(a)diem (b) DB8A(c) Cost #Mo. Cost | 20.00X 3.00Xx 3.00X% Total Cost | |
------------------------------------------------------------------------------------------- R [
I |1
System Project Cons. 295 6,392 936 3,696 220 11,244 15 168,659 | 1,278 3716 kl.v} 2,041 30,614 | | 199,273
| 11
Treasury Consultant 250 5,417 794 3,696 186 10,093 11 111,018 | 1,083 335 345 1,764 19,403 | | 130,421
| (|
Debt Consultant 250 5,417 794 3,696 186 10,093 9 90,833 ' 1,083 335 345 1,764 15,875 | | 106,708
| I
Budget Consu!tant 250 5.417 794 3,696 186 10,093 11 111,018 | 1,083 335 345 1,764 19,403 | | 130,421
) [ I
Accting Consultant 220 4,767 698 3,696 164 9,325 15 139,874 | 953 308 318 1,579 23,689 | | 163,564
: | I
Auditing Consultant 220 4,767 698 3,696 164 9,325 15 139,874 | 953 308 318 1,579 23,689 | | 163,564
-------------------- e Bl B
Jotal 32,175 4,714 22,176 1,107 60,171 761,276 6,435 1,998 2,058 10,491 132.675 893,951
. Travel /person $750 4,500
(a) ({salary + pd)*.0765] + (salary * .07) e
{b) per diem $132. TDY's total period will not be consistent. 898,451
(c) represents 3.44% on salary. [FOS———
(d) represents salary * OH rate.
(e) represents (personnel monthly cost + OH) * GBA rate.
(f) represents (personnel monthly cost + OH ¢G8A) * fee rate.
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Annual fstimates of Project Foreign Technical Assistance
==xzux Staffing Cost based on four Alternatives (a)

(US Dollars)

Alternative A Alternative 8 Alternative C Alternative D
#of = eeeeeeeeeeeo s ddbdicieeceee ccdememaaaas
People Single Contract for Financial Single Contract for Personnel Sole Source Contract Dua) Contract Conftguration
TA Services (b) Services (c) Big 6 Team Leader Sole Source

Other TA, 8(a)

Team Leader at $275/day 1 225,488 146,056 262,622 262,622
Senior Adv. at $250/day 1 215,436 137,169 251,536 137,169
Junior Advisor at $250/day 1 198,989 130,868 247,666 130,868
Expert at $220/day 3 535,623 355,650 664,134 355,650
Total 6 178,536 e 1,425,350 6,308

(a) Detalled analysis of each alternative in Table H-14.

{b) TA Services refer to contracting with consulting firm for technical results.

(c) Personnel Services refer to contracting with personnel firm solely for
services of recrulting, inserting in country, payroll, in country personnel
support, and extraction, i.e {8a firm).

ST EES A EES AN IS AN N X AN AN SN S I NS S R X R T I S RN C I SRR TSI S I E X EEIETICCSCTEIEICSSKEENCSSIARRIENESS XIS CEEIAEEANASAEECCSARSESEeusSs
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fable H - 9

Contract for Personnel Services

Monthly Cost of Technical Assistance Staff by Daily Rate

Semvor Advisors

Item Unit Cost Exten’n Monthly
Salary $215/day 275.00 5958.33
post differential 10X 27.50 595.83
fringe(.0765¢.07) 14.65% 42.39 918.48
dba(.0344) 3. 44 9.45 204.97
housing/mo. 1600.00 1600.00
school /sti:(2) $500.00 11000.00 916.67
Total Monthly Personnel Cost
OH/X sala-ies 20.00% 1191.67
Total OHeDirect Costs 11385.94
GBA/X OH+Dir. Cost 3.00% 341 .58
Fee/X OHeDir. Cost 3.00% 351.83

Total Monthly Contractor Cost

Total Monthly Price per Senior Advisor

(US Dollars)

Annex H

e SRS TR I rE X ICERGSrIARAII I SN ECECOTARNRCRISIALSSIFRIIACETRS

12,079 |

|
Junior Advisor | Expert
.............. | ------
|
Item Unit Cost Exten’n Monthly | Item Unit Cost Exten’n Manthly
e e etemm e e o memmme I mmmme  hhdcdaeee wmmamm= mmce—==
|
Salary $250/day 250 5416.67 | Salary $220/day 220.00 4766.67
post differential 10X 25.00 541.67 | post differential 10X 22.00 476.67
fringe(.0765+.07) 14.65% 38.54 834.98 | fringe(.0765+.07) 14.65X  33.91 734.78
dba(.0344) 3.44% 8.60 186.33 | dba(.0344) 3. 4% 7.57 163.97
hous ing/mo. 1300.00 1300.00 | housing/mo. 130000 1300.00
school/stu(2) 5500.00 11000.00 916.67 | school/stu(2) 5500.00 11000.00 916.67
I
........ | I,
Total Monthly Personnel Cost 9,196 | Total Monthly Personnel Cost
|
OH/X salaries 20.00X 1083.33 | OH/X sataries 20.00% 953.33
........ ' P
Total OH+Direct Costs 10279.65 | Total OH¢Direct Costs 9312.09
|
G&A/X OHsDir. Cost 3.00% 308.39 | G&BA/X OH+Dir. Cost 3.00% 279.36
Fee/X0H+Dir Cost+GBA 3.00% 317.64 | Fee/X OH+Dir. Cost 3.00% 287.74
|
Tota) Monthly Contractor Cost 1,709 | Total Monthly Contractor Cost
--------- |
Total Monthly price per Junior Advisor 10,906 | Total Monthly Price per Expert

8.3%9

9,879
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Table H - 10

Cost Estimate for PSC Project Manager Contract
(US Dollars)

sass AN A AEIEENEESENSCRCISETIINERE

Item Unit Cost Exten’n
Salary $295/day 295.00
post differential 10% 29.50
fringe(.0765) 7.65% 24.82
dba(.0344) 3.44% 10.15
housing/mo. 1.600.00
school fstu(2) 5,500.00 11,000.00

Total Monthly Cost for PSC Manager
PSC Manager Cost 60 months
Freight

Travel

TOTAL PSC MANAGER COST

Annex H
Monthly
6,391.67
639.17
537.86
219.87
1,600.00
916.67

10,305.23

618,314

15,000

6,000

639,314
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Table H - 11

Audit Costs
(US Dollars)

Audit for 20 days to be performed in accordance with Dire Emergency
Lending Legislation

Total for
Item Unit Cost Exten’n # days Period
sty wisigy w5 4 350
Senior Auditor
;;;;;;-;;;--.- $210/day 210 20 4,200
Total Cost for | year -‘;:;;;
Totsl Cost 5 years 38,500

(a) represents burdened daily rates for local auditors.

Annex H
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1172790 Evaluation Costs
. (US Dolltars)
Mid-term evaluation for 3 weeks by two evaluators 15 days each Final evaluation for 4 weeks by two evaluators for 20 days each
(Team leader at $295/day Evaluator ot $250/day)
Team Leader
Total Tatal
Item Unit Cost Exten’n # days Period Item Unit Cost Exten’'n # days Period
Salary $250/day 250 30 7,500
Travel to/fm post 750 750 750 Salary $295/day 295 20 5,900
per diem/10 days 132 3,960 Travel to/fm post 750 750 750
------- per diem/20 days 132 2,640
Total Personnel Cost 12,210 s
Total Personnel Cost 9,290
OH. GBA, fee/X salary 75.00% 5.625
R OH, GBA, Fee/X salary 75.00% 4,425
Total Cost Evalustor at $250/day 17,835 o emeeeee
Total Cost Evaluator at $295/day - 13,715
Total Cost 2 35,670
Evaluator
Total for
Item Unit Cost Exten’n # days Period
Salery $250/dey 250 20 5,000
Travel to/fm post 750 750 750
per diem/20 days 132 2,640
Total Personnel Cost 8,390
OH, GBA, Fee/X salary 75.00% 3,750
Total Cost Evaluator at $250/day 12,140 .
Total Cost for two Evaluators 25,855

TOTAL EVALUATION BUDGET 61,525
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s s
Equipment and Supplies
(US Dollars)

S S A SN  ES N A A S NAE AE E  E ENR S NS NN E I NN R USSR N TN IR AR TRINE xEww (L]

Equipment & Software

Shipping,
Handling & Ins. Total
Item Unit Cost Quantity Cost 8.00% Cost
Personal Computers (a) 3,000 10 30,000 2,400 32,400
Laser Jet 111 Printer 2,000 2 4,000 320 4,320
Printers for PCs 600 10 6,000 480 6.480
Photocopy machine 3,600 1 3,600 238 3,888
Canon 270 fax machine 1,395 1 1,395 112 1,507
Xerox typewriters Model 6016 630 4 2,520 2.520
Page Maker 505 10 5,050 5,050
Word Perfect 5.1 282 10 2,820 2,820
Lotus Release 2.2 397 10 3,970 3.970
Harvard Graphics 329 10 3,290
Harvard Project Mgr. 479 10 4,790
Total Equipment and Software 62,955
Supplies
Diskettes 3.5 HD 49 50 2,450
Oiskettes 5.25 HD 49 50 2,450
Daisy Wheels (b) : 10 40 400
Supp)ies/fax machine 16 90 1,440
Suppl tes/photocopier (c) 132 602 21,120
Supplies/printer (d) 2719 930 26 600
Miscellaneous & Contingency 12.665
Total Supplies 87,045
TOTAL ESYIMATED COST FOR EQUIPMENT & SUPPLIES 150,000

(a) 10, 386 Based PC's 40 MB HD 2 MB RAM 3.5 inch disk and 5.25 inch floppy disk,
VGA Color Monitor, Mouse
(b) Xerox Dalsy Wheels Preatige Elite 12 (20 wheels) and OCR 8 10 (20 wheels).
(c) Bond Paper: 8.5 x 11, 8.5x 14: 315, 200/yr 60 bottles toner: $12 ea.; 60 bottles toner: $90 ea.
(d) Printing paper: 9.5 x 11, 14.875 x 11: $25, 200/yr.; 120 bottles toner: $125 ea.
600 ribbons 39 ea ;. 10 comfort visions $120 ea.




Table H - }4

Detatled Analysis by Contracting Alternatives

A. Financial Management Project - Draft Budget - Single Contract

on Financial Managewment Firm

Filename: FMBudget
10/29/9:00am

Team Leader

item Unit Cost Exten’n
Salary $275/day  275.00
asost differ. 10.00X 27.50
fringe( 0765¢.07) 14.65% 42.39
dba(.0344) Jaix 946
housing/mo. 1600.00

school /stu(?) 5500.00 11000.¢0
travel to/fm post

travel (4 pers) 750.00 3000.00

fretght 15000.00 15000 00
home leave

travel(4 pers) 150.00 3000.00

per diem 126.00

Total Personnel Cost

Overhead/salaries 1.00 295.00
GRA/X on salarves 15.00%
Fee/X costsOH+GBA 7.50%

Total Contractor Cost

Tota) Price Team Leader

Monthly #o.
5958.33 60
595.83 60
916.48 60
204.97 60
1600.00 60
916.67 60
6391.67 60

Annus)

71500.
7150.
11021.
2459
19200.
11000.

122331
76700.
10725
15731

103156

225488

00
00
13
60
00
00

.33

00
00
12
12

05

Total

357500.00
35750 00
55108.63
12298 .00
96000. 00
55000 00

3000 00

15000.00

3000.00

632656 63
353500.00
53625.00
18658 62

515783 62

1148440.25

Annex H

8. Financial Management Project - Draft Budget - Single Contract on

Personal Firm

Filename: FMBudget
10/29/9:00am

Team Leader on fully loaded contract

Item Unit Cost Exten'n
Salary $275/day  275.00
post differ. 10.00X 27.50
fringe(.0765+.07) 14.65% 42.39
dba( 0344) 3. 24 9.46
housing/mo. 1600.00
school/stu(?) 5500.00 11000.00
travel to/fm post

travel (4 pers) 750 00 3000.00

freight 15000.00 15000.00
home leave

travel(4 pers) 150.00 3000.00

per diem 126 00
Total Personnel Cost
Overhead/salaries 20.00% 59.00

00x
00%

GBA/X salary ¢+ OH 3.
Fee/X cost+OHeGBA 3

Total Contractor Cost

Total Price leam |eader

Monthly #Mo.
5958.33 &0
595.83 60
918.48 60
204.97 &0
1600.00 60
916.67 60
1278.33 60

Annual

71500.

1150

1102).

2459.
19200.
11000.

122331.

15340.

4130
4254

23724

146055

00
00
13
60
00
00

3
00
14
04

18

51

Total

357500.
35750.
55108.63
12298.
96000.
$5000.

88

288

3000.
15000.00

8

3000.00

632656.63
76700.00
20650.70
21270.22

118620.92

751277.%4
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Senior Advisors on Single Contract

Item Unit Cost Exten’'n
Salary $250/day  250.00
post differ. 10.00X 25.00
fringe(.0765+.07) 14.65% 38.54
dba(.0344) 3.4 8.60
housing/mo. 1600.00

school /stu(2) 5500.00 11000.00

travel to/fm post

travel (4 pers) 750.00 3000.00

freight 15000.00 15000.00
home leave

travel (4 pers) 750.00 3000.00

per diem 126.00

Total Personnel Cost

Overhead/salaries 1.00 295.00
GRA/X on salaries 15.00%
fee/X cost+0H+GRA 7.50%

Total Contractor Cost

Total Price per Sentor Advisor

Monthly #Mo.
5416.67 60
S41.67 60
834.98 60
186.33 60
1600.00 60
916.67 60
6391.67 60

Annual

65000.
6500.
10019.
2236.
19200.
11000.

113955.
76700.
9750.
15030.

101480.

215436

00
00
75
00
00
00

75
00
00
43

43

Total

325000.

32500

50098 .
11180.
96000.
55000.

3000.

15000.

3000.

590778

383500.
48/50.
75152.

507402

1098180

00
00
15
00
00
00

00

00

00

00
00
16
16
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Senior Advisor on dual contract

Item Unit Cost Exten‘n
Salary $250/day 250.00
post differ. 10.00X 25.00
fringe(.0765+.07) 14.65% 38.54
dba(.0344) 3 44X 8.60
housing/mo. 1600.00

school /stu(2) 5500.00 11000.00

travel to/fm post

travel (4 pers) 750.00 3000.C0

freight 15000.00 15000.00
home 1cave

travel (4 pers) 750.00 3000.00

per diem 126.00

Total Personnel Cost

Overhead/salaries 20.00X 59.00
GBA/X salary + OH 3.00%
Fee/X cost+OH+GRA 3.00%

Total Contractor Cost

Total Price per Senior Advisor

EIEEEEERIICS2ISEESEIIBENEX

Monthly #Mo.
5416.67 60
541.67 60
834.98 60
186.33 60
1600.00 60
916.67 60
1278.33 60

Annual

65000.
6500.
10019.
2236.
19200.
11000.

113955.
15340.
3ar8.
3995.
23214

137169.

00
00
75
00
00
00

15

00
87
24

Total

325000.00
32500.00
50098.75
11180.00
96000.00
55000.00

3000.00

15000.00

3000.00

590778 715
76700.00
19394 36
19976.19

116070 .56

706849 .31




Expert on single fully loaded contract

Item Unit Cost txi>n’n
Salary $220/day 220.00
post differ. 10.00X 22.00
fringe(.0765+.07) 14.65X 331.9]
dba(.0344) 3. 44X 1.57
housing/mo. 1.90.00

school /stu(2) 5500.00 11000.00

travel to/fm post

travel (4 pers) 750.00 3000.00

freight 15000.00 15000.00
home leave

travel (4 pers) 750.00 3000.00

per diem 126.00

Total Personnel Cost

Overhead/salaries 1 00 220.00
GRA/X on salaries 15.00%
Fee/X cost+OHeGRA 7.50%

Total Contractor Cost

Total Price per Expert

Monthly #Mo. Annual Total
4766.67 60 57200.00 286000.00
476.67 60 5720.00 28600.00

734.78 60 8817.38 44086.90

163.97 60 1967 .68 9838.40

1300.0¢ 60 15600.00 78000.00
916.67 60 11000.00 55000.00

3000.00

15000 00

3000.00

100305.06  522525.30

4766.67 60 7200 00 286000 00
8580.00 42900 00

12456 .38 62281 .90

78236.38 391181 90

178541.44 913707 20

Expert on dual cuntract configuration

Item Unit Cost Exten’n Monthly #Mo.
Salary $220/day 220.00 4766.67 60
post differ. 10.00X 22.00 476.67 60
fringe(.0765+.07) 14.65% 33.91 734.78 60
dha( 0344) 3. a4x 71.57 163.97 60
hous ing/mo 1300.00 1300.00 60
school /stu(2) 5500 00 11000.00 916.67 60
travel to/fm post

travel (4 pers) 750.00 3000.00

freight 15000.00 15000.00
home leave

travel(4 pers) 750.00 3000.00

per diem 126.00
Total Personnel Cast
Overhead/salaries 20.00X 44.00 953.33 60
GBA/X salary + OH 3.00%
Fee/X cost+OH+GRA 3.00%

Total Contractor Cost

Total Price per Expert

Annual

57200.00
5720.00
8817.38
1967 .68

15600. 00

11000.00

100305 .06
11440.00
3352.35
3452.92

18245.27

118550.33

Total

286000 .00
28600.00
44086.90

9838.40
78000.00
55000.00

3000.00

15000.00

3000.00

522525.30
57200.00
16761.76
17264.61

91226.37

613751.67
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ANNEX I. INBTITUTION‘L ANALYSIS
1. verview v

This section begins with an overview of the Government of Panama in
order to identify the government agencies and offices that have
financial management and control responsibilities and the related
legal basis.

a. Organization of the Government of Panama

In accordance with Title 1, Article 1 of the Political Constitution
of the Republic of Panama, "The Panamanian nation is organized as
a sovereign and independent state, whose name is the Republic of
Panama. 1Its government is unitary, republican, democratic, and
representative."

Article 2 of the Constitution states that the supreme power is
vested in the people, and exercised by them through a system of
representation established in the Constitution, by means of the
Legislative, Executive and Judicial branches which act limitedly
and separately, but in harmonious collaboration."

The Constitution further identifies three independent
organizations: the Controller General’s Office of the Republic
which reports to the legislative and executive branches and is
responsible for controlling and overseeing public funds; the
Electoral Tribunal which is in charge of guaranteeing liberty,
honor and efficacy of the popular vote; and the Public Affairs
Ministry which defends the interests of the State.

Figure 1 shows the organization of the Panamanian government and
includes the decentralized organizational structure for provincial
and municipal administrations.

Figures 2, 3, and 4, present the organization of the Legislative
and Executive branches and of the Supreme Court of Justice,
respectively.

The Executive Branch is composed of 12 ministries (central
government entities) and 50 decentralized and autonomous entities.
Article 238 of the Constitution establishes a mayor, a chief of
nmunicipal administation and two assistants, elected by direct
popular vote, in each district. Article 238 continues to state
that the law, however, can permit that in any district the mayor be
named and removed by the Executive Branch. There are 65
municipalities and 9 provincial councils.

.\7
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FIGURE 3
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FIGURE 4
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b. Organization and Functions of the Principal
Institutions and Administrative Offices that
Participate in Government Financial Management

1, Controller General’s Office of Panama

Article 275 of the Constitution states, "There will be an
independent state organization called the Controller General’s
Office of the Republic, the direction of which will be the charge
of a public official to be called the Controller General, assisted
by a Deputy Controller, both of whom will be appointed for a term
equal to that of the President of the Republic..."

Article 155, Number 5, states that one of the administrative
functions of the Legislative Assembly is to name the Controller and
Deputy Controller of the Republic.

The functions of the Controller General'’s Office are established in
Article 276 of the Constitution. These ares:

) To kaoep the national accounts, including accounts of the
internal and extsrnal debts.

© To control, regulate and oversee all management of funds
and other public resources, in order that they be
utilized correctly and in accordance with the law. The
Controller General’s Office vill determine those cases in
vhich it vill exercise doth pre-control and post-control
over management decisions, as vell as cases where it will
only exercise post-control.

o To examine, intervene, and close the accounts of public
officials, entities or personnel that administer, manage
or safequard funds or other public resources. That which
pertains to criminal responsibility falls under the
jurisdiction of the ordinary courts. -

© To carry out inspections and investigations to determine
the correctness or incorrectness of operations which
affect the public patrimony, and to present the findings.

@ To collect the financial management reports of public
national entities, provincial departments,
municipalities, and autonomous, semiautonomous and state-
owned businesses from the corresponding public officials.

@ To establish and promote the adoption of the necessary
measures to pay off public dabts.



° To demand the declaration of unconstitutionality, or
illegality, as the case may be, of laws or acts in
violation of the Constitution or of the laws that govern
the national resources.

o To establish the accounting methods of those public
entities referred to in Number S of this articls.

o To inform the Legislative Assembly and the executive
branch of the financial state of the nation and to advise
thenm about the viability and suitability of the extension
of supplementary or extraordinary credits.

o To direct and formulate national statistics.

o To appoint employees within the Controller'’s Office in
accordance with the Constitution and the law.

o To present to the Executive branch and the Legislative
Assembly an annual report on its activities.

o To provide opinions when doubts arise due to alleged
irregularities by its agents and managers.

In the constitutional provisions referring to the National Budget,
Article 268 states that:

"...the Legislative Assembly will not increase any of the
proposed outlays in the budget projection or include a
new outlay, without the approval of the Council of
Ministers, nor increase estimated revenues without the
approval of the Controller General of Panama..."

Article 272 establishes that:

...the Legislative Assembly will not issue laws that
repeal or modify existing legislation which establishes
known revenue in the budget, unless at the same time it
establishes new substitute income or augments existing
income without informing the Controller General’s Office
of Panama about the fiscal effects of those actions.

To exercise the legal powers described above, the Controller
General’s Office maintains (at the time of this report) the
organizational structure shown in Figure 5, and relies on a staff
of approximately 2,000. Of this staff, 800 employees have been
assigned to the Audit Office, 435 to the Census and Statistics
Office, 245 to the Accounting Office and the rest to other
divisions.



The Audit Office staff is organized in the following way:

(o)

It is esti
technical
activities
technical
etc.

Budgetary

Controller
Accounting
throughout
autonomous
Accounting

550 auditors assigned to pre-control activities related
principally to the review and authorization of
disbursements and the signing of checks for agencies and
entities of the central government, decentralized and
autonomous entities, public enterprises, municipalities
and provincial councils (approximately 13S institutions
in total);

50 auditors assigned to the payroll department and the
review of accounts and credits for the controller
General’s Office;

38 auditors to carry out financial post-audits, some of
which result in the issuance of findings;

12 auditors recently assigned to special investigations
for the Directorate of Investigative Services; and

150 employees administrative and secretarial support
staff.

mated that less than 10% of the 650 professional and

employees of the Office are dedicated solely to auditing
. Therefore they are unable to get involved in other
areas such as operational audits, performance audits,

and accounting activities under the jurisdiction of the
General’s Office are the responsibility of the
Office and the audit offices it has established
the ' central government. and the decentralized and
institutions. The internal organization of the
Office is presented in Figure 6.
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2. Ministry of Finance and Treasury

In the Organizational Manual of the Government of Panama, the
principal functions of the Ministry of Finance and Treasury are
summarized. They are the following:

"To identify, collect, and control the revenue from
services, fees, interest, taxes, and donations as
expounded in the active directive of the Treasury,
including customs regulations; to safeguard national
resources; to regulate the Panamanian merchant marine
taxation matters; regulate games of chance and other
gambling activities; to register the quality, value and
ownership of properties in the Republic."

Figqure 7 illustrates the organization of the Ministry of Finance
and Treasury.
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FIGURE 7
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3. Ministry of Planning and Economic Policy

The Ministry of Planning and Economic Policy performs the following
basic functions:

o Preparation of short, medium, and long term
economic and social development plans;

o synchronization of regional and sectoral programs;

o 'Participation in the formulation of economic

and social policy, especially in the fields of
fiscal and financial policy, international
commerce, monetary and credit policy, income,
prices, national production, transportation
and communication;

° Coordination of plans and programs at the
national, sectorial, regional, and local
levels;

o) Direction of the budgetary administration of
the public sector including preparation and
formulation, financial and fiscal
administration, accounting and control,

evaluation, coordination and 1liquidation of
budgets and their programs;

o Organization and execution of organizational
administrative plans;

o] Direction of the administration and training
of personnel;

o Management and private negotiation of pending
authorization from the President of the
Republic, the external financing necessary for
the administration of projects of all national
agencies and internal financing when it
affects the public debt;

o Preparation, coordination, and evaluation of
the external technical cooperation program;

° Private administration of funds that the
national government, other states, and

international agencies assign for the
completion of technical and econoalic
feasibility studies for public sector
investment projects, especially the Pre-
Investment Fund;

13



(- Consult on the design of programs and projects
and performs evaluations as a part of national
planning;

° Approval of the draft budgets of state
agencies, evaluating them according to the
requirements of the development plans and the
availability of financial resources; and

o Periodic examination of all ©plans and
projects, providing information to the
Presidént on then.

Figure 8 presents the organization of the Ministry as needed to
carry out its duties under the law. Further details are
illustrated in Figure 9, which shows the internal organization of
the Office of the National Budget.
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FIGURE 8
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FIGURE 9
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4. National Bank of Panama

As stated in the Organizational Manual of the Government of Panama,
the National Bank of Panama has the following functions:

(=]

o

Execution of monetary and fiscal policy;

serve as the depository for all national and public
entities monies;

administration of 1loans obtained from international
agencies to finance development projects;

provision of a system of banking mechanisms for the daily
exchange of negotiable documents between clearinghouse
member banks;

contracting of obligations, acting as trustee or agent,
buying and selling movable property or real estate,
receipt of in-kind payments or donations of goods,
granting loans and carrying out operations to safeguard
and transport money and securities;

discounting of credits, securities, and documents;

receipt of money in current accounts and savings
accounts;

safeguarding of the international monetary reserve;
negotiation of state bonds and foreign exchange; and

provision of U.S. dollars to the banking system.

Figure 10 outlines the organizational chart of the National Bank of

Panama.
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FIGURE 10
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5. Ministerial level

To illustrate financial management and audit functions at the
ministerial level, the scheme of operations of the Ministry of
Education are set out below.

The principal functions of the Ministry of Education, according to
the Organizational Manual of the Government of Panama, are the
following:

"Planning the establishment, the organization, execution and
supervision of those activities related to the different
educational systems of the country together with the
institutions associated with that sector; assuring that the
educational materials meet the policies established by the
Executive branch, with the exception of those educational
institutions that fall under the jurisdiction of other
government agencies."

The Ministry’s Office of Planning and Budget has responsibilities
related to financial management. Among its administrative units
are Budgetary Evaluation and Fiscal Planning, and the
Administrative Office, which includes departments of Budget,
Accounting and Treasury and Payments.

The Ministry’s Auditing and Control Office and the Auditing Office
of the Controller General’s Office carry out auditing activities.

In Figure 11, the structure of the Ministry of Education 1is

graphically depicted. The administrative offices responsible for
financial management and auditing are highlighted.
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FIGURE 11
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6. Decentralized institutions and public
enterprise entities '

The National Institute of Telecommunications has been selected to
exemplify the relationship of the agencies associated with
financial management and auditing, specifically at the level of the
decentralized agencies and state-owned businesses.

The principal functions of the National Institute of Telecommunica-
tions, according to the Organizational Manual of the Government of
Panama, are the following:

"To plan, design, construct, operate, administer, and preserve
the National System of Telecommunications, with respect to the
objectives and goals outlined by the Telecommunication Master
Plan according to the policies and directives emanating from
the Executive branch and governed by the Ministry of Govern-
ment and Justice."

The Executive Director of Finance is in charge of providing
financial services, planning and control of budgets and cash flow,
and recommending policies according to the Financial Investment
Plan.

Figure 1z delineates the structure of the National Institute of
Telecommunications, highlighting those sections dealing with
financial management.

The Internal Auditing Unit and the Controller General’s Auditing
Ooffice function as the Institute’s auditors.
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FIGURE 12
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7. Provincial and Municipal Governments

According to Article 5 of the Constitution "the territory of the
Panamanian state is politically divzde@ into provinces, and, these
in turn into districts, and the districts into jurisdictions."

There will be a governor in each province, freely appointed and
removed by the Executive branch of the Republic. A provincial
council will work with executives from every jurisdiction of each
province. Among the functions of the council are the following:
"Act as a consulting body for the Governor of the province, the
provincial authorities and the national authorities in general;
prepare yearly, for the consideration of the Executive branch, a
public works plan of investments and services for the province and
ficance its execution..."

Article 229 of the Constitution states that: "The municipality is
an autonomous political orc¢inization of the community established
in a district. The municipal organization will be democratic and
reflect the administrative character of the local government."
Article 238 establishes a mayor, a chief of municipal administra-
tion and two assistants, elected by direct popular vote, in each
district. Article 238 continues to state that the law, however,
can permit that in any district the mayor be named and removed by
the Executive Branch.

Duties of the mayor’s offices include submitting approved projects,
especially the budgets for revenues and expenditures; and adjusting
expenditures to the budget and to accounting regulations.

There is a municipal council in each district, including all the
representatives of the jurisdictions elected within the district,
from which a president and vice-president will be appointed.
Figures 13 and 14 show the organizational structures of a provin-
cial council and of the municipality of Panama, respectively.

The chart describing the municipality (Figure 14) highlights those
internal units of the Office of Finance and of the Office of
Planning and Budget.

The council-level municipal audit office, the Office of Internal

Auditing and the Controller General’s Office Auditing Office are
the responsible auditing bodies.
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FIGURE 13
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2. Background on the GOP Information Environment

This section generally describes the information environment that
prevails in Panamanian government financial management. It begins
with a short introduction to the existing computer centers;
continues with details about the equipment base and support
programs; follows up with a review of the principal computerized
financial systems and subsystems; and finally, concludes with a
synthesis of the actual activities of system development.

a. Computer centers

The computer centers which support the government financial
management activities of Panama are located principally in two
entities: The Controller General’s Office and the Ministry of
Planning and Economic Policy.

The computer center of the Controller General’s Office, the Data
Systematization Office, 1is the direct responsibility of the
Controller General. The Data Systematization Office is involved in
the administration of systems related to governmental financial
management and national statistics. The systems for budgetary
administration and for personnel structuring (central government
and fourteen decentralized entities) are also a part of this
section.

The computer center of the Ministry of Planning and Economic Policy
is called the Data Processing Center and is the responsibility of
the National Budget Office. This center administers the systems of
budget formulation and public debt projection.

There are also two other entities that carry out functions
associated with financial management -- the Ministry of Finance and
Treasury and the National Bank of Panama. However they do not have
major government financial management applications. Nevertheless,
they are included in the present analysis to provide a complete
picture.

The computer center of the Ministry of Finance and Treasury is
called the Department of Data Processing and is under the direction
of the Revenue Office. Management of this computer center falls
under the auspices of the tax collection unit since the systems are
related.

The computer center of the National Bank of Panama is managed by
the Operations Group, and is similar to those of other financial
institutions. 1Its financial management role is to act as a state
cashier and to control government accounts.

There are several computer centers within the Government of Panama
which provide management suppcrt services for the various agencies.
Some of these centers have more personnel and equipment than those
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mentioned in this section. Examples of such centers are.those at
the Institute of Hydraulic Resources and Electrification, the
Social Security Fund. Other agencies have computer centers with
narrower focuses, such as the Institute of Agricultural Marketing
and the City of Panama.

b. Systems Equipment and Support

The computer centers of the Controller General’s Office of Panama,
the Ministry of Finance and Treasury, and the National Bank of
Panama are equipped with IBM §/37) {ype machines. The Ministyiy of
Planning and Economic Policy uses »if0OS 2086.

The details of equipment and support program configurations of each
of the computer centers are shown in Figures 15 and 16.

In general terms, the other computer centers of the Government of
Panama rely on IBM, NCR, and Wang equipment.
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c. Principal computerized financial systens -
and subsystens

The principal computerized government financial management systems
and subsystems are the folleowing:

o Expenditure budget systenm

o Incone system (revenue budget)

° Personnel and payroll structure system
o Personnel deductions subsystem

o Public credit system

Appendix D of the "Design" report gives a short description of each
system’s contents, technical characteristics and functions,
principal users, current state and relationship to financial
management. Figure 17 shows location of these systems by host
computer center, and Figure 18 shows the relationships between
them.

Some of the systems mentioned above are interrelated in the
transmission of data in batch files,to avoid having to collect data
twice, but are not truly integrated.

The functioning of the systems demonstrates some of the deficien-
cies and limitations of administrative control and information
security by being wvulnerable to loss or alteration of data from
errors in operation or fraud.

Moreover, the Government of Panama needs other important applica-
tions in the area of public financial management at the national
level, namely: financial accounting, cash management, accounts
payable, accounts receivable, fixed assets, inventory management
and other areas.
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FIGURE 17

FINANCIAL SYSTEMS AND SUBSYSTEMS
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d. Systems development activities

Efforts to develop new computerized public financial management
systems are l}mited. This is due to the labor intensiveness of

existing applications maintenance, under-staffing, and a lack of
up-to-date techniques. -

The computer center in the Controller General’s Office of Panama is
developing a new system for personnel and payroll structure
administration. One of the most significant aspects of this system
is found in its design which, unlike the present system, is more
integrated with other systems and maintains information in a data
base management system.

The computer center of the Ministry of Planning and Economic Policy
is not currently developing any additional applications.

As it has been previously noted, the computer centers of the
Ministry of Finance and Treasury and the National Bank of Panama do
not have an impact in this area because they are not greatly
involved in financial management systems development.

3. aratj a islation: The Leqa
environment
The legitimate democratic government of Panama is based on the
Constitution and legislation. Those entrusted with public

resources have the responsibilitv for efficient, effective, and
proper management of those resources.

The legal environment in which the financial management system and
audit process function is defined by the following laws contained
in the Political Constitution of Panama:

o] Law 32 of November 8, 1984, enacting the
organic Law of the Controller General of
Panama;

o Law 16 of February 28, 1973, establishing and
organizing the Ministry of Planning and Eco-
nomic Policy;

o) Law 2 of April 26, 1990, approving the Nation-
al Budget for Fiscal Year 1990; and,

o Cabinet Directive No. 36 of February 10, 1990,
establishing the Office of National Account-
ability within the Contrcller General’s Office
and adopting its procedure.

33



a. Constitution of the Republic of Panama

The principal constitutional provisions for financial management
and auditing are based on the references of the legislative duties
of the Assembly to issue general legislation on salaries proposed
by the executive branch, supervise approval of the National Budget,
establish taxes and collections, rents and official monopolies that
support public services, and approve the organization of the
entities that make up the public sector.

The administrative duties of the Legislative Assembly are to
appoint the Controller General and the Deputy Controller, and, with
the assistance of the Controller General’s Office, examine and
approve or set the limits of responsibility over the General
Account of the Treasury given to it by the President.

Responsibilities assigned to the executive branch provide that the
President of Panama, assisted by the appropriate ministry, should
send the proposed national budget for the following fiscal year to
the legislative branch. Among the responsibilities of the Cabinet
are responsibilities related to public credit, the national debt,
and the customs tariffs and rates.

The Constitution lays out actions needed in the process of drawing
up and approving the national budget, in transferring supplementary
and extraordinary debt, and establishing other general standards to
maintain a balanced budget.

The Constitution dictates the organizational characteristics and
duties of the Controller General’s Office of Pananma. In the
economic arena, it also establishes government control over
economic and .social development planning through specialized
agencies and departments with organization and responsibilities
determined by law.

b. Law 32, the Organic Law of the Controller
General’s Office of Panama

Law 32 contains the details of the constitutional provisions. It
defines the organizational features, jurisdiction, and general and
special duties of the Controller General’s Office.

Highlighted among the Office’s special duties are those instituting
accounting standards and principles and appropriate oversight;
review, examine, and express opinions on the account; register and
control national resources; oversee financial management activi-
ties; control guarantees; and keep national statistics.

34



Law 32 lays out the administrative structure and organizational
criteria for the divisions that make up the institution. It also
details the duties of the Controller General, the Deputy Controller
and the General Secretary.

The law establishes the jurisdiction of the Court of Accounts, the
appointment of its cofficials, the trial procedures, and other
regulations on the organization and duties.

The General Regulations go into detail about some processas under
the jurisdiction of the Controller General’s Office--especially
with reference to the buiget and financial management.

c. Law 16, establishing the Ministry of
Planning and Economic Policy

Law 16 defines the objective of the Ministry, the duties of the

minister and vice-minister, including duties which the minister
cannot delegate.

It also details duties of principal agencies such as the Office of
Regional Planning and Coordination, the National Budget Office, and
the Office of Institutional Planning and Development.

Similarly, under Act 58 of December 29, 1983, the Public Debt
Office was established as part of MIPPE.

d. Law 2, General Budget of Panama for
1990

Law 2 is made up of the budgets of the following institutional
groups: the central government, 13 decentralized institutions, 16
public enterprises, 6 financial intermediaries, and 2 development
corporations and projects.

Figure 19 shows the section of the 1990 Budget Law dealing with the
central government.
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FIGURE 19

OPERATING BUDGET

CENTRAL GOVERNMENT - 1990
$1,108,877,700
REYENUE EXPENDITURES
CURRENT (96.6%) OUTLAYS BY INSTITUTION (63.9%)
\an CAPITAL (1.5%)
INCORPORATED (1.9%) PUBLIC DEBT (36.1%)

(INTERNAL AND EXTEKNAL‘

INVESTMENT BUDGET
CENTRAL GOVERNMENT - 1990
$56,901,800. .

CAPITAL (51.2%) TRANSP'ERS (3l 1%)

OPERATIONS AND MAINTENANCE (48.8%) DIRECT INVESTMENT (68.9%)
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Budgets for 13 decentralized institutions are classified by
detailed current revenue and revenues for capital investments.
These budgets present summarized figures for operating expenditures
and debt service figures, and for physical and financial capital
costs. Not all institutions include revenues for capital
investments and financial investments.

Budgets for 16 public enterprises are classified by budgets with
revenue broken down into current revenue and revenue for capital
investments. These budgets present summarized figqures for
operating expenditures and debt service, for equity transfers, and
for investments budgets. Some public enterprises do not include
revenues for capital investments, equity transfers, and capital
costs.

Budgets for 6 financial intermediaries are broken down by current
revenue and revenue for capital investment. These budgets present
summarized figures for operating expenditures and debt service, for
equity transfers, and for physical investments budgets. Some
financial intermediaries do not assign resources for equity
transfer, physical investment and capital costs.

Budgets for 2 development corporations are broken down into current
income with summarized figures on operating expenses, debt service
and equity transfers. Some of the corporations do not count equity
transfers.

Articles 83 and 168 of the budget law lay out the General Standards
of Budget Administration. These include descriptions and
procedures for the budget process, regqulations on revenue
management and the management of operating and investment
expenditures, budget line item transfers, and additional debt and
changes to the budget. The law concludes with standards on budget
financing and accountability and sanctions.

e. Fiscal code

The code contains detailed standards relating to acquisitions of
assets, public competitive bidding, and insolvency proceedings;
taxes and revenues; national treasury administration and
supervision; revenue and expenditures budget including regulations
on preparation, discussion and implementation, the restrictions on
its management and additional debts.
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b 8 Cabinet Decree No. 36, issued on February
10, 1990, establishing the Directorate of
Investigative Services

The decree establishes the Directorate of Investigative Services
within the Controller General’s Office. As established by the
decree, in its rules on procedures and organization, the
directorate is managed by three judges with qualifications equal to
those of Supreme Court judges.

9. Other legal provisions

A set of laws and decrees exist which contain provisions which have
reformed the internal organization of the ministries. For example,
Executive Decree No. 34 issued on May 9, 1985, establishes the
Office of National Assets. .

The legal environment includes other laws, decrees, regulations and
manuals. Decree No. 72, issued on August 30, 1989, established a
computerized information system for the Controller General’s Office
to incorporate the financial operations of the state. Law 106,
enacted on October &, 1973, determines the authority of municipal
treasuries. Other pertinent publications include the 1Internal
Requlations of the Controller General’s Office of Panama, the
Tublic Revenue Budget Classification Manual, and the Public
Expenditures Budget Classification Manual.
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conclusions

The conclusions of the analysis and assessment are that:

1‘

The organizational structure, staffing, authorities, and
management of participating GOP agencies is adequate to
recommend undertaking the project although reforms, which
are the subject of the project, will be required to
establish a fully functioning financial management and
audit environment in the agencies involved. An example
of these reforms, is the creation of the Office of the
Auditor General where a small part of the staff must be
recruited from outside the CG. The GOP has agreed to
undertzke this recruitment.

There are many financial management functions of the GOP
which are computerized. However, these functions should
be strengthened and much better integrated. The project
technical assistance team will include an information
systems expert whose function will be to provide a
computerization perspective on all financial management
and audit systems reforms under consideration. The
technical assistance team will not undertake
implementation of computer operations as such.

A basic structure of constitution and statutes supports
the objectives of the project. However, much is required
to be done through a combination of new legislation and
policies to create consistent and compatible financial,
accounting, and auditing systems for the GOP.
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The Financial Management Reform Project will operate within the
existing structure and distribution of responsibilities of the
Government of Panama with the exception of activities related to
the creation of an independent Auditor General’s Office. Within
the GOP agencies involved in the project, responsibility for
project implementation will be managed under the existing chain of
command. Thus, for example, the budget subsystem will continue
under the managerial responsibility of MIPPE in coordination with
other agencies. The cash management subsystem vill continue under
the Ministry of Finance and Treasury in coordination as appropriate
with other agencies. The Office of the Controller General will
continue to perform its various functions in financial management
with the exception of the functions of the Auditor General which
will become independent initially within the OCG and later as a
wholly independent agency. Each participating agency head will
name a project manager for project activity within his agency. The
Project Director in the Controller General’s Office will have over-
all responsibility for project implementation under the Controller
General’s oversight. The agency project managers and the Project
Director will form an interagency working group to help coordinate
the project, identify interagency problems, and propose solutions
to the Executive Commission composed of the agency chiefs.

The project will formulate changes in rules, standards, and
procedures in the four financial management subsystems within the
existing GOP orgnnizational framework. Determination of precisely
what these changes will be and implementing them will, in some
cases, require careful coordination among the agencies. Once
implemented, the new rules, standards, and procedures should not
present unique problems of institutional managerial capacity.
Indeed, if anything, the reforms introduced and the training
provided will simplify management of financial management opera-
tions. In the case of the creation of the new Auditor General’s
Office, careful organization and training of personnel will be
required. However, the organizational tasks involved are relative-
ly straightforward and the project provides ample resources for
support.

Determination of the existence of the managerial capacity to carry
out the project, and therefore the institutional feasibility of the
project, is based on the proposition that the organizations
involved presently perform the functions to be addressed. The
project will significantly improve the quality of performance
through improvement in the internal procedures affecting these
operations and through improvements in the coordination among the
various agencies of the GOP which play a role in these subsystems.
Thus the question of managerial capacity focuses upon capacity to
formulate and implement change in an existing system rather than on
whether it is feasibie for the agencies involved to carry out
financial management and audit functions as such.
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In examining institutional capacity to formulate and implement
procedural changes and thus carry out the project, four types
technical/institutional of concerns need to be addressed:

o the means by which necessary changes in the subsystems
are identified;

° the means by which agreement is reached concerning the
rules and procedures to be implemented;

o how agreed upon changes are formally adoptad and
documented; and

o how changes are implemented in day-to-day operations of
the agencies involved.

Wwith respect to each of these types of activities, the objective is
to select rules and practices which are technically sound,
operationally feasible within the responsible agency, and compati-
ble with standards, procedures, and practices in other agencies.
Oonce the rule or practice is selected in an agency and accepted as
compatible among the agencies, formal approval and documentation
are required. Often, a change made in one agency necessarily will
imply a coordinated change in another agency. Once selected and
coordinated, the new rule or practice is implemented through on-
the-job application and training.

The project contemplates the establishment of the following
institutional arrangements through which the foregoing activities
will be managed:

o Within each participating agency, working groups will
consider technical and operational aspects of preliminary
recommendations for changes formulated by the technical
assistance team. After study and revision, the working
group makes its recommendations to the agency project
manager.

o within each participating agency, a senior official
or senior working group will consider working group
recommendations. Where the change can be implemented
without interagency coordination, the agency project
manager makes a recommendation for change directly to the
agency head for implementation within the agency. Where
the recommendation has implications for operations in
other agencies, which often will be the case, the
recommendation will be submitted to an interagency
working group.

o With respect to proposals which have implications form
more than one participating agency, an interagency
committee at the working level will identify interagency
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incompatibilities and disagreements concerning proposed
changes in rules and procedures will be resolved at the
interagency working group levels. After consideration
with the assistance of the technical assistance team, the
interagency working group makes its recommendations to
the Executive Commission or reports to the EC its
inability to agree on any point in question.

° At the Ministerial Level, the Executive Commission will
formulate overall policy; give formal approval to agree
upon changes; and resolve disputes on rules and proce-
dures which the interagency working group was unable to
resolve.

o The technical assistance team will be responsible for
providing documentation, review, training, and on-the-job
technical support throughout the process from initial
identification of problems and formulation of pro-
posed changes through implementation of changes approved
by the Executive Commission.

The Mission believes that the key to the institutional feasibility
of the project is the commitment of the chiefs of the key agencies
involved. 1If the Executive Commission members clearly indicate
their determination to work together to make financial management
system reforms work, officials at the working level will see to it
that cooperation and effective coordination takes place and that
the process will not be unduly burdensome. The number of disputes
raised to the level of the Executive Commission will then be
relatively few. If working level managers are not persuaded that
the top level officials want the process to work smoothly, there

will be ample opportunity for delay and contention. Thus the
working environment created by the Executive Commission will be
crucial. For this reason, a condition precedent is proposed

committing the key officials to support the process and actively
participate on the Executive Commission.
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ANNEX J - IMPLEMENTATION PLAN
1. Schedules

The proposed schedule of activities is set up in Figure 1.
2. Milestones

The following milestones are intended to suggest a practical means
of determing if the project is being executed according to plan and
will achieve its goal and objectives. The data of signing the
project agreement is considered the beginning of the first month of
the project. All other dates are designated "EOM" (end of month).

Project Start-up

a. PSC contract for Project Office - EOM 2
USAID recruits and negotiates PSC contract for Project Officer
immediately after project authorization to provide day to day
Mission administration and monitoring of the project. The project
officer should be in country within 60 days of signing the project
agreement and preferably earlier if possible.

b. GOP Satisfaction of Condition Precedents (CPs) - EOM 2

The GOP should satisfy CPs identified in preliminary project

implementation letters (PILs), if any, within 60 days of signing:

the project agreement.
c. Formation of GOP Project Executive Committee (PEC)-EOM 3
The Project Executive Committee should be set up by EOM 2 and have

conducted their first meeting addressing procedural issues by EOM
3'

Procurement of Technical Assistance and Support/Mobilisation

a. Negotiation of 8(a) firm contract - EOM 3

The contract shculd be negotiated within three months of project
authorization and initiated with authorized pre-project expense
funds. Rapid negotiation will allow continuity of support, if
necessary, prompt negotiation of alternative arrangements.



b. Negotiation of Local Support Contract - EOM 4

Negotiation and signing of the local technical assistance and
support contract should be completed 30 days after selection of the
technical assistance team contrac~or.
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Project Implementation

a. Consultant Team In-country - EOM 7
Long-term technical assistance team members should begin to arrive
in country by EOM 4 and all should be in country by EOM 7.

b. Detailed Project Work Plan - EOM 10
The technical assistance team should Prepare a detailed project
work plan for year one of the project and a more general projected
life of project (LOP) activity plan ready for review by the Project
Executive Committee (PEC) and AID by EOM 10.

c. Project Interface Control Committee - EOM 10
The Project Interface Control Committee should be set up and have
conducted their first meeting by EOM 10.

d. Final GOP Counterpart Personnel Identification ~ EOM 10
All GOP counterpart personnezl should be identified by EOM 10. This
gives the contractor two months to familiarize themselves with HC
personnel, identify appropriate candidates and reach agreement with
government officials on counterpart personnel nominations.

e. Training Seminars begin - EOM' 11
Training seminars should begin for counterpart personnel by EOM 11.

£. Project Executive Committee (PEC) Agreement on IFMS

Conceptual Framework - EOM 12

PEC agrees to IFMS/CAP conceptual framework and distribution of
financial management and audit responsibilities and functions by
EOM 12.

qg. Office of the Auditor General (OAG) - EOM 12
Issuance of an administrative order establishing the OAG is a
condition precedent. The Office of the Auditor General should be
functioning with staff and the Auditor General in place by EOM 12.

h. Training Workshops - EOM 13
Training workshops are initjiated by EOM 13.
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i. Training Courses and Conferences
Training courses and conferences are initiated by EOM 19.

j. Preliminary Standard Government-wide General Ledgzr Chart
of Accounts - EOM 22

Delivery for comments of the standard, government-wide general
ledger chart of accounts for both financial and budgetary
accounting purpvses by EOM 22.

K. IFMS/CAP Final Manuals EOM 24

Functional teams complete revisions of draft organizational, policy
and procgdure manuals by EOM 24.

1. hpproved Standard Government-wide General Ledger Chart of
Accounts - EOM 26

The standard, government-wide general ledger cﬁart of accounts for
both financial and budgetary accounting purposes should be approved
by the PEC by EOM 26.

m. Annual Cash Flow Projections Prepared
Annual cash flow projections (by month) prepared by EOM 26.

n. Public Debt Reporting System

The modified national public debt reporting system will be
initiated by EOM 26.

o. Integration of National Budget, Treasury, Public Debt and
Accounting Offices

The national budget, treasury, public debt and accounting offices
will have initiated the any reorganization required by EOM 28.

p. Implementation of Payment Processing and Disbursement
System

Adoption and functioning of payment processing and disbursement
system by EOM 32.

q. Accounts Receivable Reconciliations
Accounts receivable reconciliations prepared by EOM 36.
r. Treasury Reporting System

Treasury reports issued by EOM 44.



3.

Consultant Functions and Qualifications

This appendix describes the general academic and experience
requirements for the principal technical assistance team members.

BUDGET:

Budget Specialist

Functions:

=]

Manage the analysis, design and implementation of the
budget subsystem as part of the IFMS. Manage and
participate as instructor in the training plan;

Design the budget subsystem as part of the IFMS;

Develop the methodology and programming and budget
formulation manuals of the central government and other
decentralized entities: such as the public enterprises,
the development corporations, municipal development
corporations and financial intermediaries;

Develop the budget execution control, follow-up and
evaluation manuals of the budgets of the central
government and other decentralized entities; the public
enterprises, the development corporations, municipal
development corporations and financial intermediaries.

Requirements:

o

Academic: Degree in administration, economics, or public

accounting, preferably with postgraduate
degree,

Experience: Minimum of 10 years experience in one or more
of the following areas: :

- Techniczl assistance projects in the field of
public administration or public finance, preferably
in training and assessments of public sector
budgets.

- Administration of budgets and management
improvement processes, with concentration in
finance and public sector budgets.

- Academic or training activities in the financial,
managerial or budgeting fields.
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TREASURY:

Treasury Specialist

Functions:

o

Provides leadership and technical input in the analysis,
design and implementation of the Treasury subsysten;

Participate with the host country counterpart in the
preparation of the 1reasury law;

Assist in the design of a new organizational structure
and uniform positions in the areas of Treasury in the
public sector;

Prepare the policy and administrative procedures required
to:

- Reconcile accounts receivable with the amounts
originally deducted per contributors and other
debtors to the government.

- Develop a unified program to process payments.

- Implement policies and procedures to prioritize
disbursements.

Develop a manual which contains the financial information
requirements for treasury operations.

Develop a treasury training program, prepare training
materials and participate in training as an instructor.

Requirements:

o

=]

Acadenic: Degree in public administration, public
accounting, economics or related field,
preferably with postgraduate studies in
public finance, public programming and
financial analysis.

Minimum 7 years experience in:

- Processes and techniques in planning, executing,
controlling and evaluating Treasury operations.

- Design and implementation of Treasury subsystems.

- Training in higher education institutions on public
finance, programming and financial policy.



BUBLIC SECTOR DEBT:
Public Debt Specialist

Functions:

o] Manage the analysis, design and implementation of the

public debt subsystem;

o Assist in the preparation of public debt legislation;

o Assist in the preparation and draft of the financing plan

for the national government;

o Prepare the policy and procedures to determine the status

of the public debt;

o Develop an inventory of the aggregate credit contracts by

lending institution;

° Administer or give courses on public finance, programming

and financial policy, and public debt administration.
Requirements:

o Acadenic: Preferably advanced degree in economics
or public administration, with
specialization in public finance,
programming and financial analysis of
public debt;

o Minimum seven years experience in:

- Planning techniques and processes, recording,
control and evaluation of public debt.

- Design and implementation of public debt
subsystenms.

- Adninister or give courses in institutions of

higher education on public finance, financial
policy and programming and public. debt
administration.



ACCOUNTING:
Accounting Specialist

Functions:

(=]

Manage the implementation of the accounting subsystem as
a part of the IFMS;

° Analyze the legal and administrative regulations that
regulate public sector accounting and propose
improvements and modifications;

o Develop a compendium of public sector accounting
principals, policies and standards;

o Develop an governmental accounting plan and accounting
manual for applicaticn in central government agencies,
decentralized agencies, development corporations and
municipalities;

o Manage the implementation of the accounting subsystem in
a selected pilot agency in the central government;

o Assist in the training of GOP accounting officials;

o Design the process to combine financial reporting at a
national level, and define the structure and content of
the standard general ledger chart of accounts;

o Supervise the activities of the analysis and design
phases and the implementation of the subsystem.

Requirements:
o Academic: Professional degree in public accounting,
preferably with post-graduate studies.
Licensed to practice as public accountant
in home country. -
o Minimum 10 years experience in:

- Design and implementation of accounting systems at
a national central government and public sector
institutional level;

- Management of national accounting offices in the
public sector and experience in the development of
national government charts of accounts.

- Preparation of annual financial statements in
accordance with generally accepted accounting
principles.



GOVERNMENT AUDIT:
Audit Specialist

Functions:

o Analyze and design the CAS and assist in the creation of
the Office of the Auditor General of Panama;

o Manage and develop professional government audit
standards and the procedural manuals for financial audits
by units;

o Assist in the development of an audit plan, planning,
execution, report preparation and follow-up of financial
‘audits of selected public sector entities.

Requirements:

o Acadenic:

Certified Public Accountant, high level professional who
has ten years practical experience in a modern supreme
audit institution in Latin America.

o Minimum 10 years experience in:

- Planning, axecution, control and report writing
experience for financial audits;

- Organization of supreme audit institutions, and
internal audit units;

- Development and implementation of standards on

internal control, internal and external audit, and
procedural development manuals;

- University-level teaching in control and audit;

- Consulting, preferably international, with
multilateral institutions such as: International
Development Bank, A.I.D., United Nations, World
Bank, etc., on financial administration and
governmental control improvement and design
projects.
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MANAGEMENT INFORMATION SYSTEM:

Senior Systems Anulyst

Functions:
o Responsible for front end analysis and design
° Work closely with the end user to ensure that
all requirements are properly documented and
that the products of the analysis phase are
completed
o Responsible for planning the transition in the
development phase and for ensuring the quality
of the application
o Train end-users and host country counterparts
Requirements:
o Academic:
Degree in Computer Science or Computer Related
discipline. Specific training in structured
methodologies, analysis and design.
o Minimum 6 years of experience in:

- Computer related focusing on the use of
structured methodologies and data base
management systems (should include
financial management, accounting, budget,
and audit);

- Hardware experience in IBM mainframe,

microcomputers, and microcomputer LANs;

- CASE tool analysis.
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