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Summary Assessment

This Report provides an assessment of the status of PFM and procurement systems in the public sector health institutions of Mozambique, up to the end of the 2008 calendar year. It is based upon an adaptation of the PEFA methodology to the health sector, which has permitted a ranking of the status of these systems and processes.  This assessment thus lays down a benchmark, against which it will be possible to assess progress in the implementation of planning, budgeting, financial management and procurement reforms within the Health sector. The Summary Assessment presents an overview of the findings and an examination of their implications. The corresponding Plan of Action is presented in Chapter 5 and in more detailed form in Annex.
The results detailed in this Report were formally presented to MISAU, the Cooperation Partners and other health sector stakeholders at a workshop on 2nd, March 2009. The comments provided at that workshop and subsequently, as well as the additional data later received, were utilised to update the report and develop the assessment team’s final ranking, which is here presented. 

Following the workshop, a series of structured discussions were held with the MISAU stakeholders responsible for planning and budgeting, financial management & accounting, and procurement & inventory management to develop an agreed plan of action to address the weaknesses identified in the diagnostic assessment. This was in turn presented at a plenary workshop on 5th, March 2009. In the light of the agreements reached at this workshop, an agreed PFM plan of action has been documented and included in this Final Report (See Chapter 5 and Annex VI.).

(i) Assessment of PFM and procurement systems in the Health sector at end 2008: Overview

Figure 1 below presents an overview of the ranking of the PFM and procurement systems of the Health sector according to the 23 indicators which have been selected for the assessment methodology. Chapter 4 presents in detail the justification for these scores.

The public health care institutions of Mozambique have for many years suffered from a highly fragmented financing structure, where the funding and management systems of the National Budget operated alongside funding from externally financed projects and from three externally financed common basket funds, as well as from the levying of health care user fees. This fragmentation placed heavy strains on the system, creating significant weaknesses in the quality of financial management and procurement systems. These weaknesses have been well documented – both in the reports of the Tribunal Administrativo and in the external audits directly commissioned by the Health Cooperation Partners. Substantial efforts have been made over the last three years to correct these weaknesses but given the magnitude of the problems originally identified, it is not surprising that the assessment of 2008 continues to identify significant weaknesses. 
Figure 1 Summary of ranking of Health PFM & Procurement Systems, 2008
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As we have noted above, the chosen assessment methodology has been inspired by the PEFA methodology for National PFM assessments and has tried to maintain similar standards of rigour in the way in which scores for each of the indicators have been assigned. The national PEFA methodology is based on international standards of public finance management: thus the practices and the qualities which are identified as required in order to merit “A” or “B” scores are those that one would expect to find in a well run Public Administration system within an OECD country.

Figure 2 shows the distribution of scores for the 23 indicators assessed in the Mozambican health sector. Only 7 of the 23 indicators (30%) scored “A” or “B”, while 9 indicators (39 %) scored “D” or “D+”.

Figure 2 Distribution of scores in assessment of Health PFM & Procurement Systems, 2008
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The Mozambique exercise is the first time that a formal adaptation of the PEFA methodology has been made for use within the health sector, so there are no examples of other countries where the same methodology has been applied. However, if the requirements for different scores have been properly calibrated, then Mozambique scores very considerably below what would be expected on an efficient Health sector administrative system in an OECD country.

In Figure 3, a comparison is presented with the results of the 2007/08 national PEFA assessment for the 19 indicators of the health assessment methodology, where there is a comparable indicator
. These indicators are not expressed and measured in exactly the same way at national and health sector levels but the similarities are strong enough for a direct comparison to be valid. This comparison suggests that the PFM and procurement systems of the health sector are significantly weaker than overall PFM systems at the national level. Indeed, by converting the A-D scoring into a numerical score, we may estimate that the scores of the health assessment were on average 25 % worse than the equivalent national level indicators as assessed in the PEFA one year earlier.

Figure 3: Comparison of scores of 2008/09 Health Assessment with National PEFA Assessment of 2007/08
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(ii) Key strengths and their significance

The preceding figures demonstrate that the assessment identifies significant weaknesses, both relative to international benchmarks and in relation to the performance of the overall PFM system in Mozambique.  Nevertheless, there are signs that improvements are being achieved. Moreover, with the right level of management attention and monitoring and an appropriate deployment of technical support, many of the identified weaknesses could be addressed over the short term (one to two years).

Taking first the areas of strength, there are seven indicators which score “A” or “B”:

· Composition of Health sector expenditure compared to original approved budget;

· Transparency of rules and procedures for Provincial and District health budgeting;

· Public access to key fiscal information on the sector;

· Effectiveness of payroll controls;

· Quality assurance processes in procurement of pharmaceuticals; 

· Price competitiveness in procurement of pharmaceuticals;

· Timeliness and regularity of accounts reconciliation.

Without doubt, the last four of these are the most significant. The health sector is one of the mayor employers of the public sector and to have achieved a reasonable level of effectiveness in payroll controls is of major importance.  Similarly, to have achieved a high level of price competitiveness and established sound methods of quality assurance in relation to procurement of pharmaceuticals means that two of the three important ‘boxes’ have been ticked in relation to the most important area of procurement. (The third ‘box’, Timeliness, remains problematic as we note below.)  Finally, the existence of sound bank reconciliation methods represents the firmest assurance that accounts are being closed. 

With regard to budget formulation processes at the provincial and district level, our field visits to Sofala and Nampula provinces confirmed the existence of a well established and well documented set of procedures for the formulation of recurrent budgets, which are well understood by provincial and district staff. The fact that the composition of health expenditures is not significantly altered during the process of budget execution also suggests a strong budget formulation process.

(iii) Weaknesses which might be addressed in the short term

There are significant weaknesses but many of these could be corrected over the short term:

· Improving financial reporting is probably the best place to start. At present, the quality of quarterly budget execution reports leaves something to be desired: there are inconsistencies between internal (MISAU) expenditure reports and those issued by DNCP, there are delays in the issue of reports and problems of coverage – with expenditure commitments (cabimentações) being omitted from these reports and inconsistencies in the reporting of externally financed activities.  Careful attention to the format of reports and to the design of effective routines to collect and check data and compile quarterly reports could quickly begin to make a difference in this area, and is probably a pre-condition for the effective introduction of the new Oracle-based software for accounting and reporting.

·  Improving the quality of inventory management should take equal priority. CMAM has suffered a significant turn-over of staff in recent years and the quality of inventory management processes has suffered considerably as a result. Thus, while strong procedures for quality assurance on pharmaceuticals have been preserved and procurement processes are able to achieve a high level of price competitiveness in this area, the usefulness of these positive elements of procurement is totally undermined by the lack of effective processes to manage stores, ensure expiry dates on drugs are not exceeded and to ensure that stocks move efficiently to where they are needed. Fundamentally, this is a problem of the management and use of information: there is no national-level information on drug availability or order fulfilment, expiry as a percentage of stocks held, and number of months of stock held by value. These are standard measures of performance for medical stores and the quick re-establishment of an effective management information system would allow each of these areas to be addressed.

· Establishing a functional Internal Audit unit should probably be the next priority. A functional Internal Audit Unit will help to reinforce the application and, where necessary, the development of internal controls, as well as creating pressure for continued improvements in the quality of reporting. There is a Danida-financed project which has been initiated to establish and train an Internal Control Unit and it is important that this should proceed quickly to full implementation. However, this unit is simply an Internal Control Unit; thus, not only must this project be swiftly implemented, it is also important to expand its scope in order to embrace aspects of Internal Audit.
· A focused and consistent process of External Audit through the Tribunal Administrativo and through specially commissioned external audits can help to support ongoing efforts to strengthen control and reporting. At present, the main problem in this area is the lack of a structured process of follow-up to external audit recommendations. As part of the development of a PFM Action Plan, it should be possible to create the necessary management and reporting structures to guarantee effective follow-up.

· Improving the timeliness of Procurement requires two types of measures: within the health sector, it is necessary to reinforce the processes of training and capacity development within the UGEAs with the particular objective of developing the capability to design and manage annual procurement plans; outside of the sector – notably within the Tribunal Administrativo and the UFSA, there is a need to develop standard documentation, standard procedures and supporting guidelines to guide the process of submitting contractual information for the TA’s visto. Naturally enough, there is much resistance to the notion of the visto and much criticism of the procedures adopted by the TA in relation to the visto. In the medium term, once effective decentralised procurement processes can be demonstrated to be operating effectively, it would be logical that the requirement for the visto should be relaxed, with the necessary legislative amendments to permit this. In the short term, it is clear that the visto is here to stay (and for good reasons): the focus must therefore be on making this administrative control work as efficiently as possible.

· Clarifying the procedures for the budgeting and collection of health sector user charges is the final area we would propose as a short term priority. It seems very likely that a significant proportion of the user charges currently being collected within different health institutions are not being properly recorded. It may be that they are being correctly used but where recording systems are weak then compliance with the rules for use of user charges is also likely to be weak. More attention to accurate budgeting of anticipated user charge collections is probably a useful first step because it creates a set of targets for collections which can then be monitored. Internal Audit work to examine and improve the control system for managing and recording collections should be the second step.

(iv) Longer term structural and policy concerns

In each of the areas identified above, we are confident that determined and focused actions can achieve significant improvements in the short term. Moreover, most of the measures proposed above are mutually supportive, with better quarterly reporting and improved MIS systems in CMAM facilitating improved internal control, which can in turn be reinforced by effective Internal Audit and better follow-up to External Audit.

There are other areas where it would be unrealistic to expect significant improvements in the short to medium term. In particular, there are two areas of PFM performance where improvements would appear to be linked to more fundamental reforms within the sector:

· The overall credibility of the budget; and 

· The quality of multi-year planning and policy-based budgeting.

Improving multi-year planning and policy-based budgeting is an ongoing endeavour which must be continued. However, until there is better information on projects and a “tighter” planning process so that all externally financed activities within the sector are effectively “on-plan” (if not necessarily “on-budget”), then progress is likely to be slow.

In relation to budget credibility, we have noted that the health sector continually under-spends against its recurrent budget for personnel and goods and services. This pattern of under-spending affects all health sector institutions and over 2005 to 2007 amounted to an average level of under-spending of 17.5 %, comparing the final level of budget execution with the original approved budget. The measures identified above to improve the planning of procurement and accelerate its timeliness may begin to have an impact on the execution of budgets for goods & services by late 2009 and early 2010. However, 36 % of the recorded under-spending is attributable to under-spending on the personnel budget: here it seems that the sector is suffering from the perennial problem of recruiting adequately qualified health staff to the places where they are needed. This is a problem which many countries suffer and where there are no simple solutions which are sustainable. 

1.  Introduction: study objectives and assessment process

1. This document comprises the final report of the assessment of Public Finance Management (PFM) and procurement systems in the health sector of Mozambique. It provides a ranking of the status of procurement, inventory management and PFM systems up to the end of the 2008 calendar year. It has been undertaken by an independent team from FISCUS, Limited – Public Finance Consultants (United Kingdom) and SAL & Caldeira – Advogados e Consultores, Lda. (Mozambique), with the support of the Ministry of Health (MISAU) and its Cooperation Partners.

2. In July 2008, a Memorandum of Understanding (MoU) was signed between the Cooperation Partners (CPs) and the Government of Mozambique (GoM), represented by the Ministries of Health, Planning & Development and Finance. This MoU sets out the terms and procedures for channelling external support to the Health sector to support implementation of the Health Sector Strategic Plan (PESS). It supersedes the earlier agreement (PROSAUDE 1) providing such support through three common funds and creates a new arrangement (PROSAUDE II) whereby such funding is provided through Sector Budget Support, channelled through the Bank of Mozambique to the Single Treasury Account (CUT) and managed through the normal procedures governing the management of the State Budget (OE)
. The MoU (Article 10.1) confirms the commitment of the CPs to strengthen the health sector’s capacity to budget and manage funds in keeping with national legislation and makes provision for an annual public financial management assessment to assess progress in this area.  The results should inform the Annual Joint Evaluation (ACA) of the health sector and the annual performance assessment between the GoM and its Programme Aid Partners, who provide general budget support. 

3. The present PFM assessment is the first of the series of annual assessments envisaged under the MoU. It was commissioned in November 2008, with the objective of providing assurance that the funds managed by MISAU and other public health agencies and institutions are:

· Subject to planning and budget execution of acceptable quality;

· Being used for their intended purpose, i.e to implement health sector strategy and services as agreed in the terms of the MoU;

· Being properly accounted for with adequate reporting and transparency; and 

· Achieving value for money.

4. As the first in a series of annual assessments, it is intended that this initial assessment should comprise a comprehensive diagnosis of the current state of financial management in relation to accepted international standards and in terms of: 

· The quality of the legislative and regulatory framework for financial management;

· The quality of the formal financial planning and management systems and procedures being utilised within MISAU; and 

· The quality of the financial management practices within MISAU. 

5. It is envisaged that this first assessment should be the most comprehensive in order to establish a performance baseline for public finance management within the health sector. Three specific outputs are thus required from the overall assessment: 

· A diagnostic report, comprising a descriptive analysis of strengths and weaknesses, an indication of the level of performance as compared with international standards, and a numerical or alphabetical score based on this analysis;

· An agreed, prioritised and sequenced set of concrete recommendations for actions to strengthen any weaknesses identified, taking account of GoM reforms and improvements already under implementation;

· Clear recommendations in relation to the value, prioritisation, timing and frequency of further diagnostic work.  

6.  This Final Report presents a comprehensive diagnostic assessment of the national PFM and procurement systems as applied in the health sector. It includes an alphabetical score of the current status of PFM systems in comparison with international standards. These results were formally presented to MISAU, the Cooperation Partners and other health sector stakeholders at a workshop on 2nd, March 2009, and the Report has been updated in the light of the comments there received.
7. Following the workshop of 2nd, March, a series of structured discussions were held with the MISAU stakeholders responsible for planning and budgeting, financial management & accounting, and procurement & inventory management to develop an agreed plan of action to address the weaknesses identified in the diagnostic assessment. This was in turn presented at a plenary workshop on the 5th, March 2009. In the light of the agreements reached at this workshop, the PFM plan of action has been included in this report. (See Chapter 5 and Annex VI.)
The national PFM system in health as the main focus of analysis

8. The primary focus of analysis in ths Report has been on the national systems for PFM and procurement within the health sector. Where relevant, comments on the various off-budget systems used by different funding agencies have been provided and an overview of aggregate trends in financing is presented in Chapter 2. The report also assesses the extent to which the national PFM system has been able to establish consolidated planning, budgeting and reporting systems for the overall resource envelope of the sector
.  Similarly, it assesses the coverage, quality and effectiveness of internal and external audit in relation to all resources received by public health agencies (indicators SI-21 and SI-26). It does not, however, include an assessment of the financial management and reporting systems utilised for the management of the three common funds under ProSaude 1, nor those used by the various global health funds. The study budget did not allow a sufficient level of resources to undertake such analysis but as these financial management systems have been the subject of regular external audits by Ernst & Young and Deloittes respectively, additional diaganostic assessment of these systems would probably not have been appropriate.
The characteristics of Sector Budget Support under ProSaude 2

9. With the signing of the MoU for the creation of ProSaude 2, the resources previously managed through the “common funds” will instead be channelled to the sector as Sector Budget Support. This will imply the closure of the commercial bank accounts previously used for these common funds and the merger of these funds with the tax receipts and other funds managed through the Single Treasury Account (CUT). Once the Sector Budget Support (SBS) arrangement is fully operational, it will be characterised by the following features:

· The funds available to the sector as Sector Budget Support (SBS) will be included within the planning and budgeting ceilings for MISAU, the Provincial Health Departments and the Central Hospitals, calculated by the MPD and the MdF and agreed by the Council of Ministers as the basis for the preparation of the CFMP and the OE. (The Ministry of Health may need to provide advice on the appropriate division between provincial health departments of those funds previously manged under the Provincial Common Fund.)

· Funds expected to be used for capital investments will be included within the ceilings for investments and those expected to be utilised for operating expenses will be within the recurrent budget ceilings. Health institutions will be entitled to make some adjustments to the indicative allocations for recurrent and investment spending but once  approved by the National Assembly, it is expected that the budgets for investments will be used for capital investments and not for salary payments, operating costs and purchase of medicines as has been the practice in recent years.
· Once budgeted, the SBS funds will be indistinguishable from domestic resources allocated to the health sector and will be executed following the same national procedures, utilising the e-SISTAFE system and respecting the rules laid down in national legialstion for public finance management and procurement.

· Reports on the use of funds will be generated by the same accounting and reporting systems utilised for national budget funds, namely the REOs and the CGE, although the MISAU is also planning to maintain a more detailed structure of reporting utilising the recently acquired Oracle system. 

10. 2009 has been managed as a transitional year towards the implementation of a full Sector Budget Support arrangement. This has been partly because expenditure ceilings for the 2009 budget had already been issued at the time of the signing of the MoU and partly because there remained a number of outstanding commitments against the common funds (notably for the payment of salaries) which made it difficult for the bank accounts to be closed. Thus, for 2009 ProSaude 2 funds have been disbursed into the Single Treasury Account by the respective funding agencies but have then been transferred by the National Treasury into the project accounts previously utilised for the common funds. Such an arrangement will no longer be used in 2010, which gives an added importance to the assessment of national PFM systems which has been undertaken by the study team.

Report structure

11. Following this brief introduction, chapter 2 of this report presents an overview of trends in relation to health sector outcomes and financing. Chapter 3 summarises the legal and institutional context for public finance management in the health sector. Chapter 4 presents a short overview of the methodology and then presents a ranking of the current status of systems according to 23 indicators, divided into three sections: i) Planning, budgeting and management of external assistance; ii) Budget execution, accounting, reporting and audit; iii) Procurement and inventory management. The Summary Assessment presents the implications of this analysis, while the resulting plan of action is included as Chapter 5. Chapter 6 presents recommendations for additional diagnostic work over 2009 – 2011. 
2. Policy and Financing Issues in the Health Sector
12. This chapter sets the context for the detailed assessment of the national financial management and procurement systems. Firstly, it reviews the evolution of health sector outcomes over the last decade, as a broad indication of the nature of the challenges facing the sector and the extent to which progress is being made in addressing them. Secondly, it considers the aggregate levels of financing the sector has been receiving both from the State Budget and from external sources and examines the broad patterns of spending by economic classification and by organisational levels. It also examines the use of resources under Prosaude 1. Finally, it considers the projections on future financing for the sector.
2.1 Health Sector Outcomes 1995 -2007

13. Mozambique emerged from its protrated civil war with very poor health sector indicators and with a health service infrastructure decimated by the war. Since then, steady progress has been made in building up a health care infrastructure, in meeting the most immediate needs and in reducing the high mortality rates previously prevailing.  As Table 1 shows, indicators for Mozambique are now broadly comparable with other low income countries in the southern African region, whilst remaining considerably higher than those in South Africa. 
Table 1 Health Sector Indicators for the Southern African Region 1998 -2005
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14. The improvement in the number of births attended by skilled health personnel, shown in the graph below, is a good example of what can be achieved through steady expansion of facilities and personnel. At the same time, it reveals the diminishing returns to such investments once the more accessible members of the population have been reached. As the graph shows, the number of attended births in Mozambique rose from 35 % in 1996 to 48 % in 2003 but it remained stagnant at this level in 2005, despite the fact that this was a period of steady growth in financial resources (see section 2.2). 
15. Essentially, once those members of the population in the more population-dense regions and with higher propensities to use health services have been reached, it becomes more difficult to continue to improve coverage of health services. Facilities need to be established in more remote regions, which are more complicated to staff and equip satisfactorily; and additional out-reach programmes of different kinds need to be introduced both to take certain services into the poorer households, less capable of accessing services for themselves, and to create incentives for such households to adopt better feeding and health care practices. Mozambique has now attained the point where reaching additional members of the population with public health care services has become more complex and probably more costly per person reached. It is therefore all the more important to ensure that scarce financial resources are utilised as efficiently as possible.

Figure 4: Births attended by skilled health personnel, Southern Africa 1996 -2005
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Source: UN Human Development Report (2005, 2008) & SADC Regional Human Development Report (1998)
2.2 Health Sector Spending 2002 – 2007
16. Health sector spending is divided between the centrally managed expenditure under the direct authority of MISAU, the expenditure managed by the 11Provincial Health Departments and the expenditure managed by the Central Hospitals of Maputo, Beira and Nampula. (Chapter 3 presents a full explanation of the mandates and organisational responsibilities.) As may be seen from the chart below and the corresponding table , recorded levels of health sector spending (as reported in the final State Accounts - the Conta Geral do Estado) have increased fast over the past six years, rising from US $ 95 million in 2002 – some US $6 per capita,  to US 266 million or $12.7 per capita in 2007. 
17. To some small degree, this recorded growth may reflect improvements in the recording of externally funded investments, the quality of which was historically very poor in Mozambique but has steadily improved. Nevetheless, the bulk of this increase has without doubt been the consequence of the expansion of external funding both through the Common Funds (under ProSaude 1) from 2004 onwards and through the Vertical Funds, most notably the Global Fund, from 2005 onwards. Alongside this fast expansion of external funding, domestic funding of the health sector has also grown considerably, with domestically funded expenditures rising by approximately 20 % per annum over 2005 -2007.
Figure 5 & Table 2: Health Sector Spending 2002 -2007 by Institution
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18. The table and pie chart below present a more detailed analysis of spending by economic classification for 2005-2007, showing also the different rates of execution of the approved budget for different types of expenditure. From an analysis of both sets of tables and charts, a number of interesting observations may be made:
· The relative shares of spending managed by different levels of the health system were relatively steady up to 2004, with the Ministry of Health managing just under 60% of total spending, the Provincial Directorates just over 30 % and the Central Hospitals just under 10%. By 2007, the share managed by MISAU had risen to nearly 70 % with the Provincial Directorates managing 24% and the Central Hospitals 6%
. Although many of the expenditures managed by MISAU – notably for medicines and for investments – support the operations of the Provincial Directorates and the hospitals, the concentration of spending authority at the central level is unusually high and may perhaps have negative impacts for allocative and operational efficiency. As a result, many decisions over expenditure priorities at the provincial level are taken centrally, where the information for such decisions is not always be available; moreover, the incentives for efficient spending, that more decentralised responsibility for spending might generate, are lacking.

Table 3 Health Sector Spending by Economic Classification, 2005-07
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· As a result of the growth of external funding from 2004 onwards, externally financed investments comprise well over 50 % of total spending. Projections of future sector funding suggest that this proportion will have continued to grow over 2008 and 2009. 

· A significant proportion of funding recorded for ‘external investments’ is in fact dedicated to operational expenditures, including in particular medicines and mosquito bed nets but also some salaries and running costs.  The grouping together of all externally funded expenditures under the category of ‘investments’ makes it very difficult to obtain an accurate consolidated picture of the use of resources either by economic classification, by organisational level (because virtually all external ‘investments’ are managed and accounted for centrally, even when resources are utilised at the provincial or district levels), and still less by programme. The accounting system which has been used for the Common Funds has followed a programmatic structure and a more accurate classification by economic category but this information is not presented in the the State Budget, nor in the financial reports for the vertical funds and other projects, so an accurate consolidated picture cannot easily be constructed from available reports.

Figure 6: Health Sector Spending by Economic Classification, 2007
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· The execution of approved budgets is relatively high, varying between 80 and 90% for the sector as a whole, with rates of 75 % or more for externally financed investments. There is on the other hand a consistent under expenditure of 10-15 % on the personnel item financed from the State Budget – an issue we examine more closely in Chapter 4.  

The use of funding under ProSaude 1 – the “common funds”

19. As may be seen from the tables below, budget execution rates have also been relatively high for the three Common Funds, financed from ProSaude 1 – the Central Fund, the Provincial Fund and the Medicines Fund. Over 2005-2007, budget execution rates for these funds have varied between 74 % and 94 %, rates which would compare well with average execution rates for most externally financed projects in Mozambique. (For example, at the national level, execution rates for externally financed investments recorded in the State Budget and the CGE have declined from 81 % in 2005 to 63 % in 2007.) Moreover, budget execution rates for the Central and Provincial Funds improved steadily from 2005 to 2007. Achieving efficient expenditure rates for the medicines fund has been more problematic but it seems likely that this is connected with the difficulties in accurately projecting the requirements for external procurement of medicines from this fund, in an environment where an increasing proportion of medicines have been provided either in kind or in cash by the various global health funds. 
Table 4 Approved & Executed Budgets for the ProSaude 1 Common Funds, 2005-07
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20. Although as we note, the rates of budget execution have been relatively high, there have been difficulties in establishing effective financial management and reporting systems for the common funds. Although from an early stage, spending against these funds was recorded in the State Budget and the CGE
, they did not actually employ national procedures for disbursement, financial management and accounting. For the medicines fund, resources were held in foreign exchange overseas for the direct purchase of internationally procured medicines. For the Central and Provincial Common Funds, resources were held in domestic commercial bank accounts, managed by MISAU, following a set of ad hoc procedures, specifically devised for these funds. Although the methods adopted for planning and budgeting of these two funds were transparent and clearly linked to the planning of activities for the annual sector PES, there were significant deficiencies in the quality of the financial management and accounting procedures. These were reported both in the Tribunal Administrativo’s Parecer on the Conta Geral of 2005 and in the external audits of ProSaude 1, undertaken by Ernst & Young in respect of the 2005 and 2006 accounts. A plan of action and a related process of external monitoring were established in order to respond to these deficiencies. By the end of 2008, 17 of the 19 recommendations included in the Ernst & Young report on the 2005 accounts had been successfully implemented.

21. Notwithstanding the improvements made in the financial procedures for the Common Funds, the Government and its Partners recognised in 2007 that the budgeting, financial management, accounting and auditing systems for the sctor would be more efficient and effective, if the Common Funds could be managed through the State Budget, utilising national procedures. This would reduce the transaction costs created by the use of separate systems and would allow for a unified programming of expenditures within an integrated budgeting and reporting process. The Memorandum of Understanding of July 2008 formalised the agreement to convert the common funds into a Sector Budget Support arrangement. This would require not only that the funds should be recorded in the OE and CGE (as has been happening for all three funds since 2007) but that the budgeting of “common fund” support to the sector should be merged with the process of budgeting of activities financed through the OE, with disbursement, execution and reporting processes being undertaken through the e-SISTAFE system following national legislation on public finance management. 2009 has been a transitionary year towards the full use of sector budget support, with the “common funds” continuing to be separately budgeted as if they were projects and with budget execution continuing to be managed through the use of separate commercial bank accounts. From 2010 onwards, full sector budget support arrangements are expected in line with the requirements laid out in Chapter 1.

2.3 Projected Health sector spending 2008 -2012
22.  As noted above, the fast increases in health sector funding achieved in recent years are expected to continue over the medium term at least. The PESS, for example, estimates sector funding for 2008 of US $ 365 million, expanding to nearly US $ 500 million by 2012. Within this scenario, dependence on external funding would decline modestly, financing 66 % of total sector spending in 2008 and 59 % in 2012. The PESS also projects anticipated expenditure requirements and estimates that even with this high level of financing, there would remain a residual funding gap of US $ 166 million in 2008, rising to over US $ 200 million in 2012. (See Table below)
23. The projections presented in the PESS differ significantly from the levels of actual expenditure recorded in the CGE for 2007. As we may see from Table 2, the CGE for 2007 reported expenditures equivalent to some US $ 266 million for the health sector.  While it is likely that certain externally funded investments may not have been reported in the CGE (in particular for projects and vertical funds), our judgement is that the more likely source of differences concerns the methods used in the PESS for estimation of external funding. Our understanding is that the estimates in the PESS are based upon the commitments of expenditure announced by the external funding agencies, whereas historically actual expenditures have generally been some 70-80% of announced commitments. 

Table 5 Projected Health Sector Funding, 2008-12
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24. Nothwithstsanding these discrepancies, it seems clear that the level of available external funding for the sector will continue to increase. Hence, lack of funding will not be the binding constraint on improved sector performance. The challenge for the sector will be to further improve budget execution rates, whilst raising the efficiency and effectiveness of expenditure.  Implementation of the Action Plan for improved PFM and procurement systems should contribute directly to these objectives.
3. Legal and Institutional Framework for PFM in the Health Sector

25. A review of the legal and institutional framework for the sector was undertaken by the study team. The full report is presented in Annex, covering the three dimensions listed below. This has informed the whole diagnostic process and aspects of the legal framework are referred to repeatedly in the text – most notably in relation to questions of procurement.

3.1 Distribution of Responsibilities for Public Sector Health Care

3.2 Overall Legal framework for public finance management

3.3 Legal Framework for Procurement

4. Assessment of Public Finance Management and Procurement systems

4.1 Overview of Assessment Methodology
26. The terms of reference required that the methodology for the diagnostic assessment should generate a numerical or alphabetical scoring of the current PFM performance in relation to international standards.  The PEFA (Public Expenditure & Financial Accountability) methodology, available at www.pefa.org, provides for exactly this type of diagnostic assessment in relation to national systems of Public Finance Management. 

27. The PEFA PFM Measurement Framework (applied at the national level) identifies the critical dimensions of performance of an open and orderly PFM system as follows:

· Credibility of the budget - The budget is realistic and is implemented as intended;

· Comprehensiveness and transparency - The budget and the fiscal risk oversight are comprehensive, and fiscal and budget information is accessible to the public;

· Policy-based budgeting - The budget is prepared with due regard to government policy and its medium term financing implications;

· Predictability and control in budget execution - The budget is implemented in an orderly and predictable manner and there are arrangements for the exercise of control and stewardship in the use of public funds;

· Accounting, recording and reporting – Adequate records and information are produced, maintained and disseminated to meet decision-making, control, management and reporting purposes;

· External scrutiny and audit - Arrangements for scrutiny of public finances and follow up by the Legislature are operating.

28. The PEFA framework also identifies a set of relevant criteria with regard to donor practices: 

· Donor practices – external grant and concessional loan financing for government activities is budgeted and disbursed in ways which generate predictability in funding, and transparency in the allocation and use of funds, whilst also promoting the use of national systems and procedures.  

29. Two national PEFA assessments have been produced for Mozambique in 2006 and 2008, which have been found useful by the Government and its Development Partners for benchmarking the status of systems and adapting PFM reforms in the light of results. With the support of the reference group, the Fiscus-SAL e Caldeira team have therefore developed an assessment framework for the health sector which is closely based on the PEFA methodology utilised at the national level. Wherever an existing PEFA indicator was seen to be relevant and could easily be adapted for application at the sectoral level, an assessment based on that indicator has been undertaken. Those indicators related to Parliamentary processes or to procedures for management of fiscal risks or to other aspects of national PFM management which were either not relevant at the sector level or too complicated to adapt were excluded as non applicable. In several cases, the adaptation to the health sector required certain sub-dimensions of individual indicators to be excluded; it also required some changes in the mechanism of scoring. 

30. It was decided not to attempt a scoring of donor practices within the health sector. In other circumstances, the indicators D1- 3 of the national PEFA assessment system might be relevant to the health sector but, given the constraints of time and resources, it was not considered useful to attempt a scoring of these indicators for the Mozambique health sector at this point in time. There were three principal reasons for this:

· Indicator D1 would have examined the predictability of sector budget support disbursements but 2009 is the first year in which there will be large scale disbursement of sector budget support under ProSaúde 2, because for most agencies these funds had previously been disbursed from an externally managed common pool. There is thus insufficient experience with Sector Budget Support to derive a meaningful assessment of predictability.

· Indicator D2 which covers reporting of budgets and expenditures from externally financed projects is addressed under the second dimension of indicator SI-7, covering the extent of unreported government operations in the health sector.

· Indicator D3 would have required a detailed examination of the total volume of aid received by the health sector to assess which proportion of this aid utilised national procedures for banking, disbursement, reporting, procurement, accounting and auditing. This would have required a considerable amount of time and would have diverted attention from more important aspects of the financial management assessment. 

31. Thus, the team identified, from this process of adaptation, that 19 of the 31 PEFA indicators could be adapted for use in the health sector. In order to allow for easy comparison of results at the sectoral and national levels, the numbering of these indicators has been kept the same but the health sector indicators have been denominated as “Sector Indicators” rather than “Performance Indicators” (PI), which is the nomenclature used in the PEFA methodology. Thus, by way of example, the Sector Indicator SI-13, which assesses the transparency of obligations and liabilities for health care user charges is derived from PEFA indicator PI-13, which assesses the transparency of taxpayer obligations and liabilities. 

32. In addition, it was noted that in relation to procurement and inventory management the single indicator included within the PEFA methodology would be inadequate to properly assess the range of issues related to procurement and inventory management in the health sector, which MISAU and the Cooperation Partners had in the Terms of Reference specified should be assessed. Thus, while indicator PI-19 assessing competition, value for money and controls in procurement was seen as useful and therefore retained for application to the health sector [as SI-19d)], a further four indicators were devised to assess other important aspects of inventory management. 
33. Thus, the team adopted the following five indicators for assessment of procurement and inventory management:

· SI-19a) Quality Assurance processes in Procurement of Pharmaceuticals;
· SI-19b) Price Competitiveness in Procurement of Pharmaceuticals;
· SI-19c) Timeliness of Health sector procurement processes;
· SI-19d) Competitiveness and transparency in Health sector Procurement; and 
· SI-19e) Inventory management in the Health sector.
34. The PFM assessment process for the health sector has thus been conducted on the basis of 23 indicators and for each of these a score from ‘D’ to ‘A’ has been applied in common with the PEFA methodology. The table below provides a full listing of the 23 indicators on which the assessment is based. Brief explanations of the scoring methodology are included in the text of the succeeding sections of this chapter, where the assessment of each of the indicators is presented and explained. 

35. For each of the 23 indicators selected for the assessment, evidence has been collected with regard to the legal and administrative requirements and the actual practices in operation. The relevant stakeholders at national, provincial and district levels have been interviewed to assist in obtaining the necessary documentation and financial data necessary for the assessment and also to assist in its interpretation. A complete listing of the documents and data consulted for each indicator is included as Annex 2 and the full set of persons interviewed is listed in Annex 3.

36. The subsequent sections of this chapter present the scores for each of the 23 indicators. For each indicator, an explanation of how the score has been reached is provided, the reform actions and other measures being taken in each area are identified and an overall judgement on the implications of the score is presented. The implications of the assessment as a whole are discussed in the Summary Assessment. 

Table 6: Proposed assessment indicators and Preliminary Scores for 2008

	INDICATOR
	2008

Scoring

	A. PFM OUT-TURNS: Credibility of the Budget

	SI-1
	Health Sector expenditure out-turn compared to original approved budget
	D

	SI-2
	Composition of sector expenditure compared to original approved budget
	A

	SI-3
	Aggregate health user fee collections compared to original approved budget
	C

	B: KEY CROSS-CUTTING ISSUES: Comprehensiveness and Transparency

	SI-5
	Classification of the Health sector Budget
	C

	SI-7
	Extent of unreported government operations in the Health sector
	C

	SI-8
	Transparency of rules & procedures for Provincial & District health budgeting
	B

	SI-10
	Public access to key fiscal information on the health sector
	B

	C: BUDGET CYCLE

	C(i) Policy-based Budgeting

	SI-12
	Multi-year perspective in planning and budgeting for the health sector
	C

	C(ii) Predictability and Control in Budget Execution

	SI-13
	Transparency of obligations and liabilities for health care user charges
	D+

	SI-16
	Predictability in availability of funds for commitment of health expenditures
	C+

	SI-18
	Effectiveness of payroll controls in the health sector
	B

	SI-19a)
	Quality assurance processes in Procurement of Pharmaceuticals 
	B

	SI-19b)
	Price Competiveness in Procurement of Pharmaceuticals
	A

	SI-19c)
	Timeliness of Health Sector Procurement processes
	D

	SI-19d)
	Competitiveness and transparency in Health Sector Procurement
	C

	SI-19e)
	Inventory management in the Health Sector
	D

	SI-20
	Effectiveness of internal controls for non-salary expenditure in the health sector
	D+

	SI-21
	Effectiveness of internal audit in the health sector
	D

	C(iii) Accounting, Recording and Reporting

	SI-22
	Timeliness and regularity of accounts reconciliation in the health sector
	B

	SI-23
	Availability of information on resources received by district health facilities
	D

	SI-24
	Quality and timeliness of in-year budget reports for the health sector
	D+

	SI-25
	Quality and timeliness of annual financial statements for the health sector
	C+

	C(iv) External Scrutiny and Audit

	SI-26
	Scope, nature and follow-up of External Audit in the health sector
	D+


4.2 Planning & Budgeting

Credibility of the Budget

37. The indicators included in this group are designed to gauge the credibility of the budget by assessing the extent to which the budgets of MISAU and the other sector institutions are implemented as intended. They do this by comparing actual expenditures and actual collections of user fees (receitas propias) with budgeted ones and by analysing the deviation in the actual composition of expenditure from the approved budget. 

38. The ability to execute the budget as intended is a fundamental indicator of the ability of the health sector to programme its activities in a realistic manner, to budget for them accurately and to implement them efficiently. While there may be many reasons for discrepancies between budgets and actual expenditures – some deriving from inefficiencies and systemic weaknesses within the sector, others deriving from external factors, no legislator, nor tax payer nor external funder can have confidence in the ability of the sector to execute a strategy and achieve its objectives so long as such discrepancies exist. By examining various dimensions of budget credibility, these first three indicators permit an appreciation of the overall credibility of the budget, of the source of any spending shortfalls that might be identified and of the nature of the sector response. 

	Indicator
	Dimension assessed
	2008 Assessment

	SI – 1: Health sector  expenditure out-turn compared to original approved budget
	The difference between actual expenditure and the originally budgeted expenditure (excluding externally financed project expenditure) of the health sector institutions
	D

	SI – 2: Composition of health sector expenditure compared to original approved budget 
	Extent to which variance in expenditure composition amongst health sector institutions exceeded the overall deviation sector expenditure (as defined in SI-1) during the last three years 
	A


39. In order to focus the analysis exclusively on those areas of spending for which Government has full control, expenditures from externally financed investments are excluded. For the equivalent analysis at the national level (PEFA indicators PI-1 and PI-2) debt service payments are also excluded.  The ‘sector’ has been defined as including all of the public health institutions which are separately budgeted. Thus, it includes MISAU, the Central hospitals and each of the 11 Provincial Departments of Health.

2008 Assessment

40. The table below shows the results of the analysis for indicators SI-1 and SI-2. A fuller presentation of data, institution by institution is shown in annex.  The analysis shows that for 2005 – 2007, the last three years where there is complete data on budgets and spending as presented in the Conta Geral do Estado, the level of sector expenditure actually executed has deviated significantly from the approved budget, being consistently and substantially lower: -26.2% in 2005, - 15.8% in 2006 and – 10.6 % in 2007. With actual expenditure deviating from the approved budget by more than 15 % in two of these three years, the SI-1 indicator scores a ‘D’.

41. The extent of sector expenditure deviation does appear to be diminishing over time. To see if thistrend is continuing,  it will be important to repeat the analysis for 2008 as soon as the CGE becomes available.
42. Examining the extent of variance by institution, it is interesting to note that while all of the sector institutions appear to be influenced by the factors driving the aggregate expenditure deviation for the sector, the level of additional change in the composition of spending has not been high. Thus, the aggregate deviation is not exacerbated either by random changes in the composition of spending against budget, nor by systematic biases against particular institutions, in which some sector institutions might have increasing budgets, with others suffering decreasing budgets. Rather it appears that all institutions suffer equally from the aggregate expenditure deviation. The variance in composition has exceeded the aggregate expenditure deviation by less than 5 % in each of the last three years, scoring an ‘A’ against indicator SI-2.

Table 7: Deviations of health sector expenditure from approved budgets, SI-1 & SI-2
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43. In order to explain this rather unusual pattern of budget execution for the sector, we have compared in the Tables below the pattern of budget execution by economic classification for the health sector and for the budget as a whole, excluding debt servicing and externally financed investments. The first point that emerges is that the deviation of actual spending from budget is consistently higher for the health sector than for aggregate public spending but not dramatically so. Thus, the national PEFA score for this indicator would be a ‘C’ as compared with a ‘D’ for the sector.
44. Upon examining which items of spending show the highest levels of under-execution, we find that there is quite a different pattern at the sectoral and national levels. For the health sector, the main reason for under-execution of the budget is because personnel expenditures consistently fall short of the budgeted levels. Indeed, as we may see from the chart below, under-execution of the personnel budget comprises on average 36% of the total under-spending within the sector. Under-spending on goods and services is also high, amounting on average to 33 % of total under-spending.

Table 8 a) & b): Comparison of deviations of actual spending from budgets at the sectoral and national levels by economic classification, 2005-2007
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Figure 7 Average contribution of different budget lines to under-spending in the health sector 2005 - 2007  
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45. At the national level, the pattern of under-spending on the budget is very different as may be seen from the table below and the details presented in Tables 8a) & b) above.  In the last two years, there has been over-spending both on the personnel budget and the goods and services budget. Budget cuts have occurred almost exclusively on the capital expenditures item within the Operating Budget. This budget line, which finances the replacement of capital equipment, has been reduced to permit modest overspending on personnel and goods and services in a context in which revenues and grants have been below target.

Table 9 Average contribution of different budget lines to under-spending on the National Budget  
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Implications of the Assessment and Potential corrective measures

46. The data suggest strongly that the substantial under-spending found in the health sector is the result of under-spending on personnel (due probably to the difficulties of recruiting adequately qualified staff to the places where there are vacancies) and of under-spending on goods and services (due probably to inadequate planning and management of the procurement process). The data do not suggest that unwarranted cuts in health sector budgets during budget execution (imposed by the Ministry of Finance) are a contributory factor. Rather, the pattern that emerges is that health sector institutions have difficulties in spending their planned budgets and these are then revised downwards during the year to permit re-allocations to faster spending ministries. 

47. Unfortunately, the budget items where shortfalls are occurring are not areas of spending where improvements in spending efficiency can quickly be achieved. The health sector demands specially qualified staff and these staff often need to be posted to the less urbanised districts and provinces where recruitment is naturally more difficult. It is not straightforward to create staff incentives which can overcome these tendencies, while still being sustainable within the Mozambican context. Achieving effective planning and management of procurement is also a complex task, where quick results should not be expected. We analyse these processes in more detail in section 4.4 below.

48. There are two positive features of the data. The first is that the management of changes in the composition of spending across institutions appears relatively equitable: provincial departments of health are not being systematically disadvantaged. The second is that the aggregate level of under-spending in the sector declined significantly in 2007. If the fourth quarter budget expenditure report (REO) were to give indications of a similar result for 2008, then there would be reason to believe that more realistic budgeting was beginning to be established. 

	Indicator
	Dimension to be assessed
	2008 Assessment

	SI – 3: Aggregate health user fee collections compared to original approved budget.
	Actual collections of health user fees (receitas próprias) compared to estimates in the original, approved budget 
	C


2008 Assessment

49. With regard to estimates and actual collections of user fees (receitas próprias) for the health sector, the pattern of collections is extremely erratic over the last three years. As can be seen from the Table below, for the sector as a whole, collections were 96.8 % of budgeted collections in 2005, nearly 260 % of budgeted collections in 2006 and 85.6 % of budgeted collections in 2007. In terms of the proposed scoring mechanism for the sector, collections were therefore within + or – 15% of the estimates in two out of three years, which scores a “C” for this indicator.

Table 10: Budgets and actual collections of user fees for the Health Sector
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50. Analysing the table more closely, we can see that item by item the level of collections is not generally consistent with budgets and it is only because differences have averaged out favourably that the appearance of a higher level of consistency is created at the aggregate level. For example, in 2007 there were no budgeted estimates of serviços de atendimento especial nor of receitas de medicamentos for the Maputo Central Hospital, yet collections were recorded against these items, which brought aggregate collections to 91.7% of budget for the institution as a whole. 

Implications of the Assessment and Potential corrective measures

51. The reasons for estimating user fee collections within the budget are primarily to be able to plan accurately for the net level of financing which will be received by each institution so as to adjust central government financing to an appropriate level and secondarily to provide a point of reference for the expected level of collections, so that some control over the level of recorded collections can be maintained. In the Mozambican health sector, neither of these objectives is currently being achieved: both budgets and collections are erratic. As a consequence, proper planning for the use of user fees is not possible and control of the level of collections is not being exerted. 

52. In general, fees are collected against known and publicised rates. In addition, records of the use of different types of services are kept for most institutions. Thus, it would be possible to budget more accurately for anticipated user fee collections. What is required is for MISAU to begin to insist on more accurate budgeting of user fees and for closer supervision of performance to be exerted.  The Ministry of Finance and the Inspecção Geral de Finanças could also begin to monitor more closely the budgeting of estimated fees and the recording of actual collections.

Comprehensiveness and transparency

53. This sub-set of indicators aims to assess the extent of comprehensiveness and transparency of health sector budgets and financial reporting procedures. The comprehensiveness of the  health sector budget is examined by reference to the existence of central government spending which is unreported (or under-reported) in the sector budget and accounts. Transparency is examined by reference to the budget classification system used, the clarity of rules and procedures for budgeting at the provincial and district levels, and the availability to the general public of key fiscal information on the health sector.

	Indicator
	Dimension to be assessed
	2008 Assessment

	SI – 5: Classification of the Health Sector Budget
	The classification system used for formulation, execution and reporting of the central government's budget for the Health sector
	C


2008 Assessment

54. . The key question to ask in relation to the budget classification system for the sector is whether it provides clear, useful and readily understandable information on planned and actual spending? At the most basic level, such information should be provided at least by administrative unit and by type of spending – the economic classification (investment and current spending and salaries, goods and services, etc.)  Such a classification has been used in Mozambique over many years and the classifications utilised are generally consistent with international standards as defined in the IMF’s Government Finance Statistics.

55. However, a basic classification of this kind does not provide any information about the purpose of expenditure and would in the scoring system proposed for the sector score only a “D”. It is important to know not only which institution is receiving resources and whether they are to be used for salaries or for telephones but also the objective of that expenditure. Will it be used to prevent the spread of epidemic diseases (and if so which ones) or simply for administrative purposes? The objectives of spending may be defined either according to function or by programme, or possibly by using both categories. Functions and sub-functions refer to standard international categories, which are defined in the UN’s COFOG system (Classification of the Functions of Government). This distinguishes 14 major functions – including health, education, general public services, environmental protection, defence, etc – and within these 14 functions, there is a total of 69 sub-functions. The table below shows the sub-functions defined for the health function within the COFOG system.
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 Classification of Health Sub-Functions within the UN’s COFOG system

56. While a classification of health spending by health sub-function does give some sense of the relative allocation of resources between different objectives, the need to use an internationally standardised system means that the defined sub-functions are relatively broad. Thus the functional classification system does not permit a close analysis of specific objectives within a given country. 

57. The optimum system of classification is thus by programme.  Programmes are defined in different ways in different countries but the basic objective is to establish a mutually exclusive set of categories for the classification of spending within each institution, for which separate and precise objectives can be defined, in addition to the specific outputs to be produced within the programme so as to achieve those objectives. In most cases, programmes also represent management entities as well as cost centres: thus each programme has a defined manager with responsibility for producing the programme’s outputs with a given budget.

58. Although there has been discussion with UTRAFE and with MF and MPD over the establishment of programmes for the health centre, these are not yet operational. Thus the requirements for an “A” score are not met. The sub-functional categories of the COFOG classification are not yet applied in Mozambique and so the requirements for a “B” score are not met either. However, the 14 higher-level functional classifiers are applied in addition to an administrative and economic classification of spending, meriting a “C” score against this indicator. 

Implications of the Assessment and Potential corrective measures

59. The absence of a Programme classification within the health sector budget is much more than a mere technicality. In the absence of programmes, it is exceedingly difficult to ensure that resources are effectively directed to the strategic objectives specified in the PESS. In the Mozambican budget system, the main point of control is the institution or administrative entity. Where an institution has only one programme (i.e one key objective and a set of outputs produced only for that objective), then this will not be of consequence. For example, the procurement and distribution services of CMAM could be run as a single programme, without any of its major objectives being significantly compromised. However, most health facilities have multiple objectives and functions. For example, even district hospitals combine out-patient services, hospital care and out-reach services aimed at promoting better health practices and encouraging vulnerable groups to attend health facilities for screening and diagnosis. Larger hospitals may also have functions related to teaching and research. Where all of these objectives are financed from one institutional budget, without a division into programmes, then it is almost inevitable that certain objectives will suffer, with those interests that are most effectively defended winning the battle for resources. In most health facilities – in Mozambique and elsewhere – it is likely to be the out-reach programmes, aimed at promoting public health services, which lose this battle for resources. Unfortunately, without any programmatic breakdown of budgets or expenditures, it is very difficult to ascertain which programmes are being favoured: we can only easily determine budgets and spending by institution.

60. MISAU are well aware of the importance of developing a programmatic breakdown of budgets and expenditures. It was initially hoped that it would be possible to use e-SISTAFE to introduce a programmatic breakdown for MISAU and other health sector institutions. Discussions were held with UTRAFE during 2007 and early 2008 with a view to introducing such a system and MISAU report that the e-SISTAFE system proved unable to cater for its needs
. As a result, a decision was made to purchase an Oracle-based health accounting package and a supplier has since been contracted to supply and install the system. It is too early to make a judgement on whether this system will be able to fulfil the requirements for a programme classification and how soon implementation might be expected. However, the review team did not see any proposals for the definition of a programme structure and it is our impression that there has been an under-estimation of the magnitude of this task and the degree of consultation it will require – both internally between service managers, DAF and DPC, and externally with MF, MPD and UTRAFE.

	Indicator
	Dimension
	2008 Assessment 

	SI – 7: 

Extent of unreported government operations in the Health sector 
	(i) The level of extra-budgetary expenditure in the health sector (other than donor-funded projects) which is unreported i.e. not included in fiscal reports.
	C
	C

	
	(ii) Extent of Income/ expenditure information on donor-funded projects in the health sector included in fiscal reports 
	C
	


2008 Assessment

61. A major study of unreported government operations at the national level was conducted over late 1999 and early 2000 and reported in Austral 2000. This revealed significant levels of off-budget spending financed through externally financed projects and through ‘own revenues’ (receitas própias), which are fees and charges retained within the collecting agency to finance operating expenditures. This led to a national plan of action to reduce levels of off-budget spending, which has been steadily implemented since then, under the leadership of DNO and DNCP. In relation to off-budget expenditure financed through receitas própias, measures were taken to rationalize the fees and charges which could be levied directly by sector ministries and institutions, and to record expected collections and the corresponding spending more comprehensively in both the budget (OE) and final accounts (CGE). 

Table 12 Recorded collections of fees and charges for Health as a percentage of total sector spending, 2005 -2007
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62. At the national level, the levels of receitas próprias recorded in the CGE increased from virtually zero in 2004 to Mts 1.6 billion in 2006, 3.6 % of total spending. (National PEFA assessment for 2006). The table above
 shows that for the health sector the amounts recorded also increased substantially over 2005 to 2007, representing a significant improvement in the quality of the coverage of the OE and CGE. It seems reasonable to assume from this that the level of unrecorded collections has reduced. 

63. Unfortunately, in the absence of a comprehensive recent assessment of off-budget spending from receitas própias, it is virtually impossible to judge how much of the total level of collections is actually recorded. The national PEFA assessment up to end 2006 (published in early 2008) judged that the magnitude of off-budget expenditures financed from fees was probably above 5 % of total spending in 2004 but that by end 2007, it represented above 1 % but below 5 % of total expenditures, giving a “B” score, on this dimension of the national PI-7 indicator. 

64. For the health sector, it is more difficult to reach such judgements. In particular, how should one interpret the sharp drop in the level of recorded collections of receitas própias between 2006 and 2007?  Should collections in 2007 (and 2008) also have been close to 25 % of sector spending, meaning that unrecorded fees were financing off-budget spending of approximately 20 % of sector spending? Or was 2006 a special year in which fees were charged by provincial hospitals
 which are no longer being charged? Given the high levels of volatility shown in the recorded collections of receitas próprias, our assessment is that the levels of unrecorded collections (and corresponding expenditures) are between 5 – 10 % of sector spending, meriting a “C” score against this dimension.

65. There is no doubt that externally financed project expenditures constitute the bulk of unreported central government operations, both nationally and in the health sector. Although efforts to improve recording are being made, most donor agencies have proven reluctant to channel their project expenditures through the Government’s disbursement systems. They thus preserve separate banking arrangements and, as a result typically employ separate budgeting and accounting procedures. In order to be “on-budget”, it is necessary both for anticipated expenditures to be reported and approved through the OE and for actual expenditures to be recorded in final accounts (the CGE) and, ideally, in quarterly Budget Execution Reports. 

66. In the health sector, the use of three harmonised common basket funding mechanisms (up to the end of 2008) and their conversion to sector budget support arrangements with the signing of the ProSaúde II MoU in July 2008 has meant that the volume of off-budget project funding has probably been lower than in other sectors. Nevertheless, a high volume of grant and loan financing continues to be channelled through project structures. Some of the grant financed projects are recorded in the OE but few in both the OE and the CGE and fewer still submit quarterly expenditure reports for inclusion in the quarterly budget execution reports (REOs).  Therefore, to date, comprehensive reporting exists only for loan-financed projects, where disbursements are recorded in the DNT’s CS-DRMS debt system
, which has been installed with support from the Commonwealth Secretariat. This leads to a “C” score on this dimension and an overall score of “C” for the indicator.    

Implications of the Assessment and Potential corrective measures

67. The procedures necessary to achieve a comprehensive coverage and recording of expenditures financed from receitas próprias and from externally financed projects now exist: the challenge is to apply these procedures on a comprehensive basis and monitor their continued use. As we have noted above in relation to indicator SI-3, the rules and procedures for charging and collection of fees are now clear and there is reasonable historical data on the level of utilisation of different types of facilities and services. It is important now for MISAU and for DNO to insist that this data should be systematically utilised in the budgeting process and for MISAU (perhaps with some support from IGF) to monitor the recording of fees and charges during the process of budget execution. 

68. With regard to externally financed projects, procedures have been established to manage disbursements through the Treasury Single Account (Conta Única do Tesouro, CUT).  This requires prior approval of spending through the OE and automatically generates an accounting record: thus if the CUT is utilised the recording problem is effectively resolved. The CUT has been in operation since 2004 and the full set of disbursement and accounting procedures associated with the CUT is operational and effective. In addition, UTRAFE introduced in 2008 the CUT multi-moeda - a facility for dealing with foreign exchange receipts and payments within the CUT. We are therefore at a loss to understand why the use of the CUT has proven difficult to introduce as a standardised routine for all donor agencies. 

	Indicator
	Dimension
	2008 Assessment 

	SI – 8: 

Transparency of rules and procedures for Provincial & District health budgeting
	(i) Transparent and rules based systems for the allocation to Provincial Health Directorates (DPS) and District Health Directorates (DDS) of health sector budgets from central government. 
	B
	B+

	
	(ii) Timeliness of reliable information to  Provincial Health Directorates (DPS) and District Health Directorates (DDS) on their allocations from central government for the coming year.
	A
	


69. A significant proportion of health spending needs to take place at provincial and district levels so as to ensure that public health care services are provided within a reasonable distance of all potential users and in a way that responds adequately to the needs of different users. Clearly, there are legitimate technical and policy reasons why certain types of health expenditure should be decided and/or managed at the national level. However, for those resources which are allocated and managed at the provincial and district levels, it is important that the rules and procedures determining the levels of budgets should be clear and that final decisions on central government allocations to provinces and districts should transmitted on a timely basis. 

70.  This indicator addresses this set of issues in relation to the Provincial Departments of Health and the District Departments of Health. These are deconcentrated functions of the Central Government.  The Municipal Legislation (Pacote Autárquico) of 1997 did create 33 financially and politically autonomous urban municipalities
 but these account for only 1 per cent of total public spending as compared with 3% for the (deconcentrated) districts and 27 % for the provinces (National PEFA, February 2008). 

71. In relation to the provincial and district departments of health, the legal framework for the definition of budgets is established by Law 9/2002 of 12th, February - the ‘Lei SISTAFE’ – and by the prior Law 15/97 – Lei das Princípios, Regras e Normas referentes ao Orçamento do Estado e á Conta Geral do Estado.  Law 15/97 specifies that the Ministry of Planning & Finance (since the Decreto Presidencial 23/2005 of 27th, April, the Ministry of Planning & Development) should send by the 31st, May a circular specifying the expenditure limits for formulation of the annual budget, as well as the guidelines and specific instructions to be followed by each ministry, department and province responsible for submitting a budget. 

72. Our interviews within MPD and DNO, as well as with the provinces of Sofala and Nampula and the districts of Dondo (Sofala) and Monapa (Nampula) confirmed that this procedure is indeed followed.  Budget guidelines and ceilings are prepared on an annual basis by MPD in close consultation with DNO for all expenditures within the Orçamento de Funcionamento (Recurrent Budget). These guidelines are based on the sectoral ceilings programmed within the CFMP and include ceilings for each individual department within each Province, including the Provincial Health Departments. MISAU are not consulted at the time of the establishment of these ceilings but they are directly responsible for the development of the CFMP for the sector, which includes projections of provincial expenditures.

73. Budgetary proposals for each provincial department are consolidated by the Department of Planning & Finance of each province and then submitted to MF and MPD for finalisation.  In principle, changes to the submission made by the Provincial Department of Health could be demanded by the Provincial Governor but in practice there is no experience of any such intervention having been made and actual allocations adhere very closely to the original ceilings established by MF/ MPD. It is also generally the case that when provincial authorities engage in negotiation over their budget allocations, each of the provincial directors – including the Provincial Director of Health, is represented.

74. The budgetary allocations for each District Department of Health are determined as components of the budgets of each Provincial Department of Health. The ceilings for the definition of these budgets are presented by MP and DNO as part of the presentation of the overall provincial ceilings. Similarly, once these are decided upon, the details of approved budgets by Districts are included in the supporting documentation to the OE (acompanhamentos), which is submitted to the National Assembly.

75. Overall, then, the rules and procedures for the definition of provincial and district health budgets for recurrent spending (Orçamento de Funcionamento) are clear and transparent. The rules for definition of investment budgets appear to be rather more ad hoc.  Although all provincial and district departments of health have the right to submit proposals for investment projects and do occasionally do this, there is no ceiling for investment spending pre-assigned to each DPS or DDS. The investment budget for health is held at the national level by MISAU and its distribution by district and province is decided nationally. The CFMP is the main programming instrument for reaching decisions on the distribution of investment spending. District and provincial departments of health have the opportunity to contribute to this but significant changes are made in between the CFMP and the annual budget. These changes are necessary because there are differences in the timing and the level of detail of the CFMP and OE but provincial staff interviewed did not consider the changes to be transparent and stressed that there is no systematic process of consultation over these changes. Moreover, neither the OE of MISAU nor the sector PES include information on the provincial location of national investment spending. Due to these deficiencies in the transparency of the rules and practices governing investment allocations, this dimension of the indicator is therefore accorded a ‘B’.

76.  Regarding the timing of the transmission of information on planned budgets to the provincial and district departments of health, the Provincial Budgets’ department of the DNO transmits information to the DPSs on the Government’s final budget proposals at the time when these are submitted to the National Assembly (30th, September of each year). In addition, the 2008 Budget Proposal was made available for the first time on-line on the web-page of the National Directorate of the Budget, www.dno.gov.mz and this practise was again followed for the 2009 Budget Proposal. 

77. Thus, provincial and district health directorates are directly responsible for preparing their own budget estimates and remain actively involved in the negotiation of subsequent changes with DNO and MPD. In addition, they receive information on the Executive’s proposed Budget some two and a half months before it is voted upon by the National Assembly and some three months before the start of the fiscal year. An “A” score is therefore allocated to this dimension of the indicator, giving a “B+” score overall.

Implications of the Assessment and Potential corrective measures

78. Our assessment of the transparency of the rules and procedures for provincial and district budgeting is thus generally positive.  The one area where improvements are needed is in relation to the processes regarding the allocation of investment spending across provinces and districts, where consultation could be made more systematic and comprehensive. Consideration should also be given to the allocation of investment spending ceilings by province (and possibly by district), so that there is greater awareness of the potential for provinces and districts to bid directly for investment funding.

79. This positive assessment has direct relevance for the question of how to define an effective strategy to correct inter-provincial inequalities in health outcomes and in health allocations per capita. MISAU have in the past alleged that they have insufficient influence over the definition of ceilings for provincial and district health departments. In relation to the setting of recurrent budget ceilings, it is certainly true that decisions are made by MPD with DNO, although these ceilings are at least in theory derived from the CFMP, where MISAU do have a much more substantial role.  

80. However, the focus on the recurrent budget is misplaced. The ceilings for recurrent budgets reflect the staffing and other operating requirements for the health facilities already established and in operation. The allocation of recurrent budgets across provinces and districts thus reflects the existing distribution of health facilities across provinces and districts. If those districts and provinces that have an inadequate number of facilities in relation to population are to receive a more equal share of the recurrent budget, then they must first receive increased levels of investment spending. Similarly, where there are provinces and districts that suffer from the prevalence of specific diseases, public health care programmes targeted upon these diseases need to be devised and funded through the investment budget: unstructured increases in operating budgets at existing facilities are very unlikely to be a solution.

81. Thus, the focus of attention should be upon the investment budget. Specifically, attention needs to be given to how the investment budget is allocated across different provinces/ districts and between different types of health interventions. We examine this question below in relation to indicator SI-12, “Multi-year perspective in planning and budgeting for the Health sector.”

	Indicator
	Dimension
	Assessment 

2008

	SI – 10:  Public access to key fiscal information on the health sector
	Typology of fiscal information which is publicly available for the health sector – availability of 6 standard elements of information.
	B


2008 Assessment

82.  The extent to which the public finance management process can be considered truly transparent will depend fundamentally on the access of the general public to information on sector plans, budgets and spending within the health sectors. This indicator assesses this question by reference to the availability of six key elements of information, which would be important to any user of public health services or to any interest group working in this sector who wished to track budgets against plans and actual spending against budgets. These six elements are presented in the table below, alongside our assessment of their availability to the general public.   

Table 13 Availability to the general public of Health Sector information on budgets and expenditures 

	 Health Sector Information which should ideally be available to the general public
	Whether available or not in Mozambique?
	Where available and how easily?

	Documentation on the Executive’s Budget Proposal for the sector, available at national level prior to approval by National Assembly


	YES
	Since September2007,available to the general public at time of submission to National Assembly at www.dno.gov.mz 

	In-year Quarterly Expenditure Reports on budget execution in the sector, available at national level


	YES
	Available in physical and electronic form from DNCP 45-60 days after the end of the Quarter or through purchase from the  Imprensa Nacional de Moçambique



	Information on the Executive’s Budget Proposals for DDSs available at district level, prior to approval by National Assembly


	YES
	Proposed District budgets can be accessed from www.dno.gov.mz, where they are included in the OE Acompanhamentos but these are not commonly accessed by District staff and not printed until the start of the budget year.



	Quarterly expenditure reports on district expenditure, available at provincial or district levels


	NO
	The national level REOs include detailed information for DDSs and DPSs but these are not systematically posted to a website, nor routinely distributed by DNCP (although available on request.)



	Information on budgets for health facilities available at provincial or district levels


	NO
	District budgets are not systematically built up facility by facility: staff requirements are aggregated and medicines are centrally supplied. Available goods & services funds are allocated ad hoc.



	Public notice boards on resources actually received and utilised at health facility level, available in a majority of health facilities


	NO
	Notice boards are generally present at most facilities: these often have circulars providing information on rules for user fees but not systematic information on resources received and utilised. Arrival of medicines is generally advertised by word of mouth.


83. As may be seen from the Table above, three of the six elements required are generally available to the public, meriting a “B” score for this indicator.  It is notable, however, that the three missing elements of information all concerned the availability of information at the district level, where the culture of transparency which is gradually being developed at national level has yet to take root.

	Indicator
	Dimension
	2008 Assessment 

	SI – 12: 

Multi-year perspective in planning and budgeting  for the health sector
	(i) Existence of a comprehensive sector strategy with multi-year costing of recurrent and investment expenditure 
	C
	C

	
	(ii) Linkages between investment budgets and forward expenditure estimates for the sector
	C
	


2008 Assessment

84. The Plano Estratégico do Sector de Saúde (PESS – Health Sector Strategic Plan) covers the period 2007 -2012 and represents the five-year planning document for the sector, laying out strategic objectives over the medium term and presenting an indicative costing of these objectives. The PESS is not updated on an annual basis and is probably best described as a “Vision” for the sector but its objectives and strategies are recaptured in the sector CFMP (Cenário Fiscal de Médio Prazo), which is a three year rolling plan for the sector which is updated annually. The sector CFMP in turn feeds into the national CFMP – Mozambique’s Medium Term Expenditure Framework
. 

85. The first year of the CFMP is the State Budget (OE) which represents the financing plan for the annual PES (Plano Económico e Social) for the sector. The PES includes specific annual targets and progress towards these targets is assessed annually at the outset of the year in the Balanço do PES. The results of this review process are considered in a series of consultative structures, notably the CCS (Comité de Coordenação Sectorial) and the CNCS (Conselho Nacional Coordenador de Saúde), where the formulation of the updated sector CFMP and the new Budget and PES are also initiated. 

86. There therefore exists a coherent and well-structured process of medium term planning, involving a variety of integrated planning and budgeting documents. The sector strategy, as presented in the sector CFMP presents a comprehensive three year strategy, covering all public health sector institutions and embracing recurrent as well as investment spending. These characteristics would be sufficient to score a “C” against this dimension of the indicator. In order to score a “B”, two additional characteristics are required. Firstly, one would require that the medium term strategy should be updated annually – which it is. Secondly, one would require a high level of consistency between the sector’s medium term programme and aggregate medium term fiscal forecasts at the national level and a reasonable degree of consistency between the CFMP projections and future annual budgets. In particular, it would be necessary for there to be clear links between the multi-year estimates and the subsequent setting of annual budget ceilings, with any differences clearly explained
. It is on this latter point that the Health sector’s CFMP process falls short and thus scores a “C” against this dimension.

87.  The second dimension of this indicator relates to the linkages between investment budgets and forward expenditure estimates. The investment budget for the sector is, in principle, developed on the basis of the priorities set out in the PESS and following the planning and budgeting processes for the CFMP and OE. In practice, a significant proportion of the investment project funding for the health sector is not effectively integrated within this system. Many projects remain both “off-plan” and “off-budget” and there are very few which have originated from the PESS prioritisation process, been subsequently reflected in the CFMP and then incorporated in the OE. A greater level of integration of investment project planning and overall budgeting is being achieved but there remains a long way to go. There are many projects which have weak links to the PESS and the CFMP and very few projects for which explicit and reasonably accurate forward estimates of recurrent costs are included in the CFMP. A “C” score is therefore accorded for this dimension of the indicator, giving a “C” score overall.

Implications of the Assessment and Potential corrective measures

88. In a well-functioning medium term planning and budgeting system, of the kind to which Mozambique aspires, the medium term expenditure framework would be sufficiently precise and accurate for its projections of future years to form the basis for the setting of annual budget ceilings. In Mozambique, this is clearly not yet the case either within the health sector or at the national level. At the national level, there is a reasonable correspondence between aggregates in the CFMP and in the budget (OE) for the same year but there are significant discrepancies between forward estimates and budget figures for the following two years. At the aggregate level, these discrepancies derive predominantly from differences between the OE and the CFMP in the coverage of externally financed projects and in the underlying inflation assumptions.  (National PEFA assessment, February 2008) At the health sector level, the discrepancies are still greater, reflecting a variety of problems: 

· Procedures for systematic updating of the CFMP, following subsequent decisions on the State Budget (OE), are yet to be fully institutionalised: thus year 1 of the CFMP may not be consistent with the budgets of the health institutions for that same year.

· The principles guiding the inclusion of external funding in the CFMP and the State Budget (OE) are different and are not effectively reconciled.

· Future years of the Health CFMP are often ambitious and are not systematically adjusted for consistency with aggregate fiscal estimates for the medium term: thus unrealistic future year projections remain unchanged in the final sector CFMP.

89. These are not unusual problems: many countries - at different levels of development - experience these same problems in attempting to introduce effective medium term planning and budgeting processes. Effective systems require detailed procedures for reconciliation and integration of sectoral and national estimates and these procedures will inevitably take time to develop and institutionalise. MISAU, MPD and MF are on this “learning curve” and the perception of the review team is that progress is being made but ideally progress would be faster and the sector’s PFM action plan, amongst other things, seeks to accelerate the process of development of the health sector CFMP.

90. An effective development of the sector CFMP would in turn require an increased level of control over the selection and approval of investment projects. There has been considerable pressure both amongst Cooperation Partners and from the Government of Mozambique to improve the provision of information on externally financed projects and programmes and this has had some impact. The next stage is to institutionalise a project selection process which is more closely integrated with national planning and budgeting processes and then, where possible, a project disbursement process which works directly through the CUT, so as to automatically generate accounting information for Government and its Cooperation Partners.

4.3 Budget execution, accounting, reporting and audit

91. The indicators in this section provide an assessment of three crucial phases in the budget cycle. Indicators SI-13 to SI-21 examine the degree of predictability and control in the process of budget execution, indicators SI-22 to SI-25 assess the processes of accounting, recording and reporting and lastly, indicator SI- 26 assesses the scope, nature and quality of follow-up of External Audit in the health sector.

Predictability and Control in Budget Execution

	Indicator
	Dimension
	Assessment 

2008

	SI – 13:

Transparency of obligations and liabilities for public health care user charges
	(i) Clarity and comprehensiveness of liabilities in respect of user charges 
	D
	D+

	
	(ii) Access of health service users to information on liabilities and administrative procedures for user charges 
	C
	

	
	(iii) Existence and functioning of an appeal mechanism in respect of user charges
	D
	


92. The capacity of the health sector institutions to manage the ‘own revenues’  (receitas próprias) resulting from the collection of fees for certain types of services is of particular importance within the health sector given both the number of health facilities and the number of users which they represent. An effective assessment of the issue of predictability must necessarily include an assessment of the ability to forecast, plan and budget for the use of own revenues.  The transparency of the process of collection is also a crucial factor in maintaining the confidence of public health service users. 

93. This indicator comprises three dimensions as presented above. The methodology applies to the user charges in the sector, the questions (and the scoring system) normally applied in the PEFA methodology to the assessment of the transparency of taxpayer obligations and liabilities. 

2008  Assessment 

Table 14: Own revenues in the Health sector, 2006, 2007 & 2008 as recorded in the financial reports of the Ministry of Finance – DNCP (Meticais ‘000)

[image: image22.emf]Ano Descrição Orçamento

%

Total

Execução

%

Total

Realização

MISAU 259,698.00 24 674,306.00 42 260

DPS 0.00 0 0.00 0

Total RP Estado 1,096,422.00 100 1,612,323.00 100

147

MISAU 236,213.00 24 200,522.00 18 85

DPS 0.00 0 0.00 0

Total RP Estado 995,713.00 100 1,110,612.00 100

112

MISAU 265,652.00 21 223,553.00 45 84

DPS 21,981.00 2 849.00 0 4

Total RP Estado 1,263,936.00 100 501,573.00 100

40

2006 - CGE

2007 - CGE

2008 - REO III


Fonte: Conta Geral do Estado 2006, Conta Geral do Estado 2007 e Relatório de Execução Orçamental Janeiro a Setembro 2008.

Table 15: Own revenues in the Health sector, 2003 to 2007 as recorded in the 2008 Budget Execution Report of MISAU (Meticais ‘000)

[image: image23.emf]Ano Orçamento Execução

%

Realização

%

Utilização

2003 73,278.00 185,899.00 254 80

2004 202,446.00 232,956.00 115 86

2005 190,796.00 237,030.00 124 90

2006 259,698.00 273,006.00 105 92

2007 295,741.00 254,993.00 86 95


Fonte: MISAU, Junho 2008

94. On the basis of the tables presented above, we may make the following observations:

· The data on approved budgets and actual collections of own revenues issued by the Ministry of Finance do not coincide with those of MISAU, with the exception of the budgeted level of collections for 2006;

· The differences identified between these reports are substantial, notably with regard to the data on actual collections. For example, note that for 2006, the Ministry of Finance recorded actual collections of Mts 674.306 thousands wheras MISAU recorded collections of just  Mts. 273.006 thousand;

· No clear trends emerge in relation to forecasts, budgets and actual collections of own revenues for the sector;

· In 2008, it may be noted that despite a formal process of forecasting and budgeting for own revenue collections at the provincial level, recorded collections up to September 2008 comprised only 4% of budget;

· Despite these apparent problems of under-recording/ under-collection, health sector own revenues represent a significant proportion of total collections (42% of the  total in 2006 and 45% of the total up to September 2008);

· MISAU’s budget execution reports include only brief information on this, without any details on the sources of collections by facility or type of service;

· The State Final Accounts (Contas Gerais do Estado) detail three sources of own revenues for the sector: the Central Hospital of Maputio (Serviços da Clinica Especial, Serviços de Atendimento Especial and Fees for medicines), the National Directorate of Health (Direcção Nacional de Saúde – including sales of medicines by the SNS and fee collections at Provincial Hospitals) and the Regional Centre for Health Development (Centro Regional de Desenvolvimento Sanitário – for payment of students’ housing and accomodation).

95. It is important to note that the problems related to the lack of forecasting and collection systems for user charges are common to all the sectors for which this is a significant source of revenue. This is because Mozambique (as reported by the Tribunal Administrativo in its Opinions and Reports on the CGE) does not have legislation governing the planning, collection and utilisation of this source of revenue (which as non-tax revenue does not fall under the legislation of tax revenue).

96. In the health sector, the levels of user fees are published in the form of a decree-law. Fees vary from 1 MT to 40 MT for the payment of services such as consultations or overnight stays. Information on the levels of payments due is provided in posters located in positions visible to the users. The fee for collection of medicines (5 MT) is also defined in an administrative order. Payment is made on a daily basis to the facility providing the service; fees received are kept overnight in a safe and then subsequently deposited in a bank account in the name of the facility. Amounts deposited are transferred on a monthly basis by cheque to the Treasury. The corresponding amount may then be requested from the Ministry of Finance (through the e-SISTAFE system) to cover the recurrent costs of the institution concerned. Those agencies not yet connected to e-SISTAFE maintain a register of the fees collected in prescribed books of accounts and this information is passed to the relevant DPPF for inclusion in the system.

97. Thus, we assess that for dimension (i) of this indicator a score of “D” is accorded, as there does not exist a comprehensive set of legislation and administrative procedures specifying the responsibilities  for the management and collection of user fees; for dimension (ii) a “C” score is accorded because fee-payers have access to some information at the facility level on the cost of services and on the procedures to be followed but this information is rarely comprehensive and is frequently out of date; and for dimension (iii) a “D” score is accorded because there does not appear to exist a functioning appeals mechanism to deal with complaints in respect of user charges. The overall score for this indicator is thus “D+”. 
Implications of the Assessment and Potential corrective measures

98. User charges represent a significant source of sector funding and for many households represent a substantial cost burden. A transparent process for planning the use of user charges, managing the collection process and recording the expenditures financed by charges is important not only to maximise the effectiveness of resources but also to maintain the confidence of the public. As part of the guidelines for budget formulation, instructions should be provided to the health institutions on the levels of eligible charges and how they should be budgeted. Budgetary estimates for user charges also need to be more carefully examined by MISAU and by DNO before being included in the consolidated budget proposal for the National Assembly, where the Planning & Finnace Committee should also dedicate some attention to this question. Subsequently, the levels of reported collections need to be more carefully monitored by MISAU and DNO, and internal audits to examine collection practices ought to be undertaken both by the MISAU Intenal Control Unit and by IGF. 
	Indicator
	Dimension
	2008 Assessment 

	SI–16: Predictability in the availability of funds for commitment of health expenditures
	(i) Extent to which cash flows are forecast and monitored 
	C
	C+



	
	(ii) Reliability and horizon of periodic in-year information provided by MF for MISAU and the DPSs on ceilings for expenditure commitments  
	B
	

	
	(iii) Frequency and transparency of adjustments to budget allocations which are decided above the management level of the DDSs, DPSs and MISAU.  
	C
	


99. Effective execution of the budget, in accordance with work plans, requires that the spending departments of the health sector should receive reliable information from the Ministry of Finance on the funding limits within which they may commit expenditure for recurrent and capital items. This indicator assesses the predictability of the funds available for expenditure commitment. In common with the PEFA methodology, it assesses three dimensions as detailed above.

2008  Assessment 

100. The e-SISTAFE system requires a cash-flow plan to be entered in order to initiate the process of expenditure commitment. Thus, each ministry and agency on the system should in theory have a cash-flow plan for the year (consistent with its institutional workplan), which is amended as necessary and approved by DNT and then should form the basis for managing expenditure commitments during the year.  However, within the health sector – due to the fact that not all of the institutions and departments of the sector are fully operational on the e-SISTAFE system - for most departments and institutions the method of budget execution continues to be based on the “duo-decimal system”, in which commitments up to two twelfths of the budgetary allocation may be made. 

101. Thus against dimension (i) of this indicator, whilst a system of annual cash-flow planning certainly exists, it is not used as a regular work-planning tool. Rudimentary cash flow forecasts are prepared for the year but these are not systematically updated either quarterly or monthly. A “C” score is therefore recorded against this first dimension. 

102. In relation to dimension (ii) of this indicator, relating to the time horizon for which commitments can be made, we note that the e-SISTAFE system allows for quarterly commitment ceilings, based on the phasing of expenditure provided within the annual cash-flow plan. A “B” score is thus recorded. 

103. Regarding the third dimension of the indicator, we note that significant and relatively frequent within-year adjustments to budget allocations are made. These are made by the DPS for the district services (DDSs), by the DPPF and the MF for the DPSs and by MF for MISAU. Staff interviewed at these lower levels reported that changes were not fully transparent and that they were not fully involved in the process of making these adjustments. We therefore accord a “C” score to this dimension, and thus a “C+” for the indicator as a whole.
Implications of the Assessment and Potential corrective measures

104. The most effective way to improve the predictability of funding for expenditure commitments would be to improve the operation of the cash-flow forecasting and monitoring process. This would require firstly that the e-SISTAFE system should be extended to all the institutions of the sector so that its cash-flow management facility may be utilised on a comprehensive basis. Secondly, it would require service managers and cost centre managers to apply cashflow forecasting in a rigorous manner, following standardised procedures. A key element of this process would be the timely preparation of detailed procurement plans, from which cashflow requirements for investment and for acquisition of materials and equipment could be properly estimated. 
	Indicador
	Dimensão
	2008 Assessment

	SI–18: Effectiveness of Payroll controls in the health sector 
	(i) Degree of integration and reconciliation between personnel records and payroll data
	B
	B

	
	(ii) Timeliness of changes to personnel records and the payroll
	B
	

	
	(iii) Internal controls on changes to personnel records and the payroll
	B
	

	
	(iv) Existence of payroll audits to identify control weaknesses and/ or ‘ghost workers’
	B
	


105. The payroll and wages line represents the largest budget line in the sector and is therefore a sensitive area that needs to be monitored because it may be subject to poor control and to corrupt practices. This indicator is composed of four dimensions as shown in the above table. The methodology used for performance measurement is the PEFA methodology adapted to the sector.
106. As of 31st December 2007, the National Health Service had employed 28.316 individuals, representing an increase of 2.633 employees compared with 2006. Of these 28,316 employees, 83% are established civil servants and 17% are on short-term contracts.
Figure 8 Health Sector Staffing levels 2005 -2007
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Table 16: 
National and Foreign Doctors within the National Health System (SNS) as of 31/12/2007

[image: image25.emf]N E Total N E Total N E Total N E

Cabo Delgado 23 4 27 2 3 5 0 0 0 25 7 32

Niassa 22 3 25 2 8 10 0 0 0 24 11 35

Nampula 54 10 64 11 13 24 0 0 0 65 23 88

Zambézia  29 3 32 3 12 15 0 0 0 32 15 47

Manica 29 3 32 3 5 8 0 0 0 32 8 40

Tete 23 1 24 1 11 12 0 0 0 24 12 36

Sofala 51 6 57 11 21 32 0 0 0 62 27 89

Inhambane  24 2 26 2 7 9 0 0 0 26 9 35

Gaza 27 3 30 3 9 12 0 0 0 30 12 42

Maputo Provincia 40 0 40 1 1 2 0 0 0 41 1 42

Maputo Cidade 64 3 67 2 24 26 0 0 0 66 27 93

Hosp.Central Maputo 112 0 112 94 45 139 0 0 0 206 45 251

Órgãos Centrais 45 0 45 11 0 11 3 0 3 59 0 59

Total 543 38 581 146 159 305 3 0 3 692 197 889

Médico Generalista Médico Hospitalar Méd.Saúde.Púb Total 

Província Total Geral


SOURCE: MISAU, DRH – REI, 2008

107. There is a clearly defined mechanism for the payment of salaries, whether they are financed form the State Budget or from the PROSAUDE Common Funds. This is explained in Table 17 below. 
Table 17 Mechanisms for Payroll entries for Establishment (OE) and Contracted (ProSaude) Health staff 
	STATE BUDGET (Establishment)
	PROSAUDE (Contract staff)

	· In case of a new establishment employee, the DRH sends to DAF – Salaries Section - the approved Recruitment petition (Titulo de Provimento), followed by the approved salary, which is then sent to DNCP (at the end of each month). Upon receipt of the DNCP Payroll (a month later) verification is carried out as to whether the correct amendments have been made or not.
· In the cases of promotions or other payroll amendments, it is also the DRH who informs the DAF of such amendments, following the process described above.
PS: For all payroll amendments, there exist specific forms and in addition the ‘Establishment Record Cards’ (Cartões de efectividade) issued by DNCP must be completed.
· Staff transfers between institutions are also documented using specific forms. In cases of transfers to the provinces, the central level salary is cancelled and DNCP provides a salary guide which must be submitted by the employee in the province where he/she begins functions.

	In case of employees hired and paid by the common fund:

· The DRH sends to DAF - Section of Salaries the contract duly accompanied by the Termo de Inicio de Funções (Certificate of Beginning of Functions).
· Wages are subsequently paid according to the information on effectiveness of each contracted employee, which is prepared by the DRH (this information comes from the departments where the contractees are providing services and sent to DRH within 5 days of the beginning of the month).
· The payroll is processed by the Salaries Section  Salaries of DAF and sent to Treasury Section (of DAF) for payment.
PS: The Salaries Section compares both payrolls (establishment and contract) in order to verify that there is no duplication of payments.


108. At the provincial level the admission of personnel is carried out by the DPS. The DDS and health units accept staff bearing a termo de início de função (beginning of functions document), the employment contract, auto de posse (minutes of appointment), a TA-endorsed appointment letter (to allow the employee to receive his salary via OE) and guia de apresentação (letter of presentation). With this documentation the Salaries Section of DAF (of each DPS), requests the DPPF to include the new employees on its payroll. The DPS’ office verifies the employee’s qualifications and experience before sending him or her to the relevant health unit or DDS. (Most employees are trained in MISAU institutes and National universities, hence verification of qualifications is relatively straighforward). The existence of a new employee is confirmed in the “establishment record” (mapa de efectividade ) that is sent to the DPS each month. 
109. Upon amendment of the payroll by DPPF under recommendation of the DDS or Health unit/ hospital, the DPPF sends the payroll to the DPS for validation. Amendments to payroll are not undertaken frequently but the payroll amendment process does not have a determined timeframe to be completed because it often depends on the timing of TA approvals.  The MISAU inspectorate and the IGF have carried out verifications to payroll with some regularity, providing recommendations to the various DPSs.
110. With regard to the scores against the different dimensions of this indicator the team reached the following conclusions:
· There is no integrated system which links the staff personnel database with the payroll. As in other sectors, the sector uses the SIP personnel database, which is operational at central and provincial levels (the database at provincial level needs some updating work). The processing of salaries is carried out in coordination with the DAF – Salaries Section, and the rules applied by the DNCP for other sectors are also used for the heath sector. Thus, as the employee’s database and the payroll are not integrated into a single system, the payroll is supported by documentation from the DRH and DAF, justifying the changes to be effected each month. Data integration and reconciliation between the staff records (SIP – Personnel Information System) and the payroll data (DNCP and DAF) is high, and the payroll for each month is always compared to the previous month by both DAF and DNCP. These controls merit a scoring of “B” against the first dimension of this indicator.
· Most changes to the payroll are completed within a month, although integration within the complement of personnel may take more than a month as this requires interaction with other institutions (such as the Tribunal Administrativo). Even in these cases, adjustments are normally completed within three months. Retroactive adjustments are not a common practice and take place only occasionally and with due justification from the DRH. The second dimension of the indicator thus also scores a “B”.
· Existing internal controls on payroll are strong: all changes are documented using specific forms and submitted to different levels of approval and the rules are clear and known by all involved employees of the DRH and DAF. Nevetheless, certain changes may not generate an audit trail, thus the scoring for this dimension is also “B”.
· Finally, with relation to the last dimension, it was found that both the IGF and the Inspectorate of MISAU (at provincial level) had recently performed payroll checks in the context of their regular inspections. The census of the State employees recently carried out by the Ministry of Finance had also been of benefit to the sector in updating its staff records. In the case of provinces, the Census helped to identify and resolve outstanding irregularities in the employment contracts of various employees.The DAF and DRH also send regular information to the TA under the Relatório and Parecer on CGE, where the health sector is analysed every year. A comprehensive audit by the Tribunal Administrativo was in progress over November and December 2008, which the team was advised, would also examine the payroll system. Thus, the scoring for this dimension is “B” ,as the payroll was subject to several types of checks over the last three years, but without being able to directly verify the depth and scope of these audits, an “A” score cannot be assigned. 
111. For the reasons detailed above, the overall score for this indicator is “B”.
Implications of the Assessment and Potential corrective measures

112. The structure of existing payroll controls is relatively strong. However, as a consequence of the MoU for ProSaude 2, the bank accounts previously used for the management of Common Funds will need to be closed and the contracted staff previously paid from these accounts will need to be brought onto the normal payroll system.  It is intended that this should be completed by January 2010, which will require that the necessary documentation and approvals should be acquired to transfer all contracted staff to the normal payroll. It will also require some speeding up of the process for recruitment through the OE payroll, including notably some method of accelerating the process of granting the TA’s visto for recruitment. 
	Indicator
	Dimension
	2008 Assessment

	SI–20: Effectiveness of internal controls for non-salary expenditures in the health sector 
	(i) Effectiveness of expenditure commitment controls
	D
	D+

	
	(ii) Comprehensiveness, relevance and understanding of other internal control rules rules/ procedures
	C
	

	
	(iii) Degree of compliance with rules for processing and recording transactions
	C
	


113. In addition to the control of payroll expenses, it is also fundamental to have an effective internal control system for management of non-salary expenditure . An internal control system must be relevant (based on a risk assessment system with related controls for risk management); it must incorporate a comprehensive set of controls (with corresponding standards for the implementation of different types of transactions such as procurement of equipment, goods and services, etc); it must be understood and respected by all and only bypassed or overlooked in situations of genuine urgency.

114. This indicator is composed of three dimensions as shown in the above table. The methodology used for performance assessment is the PEFA methodology applied pari passu to non-salary expenditures in the health sector.
2008 Assessment
115. The responsibility for managing  budget execution controls rests with the Financial Department within the DAF, whose organisational structure is explained in the text box below. Smaller but equivalent structures exist within the DAFs of the DPS and the Central Hospitals and these have broadly the same functions, although their responsibilities for external funds are rather more limited.  

116. In relation to commitment controls, the e-SISTAFE system involves automatic controls over the ‘cabimentações’ made through the system but because payments from the common funds do not pass through the e-SISTAFE system, reliance is placed on a manual control system. However, this manual record of ‘cabimentações’ does not cover the full range or value of expenditure commitments made by MISAU, and in particular does not reflect the financial liabilities implied by the supply contracts signed by the different departments or agencies of MISAU
. The DAF only controls the invoices received and it is against these that it keeps the manual control system referred to above. Contracts are managed directly by UGEAs but these do not issue or request a cabimentação  for the full value of the contract at the time of contract award but, when different payments are due, simply send to DAF a request for release of funds for payment of the relevant part of the contract (following the structure shown in the flow-chart in the Figure below). There is therefore no consolidated record of the full liabilities that MISAU or DPS have with third parties nor of the details of the size and timing of anticipated payments. Thus, for the first dimension of this indicator the scoring is “D” because there is no effective consolidated commitment control system. 
Figure 9: Structure of the Financial Department of the DAF at MISAU 2008

	“Organically speaking the Financial Department (DF) comprises one division called the Division of Budget Execution (REO) led by the Head of DF. The division, in turn, is divided into 6 sections, namely: Budget Execution (SEO), Foreign/External Funds (SFE), Salaries (SV), Assets (SP), Treasury (ST) and the Medical Assistance Section (SAM).
The DF is part of the DAF and it responds directly to the Director Nacional Adjunto of DAF. It has 30 staff distributed among its 6 sections. 
The DF (financial department) manages the execution of OE funds for Recurrent and Investment components  and, additionally, the External Funds under PROSAÚDE Central, PROSAÚDE Provincial, Fundo de Medicamentos e Suplementos Médicos, the Global Fund and other Vertical funds. It also assists subordinate institutions at Central, Provincial and District levels in financial management and supervision matters."



SOURCE: SAL e Caldeira, 2008: "Assessment of the functionality of the Financial Department of the Directorate of Administration and Finance with proposals for measures to reorganize and / or restructure and proposals on the type of assistance that the Department may need for its operation and functionalization."

117. The DAF of MISAU and DPS have three distinct operating manuals (for planning, for execution and for submission of accounts) but these have yet to be updated and aligned with the normative framework of the SISTAFE. The e-SISTAFE rules and the respective manual are applied (although not fully) within the sector and several officials of the Financial Department of DAF were trained in its use. Users and their access to e-SISTAFE are defined and operational, ensuring adequate segregation of functions. Thus, the scoring for the second dimension of this indicator is “C” because there are various, diverse internal control standards (the MISAU operation manuals and the SISTAFE manual) but they are only understood and applied by agents directly  involved in financial operations. Standards also appear to be excessive for some situations and insufficient for others.
Figure 10: Flow-chart of controls on Budget Execution
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SOURCE: SAL e Caldeira, 2008: "Assessment of the functionality of the Financial Department of the Directorate of Administration and Finance with proposals for measures to reorganize and / or restructure and proposals on the type of assistance that the Department may need for its operation and functionalization.”
118. Compliance with standards for recording and undertaking transactions is reported to be high since the introduction of the e-SISTAFE, but the system only covers a portion of the funds managed. External audit reports also confirm a good level of follow-up of internal control standards in the management of external funds. But "emergency situations" which allow the waiver of these standards still occur frequently; therefore, the scoring for this dimesnion is “C”, giving an overall score for this indicator of “D+”.
Implications of the Assessment and Potential corrective measures

119.  Clearly, there is a range of improvements that will need to be made to the framework of internal controls on non-salary expenditures. The most important will be to find a way of applying commitment controls so as to permit the effective tracking of financial liabilities. The recent decision to acquire an Oracle-based expenditure management software to operate in parallel with the e-SISTAFE system may introduce additional complications but may also permit an improvement in the quality of controls. In order to secure maximum benefits from this decision (which is already taken and under implementation), it will be important to structure the chart of accounts and the framework of internal controls in such a way as to overcome the weaknesses identified above. In particular, it should be possible to define the parameters of the Oracle system in such a way as to permit the registration of all contracts and acquisitions, so that expenditure commitments and debt liabilities can be comprehensively tracked.
120. The Oracle system will also need to be structured so as to address the need for consolidated accounts for the sector, which include the vertical funds. At the same time, it will be important to keep in mind the fact that the Manual de Administração Financeira do Estado (based upon the Lei SISTAFE) should be the basis of financial procedures within the sector. Its dissemination and use should be as wide as possible and all additional manuals and procedures should conform to its requirements.
	Indicator
	Dimension
	2008 Assessment

	SI–21: Effectiveness of Internal Audit in the Health Sector
	(i) Coverage and quality of the internal audit function
	D
	D

	
	(ii) Frequency and distribution of reports
	D
	

	
	(iii) Extent of management response to internal audit findings
	D
	


121. A good and efficient management can only exist where there is a regular assessment of the performance of the internal control system and this is only possible through the existence of effective internal audit functions (or an equivalent system of checks). This indicator assesses the effectiveness of internal audit in the health sector, following the three dimensions specified in the PEFA methodology, applied pari passu  to the health sector. Thus it examines, firstly, the scope of audit (in particular whether it focuses on systemic issues rather than simple compliance questions) and the quality – examining whether internal audit operates according to international standards (ISPPIA) which include aspects related to the professional independence of the internal audit body, its mandate and the use of professional auditing methods and risk assessment tools. Secondly, it examines whether reports adhere to a fixed schedule and whether the distribution includes the Ministry of Finance and the Supreme Audit institution (Tribunal Administrativo), as well as the audited entity. Thirdly, it assesses the promptness and the comprehensiveness of management responses to internal audit reports.
2008 Assessment 

122. The assessment team faced difficulties in attributing a score for this indicator. The available information shows that a technical assistance project (financed by DANIDA) is in progress to establish an Internal Control Unit (Gabinete de Controlo Interno) within the DAF of MISAU. However, to date the unit has not been able to undertake any actual audits. The Unit is still in its establishment phase and to date has undertaken work related to the definition of its role, responsibilities and reporting arrangements within the MISAU organigramme and to the creation of counterpart organizations at the provincial level. In early 2008, it submitted a proposed plan of activities, which included additional diagnostic work on the context for its work, as well as the development of proposals on its position and role within the structure of MISAU and on the development of equivalent units at provincial levels. It is, of course, essential that the manadate and structure should be clearly defined but, as yet, no actual audits have been undertaken.
123.  With regard to the internal audit role undertaken by IGF at the central level, a report from an audit inspection of May 2005 was made available to the team. We were also advised that more recent internal audit work had been conducted in 2008 but that the report was not yet available.
124. Thus, reflecting the fact that an effective internal audit function is not yet operational, the scores for each of the dimensions for this indicator are “D”s. Regarding dimension (i) there is no effective internal audit; regarding dimension (ii) there are no recent reports available from which to assess internal audit practices and standards; and regarding dimension (iii) there is no evidence related to recommendations resulting from internal audit activities and to the follow up of these recommendations by managers.
Implications of the Assessment and Potential corrective measures

125.  This is one of the indicators from this assessment which appears to offer genuine scope for fast improvement over the short to medium term. The institutional development phase for the Internal Control Unit is already well advanced. What is now required is for this to be brought to a close quickly and for attention to be focused on the implementation of internal control activities (for example, in the area of user charge collection, as referred to above) and on the completion of actual internal audits.  .

Accounting, Recording and Reporting

	Indicator
	Dimension
	2008 Assessment

	SI–22: Timeliness and regularity of accounts reconciliation in the health sector
	(i) Regularity of bank reconciliations
	B
	B

	
	(ii) Regularity of reconciliation and clearance of suspense accounts and advances
	B
	


126. Reliable reporting of financial information requires constant checking and verification of the recording practices of accountants and accounting staff (técnicos de contas). Timely and frequent reconciliation of data from different sources is fundamental. In particular, there are two critical types of reconciliation which need to be made:  firstly, it is necessary to reconcile the accounting records kept by the sector with those maintained by the MF and banking institutions; secondly, it is necessary to reconcile the advance records and details of suspense accounts, to assess that they are being cleared and closed as appropriate. This indicator assesses these two dimensions, again utilising the PEFA methodology applied pari passu to health sector accounts.
2008 Assessment 

127. As the sector receives funds both from the State Budget and partners (via projects and common funds) there are several bank accounts to be reconciled. With regard to OE funds, the CUT is reconciled monthly in line with the requirements for e-SISTAFE. For external funds with Mozambican bank accounts reconciliations are performed after the end of each month using the e-banking statements. However, budget execution reports are only issued for 6, 9 and 12 months, indicating that there are delays in processing of bank reconciliations. Thus, for the first dimension of this indicator the score is “B” meaning that reconciliations are performed monthly although some movements remain to be reconciled within the following weeks due to missing information (the volume of such movements is not judged to be significant). Reconciliations are carried out by técnicos, verified by the chefe de departamento, and subsequently approved by the Director do DAF.
128.  Regarding the second dimension of this indicator, the e-SISTAFE environment does not allow suspense accounts or advances to remain uncleared for more than 45 days. This would justify an “A” score for this dimension but for many external funds, clearance of suspense accounts and advances takes place on an annual basis only, with some uncleared balances brought forward from one year to another
.  A “B” score is therefore attributed to this dimension 
Implications of the Assessment and Potential corrective measures

129.  As part of the move towards full implementation of the arrangements for Sector Budget Support under the ProSaude 2 MoU, the existing commercial bank accounts utilized for the common funds will need to be closed. In parallel with this, there should be a full inventory prepared of the non-SISTAFE bank accounts utilised by the sector. In addition, in developing a new format for budget execution reports for the sector to be generated by the new Oracle system in parallel with e-SISTAFE, it will be important to give attention to the processes that will need to be established for the regular consolidated reconciliation of all bank accounts, suspenses and advances.

	Indicator
	Dimension
	2008 Assessment

	SI–23: Availability of information on resources received by District health facilities
	Collection and processing of information to demonstrate the resources actually received (in cash and kind) by District health facilities in relation to the overall resources made available to the sector.
	D


130. It is important to verify if sector service delivery units actually receive the resources budgeted for their use and, in the event that budget adjustments are made, how these are reflected in their operations. Resources made available to these units (in cash or in kind) may not be immediately identifiable in budget documentation but these must certainly be part of the planning and budgeting process. One frequently finds that the level of information available on expenditure at service unit level is not as desirable as should be, or that significant delays occur in providing these resources. It is important to monitor this situation to assess how effectively the sector PFM system supports service provision to users.
131. This indicator is composed of a single dimension as shown in the above table. The methodology used is the PEFA methodology. However, the scoring has been adapted so that an “A” score would require an annual report generated through the regular reporting structures to be available both centrally (MISAU) and at provincial level on resources received, a “B” score would require such information to be available at the provincial level, while a “C” score would reflect the existence of a specially commissioned survey report (eg, a PETS) completed within the last three years and a “D” score would show that no comprehensive data collection exercise on resources received by district health facilities had been conducted in the last three years. 
2008 Assessment 

132. The information available at the central level from the accounting system on the resources received by first line service units is very limited. This is due to the fact that these units (in particular health centres) are not management units with respect to the State Budget, and so they are not cost centres in the accounting sense. More disaggregated accounts are held only at provincial and district levels and these are not regularly consolidated into annual reports.
133. There is an overall record on the value of resources received (either in cash or kind) maintained by health posts at district level. Upon receiving information from health units on cash expenditures, the DPSs register these transactions into the e-SISTAFE, thus accounting for the advances received from the Provincial level. The health centres and other such units should also register all resources received in kind in books of entry of different types kept at the economato, at the drugs store and at the treatment ward. The information is reconciled each month. The DPS is required to send a quarterly report to DPPF (upon request of the DPPF, which is responsible for State Assets at provincial level) with an additional list of all the resources received by means of external aid. However, in the two provinces visited (Sofala and Nampula) consolidated annual reports on the resources received by health centres and health posts were not available.
134. An analysis of the Process for Delivering Public Resources and Services (Expenditure Tracking & Service Delivery Survey - ETSDS, also known as PETS - Public Expenditure Tracking Survey) was carried out over 2002 and 2003, covering the primary health sub-sector. This research examined the level of expenditure made in relation to budgets approved by means of a sample of district and provincial departments. Unfortunately this study was not repeated nor was similar research undertaken in subsequent years.
135. According to information provided both from MISAU and from MF no specific study was carried out in the last 3 years to collect data on the level of resources made available to service units, nor is this information automatically generated by the accounting system. Thus, the scoring for this indicator is “D”.
Implications of the Assessment and Potential corrective measures

136. District health units receive resources from such a range of sources that it does not seem feasible in the short to medium term to develop a reporting system to keep a consolidated record of this. However, a repetition of the ETSDS survey of 2003  (appropriately adapted and updated) would certainly be feasible in 2010 and would provide valuable information on the resource management challenges faced by front-line service delivery agents.
	Indicator
	Dimension
	2008 Assessment

	SI–24: Quality and timeliness of in-year budget reports for the health sector
	(i) Scope of reports in terms of coverage and compatibility with budget estimates
	D
	D+

	
	(ii) Timeliness of the issue of reports
	C
	

	
	(iii) Quality of information
	C
	


137. The ability to implement the budget within the approved ceilings requires that regular and timely information on budget performance is made available both at the institution and Ministry of Finance levels. This indicator measures the existing capacity for the formulation of comprehensive reports resulting from the accounting system and covering all budget aspects. These reports should be comprehensive and include information on, for example, expenditures liquidated/ paid, expenditure commitments and advances, amongst others.
138. This indicator encompasses three dimensions as shown in the above table. The methodology used for performance assessment is the PEFA methodology applied pari passu to sector institutions. The focus has been on the information contained in the Quarterly Budget Execution Reports issued by DNCP (MdF) and the within-year reports issued by MISAU.

2008 Assessment 

139. Since 2005, the DAF of MISAU prepares Budget Execution and Financial Reports for the second, third and fourth quarters of the year. These reports follow their own specific format, which unfortunately bears no relation with the OE (quarterly) Budget Execution Reports issued by DNCP.

Figure 11: Budget Execution Reports issued by MISAU, 2005 - 2008

 SHAPE  \* MERGEFORMAT 



140. MISAU’s reports include data on on funding from the OE and from Development Partners (Common Funds, vertical programmes and projects). For each of these, it provides data on budgets, disbursements (for external funds), commitments, payments and available funds as well as information on implementation of recommendations issued by inspections and audits. The level of analysis and the justification of numbers is not always the desirable one but this does not fundamentally undermine the usefulness of the reports. 
141. Regarding the first dimension of this indicator, relating to scope, coverage and compatibility with budget estimates, a “C” score is attributed. This is because the sector report is comprehensive and allows for comparison with the OE for the main revenue and expenditure lines, after due aggregation (because the sector report includes a programmatic breakdown not found in the OE). On the other hand, although it does include include information on committed expenditures and payments, data on commitments is not comprehensive, meriting a “C” rather than a “B”.
142. Timeframes for issuing reports are long and in some cases reports are issued several months after the period to which they refer, undermining their usefulness for monitoring execution and introducing timely corrective actions. Thus, the second dimension of the indicator scores a “D” as reports are issued for 6, 9 and 12 months periods, hence, there is no report on the first quarter of the year and because it takes generally more than 8 weeks before reports are made available. (The benchmark for a “C” score is a regular quarterly report issued within 8 weeks, 6 weeks for “B” and 4 weeks for “A”.) 
143. For the last dimension of this indicator, relating to the quality of information, a “C” is attributed. This is because there are some concerns on data quality and reliability (which are not highlighted in the reports) but this does not fundamentally undermine their basic usefulness. The overall score for this indicator is therefore “D+”.
Implications of the Assessment and Potential corrective measures

144.  This is another indicator which appears to offer scope for fast improvement over the short to medium term. Although there are some aspects of MISAU’s reports, where information is insufficient. At present, these appear to be more complicated than necessary and could be made more timely by being simplified. Quarterly reports are a management tool for the budget to permit budget reallocations and to identify areas of low expenditure, where execution processes might be accelerated. The provision of information to Development Partners (and civil society) should be a secondary purpose, not a primary objective and by limiting information more carefully to what is required for management purposes their production could probably be accelerated. With the introduction of the Oracle system, there is a chance now to review the format and preparation routines for the Quarterly Reports, so as to meet information requirements in a more precise and timely way.  
	Indicator
	Dimension
	2008 Assessment

	SI–25: Quality and timeliness of annual financial statements for the Health sector 
	(i) Completeness of the financial statements
	C
	C+

	
	(ii) Timeliness of the submission of the financial statements
	B
	

	
	(iii) Accounting standards used
	C
	


145. A transparent PFM system requires the existence of consolidated financial management statements for the year-end. Following the three dimensions presented in the above table, these year-end statements should be (i) complete – ideally including full information on revenue, expenditure and financial assets/ liabilities, (ii) timely, and (iii) should ideally follow a coherent set of standards, consistent with IPSAS. For this indicator, the PEFA methodology can be applied pari passu to the sector institutions. 
2008 Assessment

146. There are two sources of year-end financial statements for the sector – the Conta Geral do Estado, produced by DNCP and the 12 month Budget Execution and Financial Report, produced by MISAU. The latter includes a more complete coverage of external funds received by the sector and presents a significantly higher level of detail on expenditures, including in particular a breakdown of MISAU spending by cost centre. Unfortunately, the MISAU report is not directly comparable to the CGE, partly because of the difference in coverage of external funds and partly because of the use of different reporting formats. 
147. In addition, whereas the CGE prepared by DNCP must comply with legally defined deadlines for preparation and submission to the Tribunal Administrativo for audit purposes as well with legally defined accounting standards specified in the Lei SISTAFE, the MISAU 12 monthly report does not have a legal framework, which specificies standards and reporting deadlines. Given this fact, it might be argued that the CGE (or at least the sections referring to public health care institutions) should be considered as the formal set of year-end accounts. If we focused the assessment on the CGE, this indicator would be assessed as “C”, “A”, “C” against its three respective dimensions giving a “C+” overall
.  MISAU, however, uses its own 12 monthly report for financial management purposes and for reporting to the Development Partners and other sector stakeholders, so we have chosen to base the assessment on this. 

148. Thus, for the first dimension of the indicator the scoring is “C” because the annual statements do include relatively complete information on revenues, expenditures and bank balances but not on assets and liabilities. If the quality of information were more complete – for example on revenues from user charges - then a “B” score would be merited even without a presentation of assets and liabilities but this is not yet the case. At the same time, the omissions are probably not significant as a proportion of total sector revenues or expenditures.

149. Regarding the second dimension related to the timeliness of submission of financial statements, the team found that the sector’s annual execution report was finalized in August 2006 for 2005 (8 months after the end of the period), in May 2007 for 2006 (5 months after the end of the period) and in June 2008 for 2007 (six months after the end of the period). The second dimension is thus attributed a  “B” scoring as for the years of 2005, 2006 and 2007, the annual report was submitted within 10 months of the end of the fiscal year but not consistently within 6 months. 
150. Regarding the third and last dimension of the indicator,  a “C” score is attributed as, although the annual report does not mention the accounting standards in use, we are aware that the rules for implementing OE funds are SISTAFE rules which are in line with international standards and, that the rules regarding implementation of external funds (all of which are externally audited) also use acceptable standards. A clearer specification of accounting standards would nevertheless be advisable.
151. On this basis, the overall score for the indicator is therefore “C+”.
Implications of the Assessment and Potential corrective measures

152.  Here again, the introduction of the Oracle system offers the opportunity to achieve quick improvements in this indicator, most notably in the completeness of the financial statements - where the Oracle system could be calibrated to produce a Balance Statement of assets and liabilities – and in the timeliness of submission where an automated process should permit the regular submission of annual statement within 6 months of the close of the fiscal year. In relation to accounting standards, a simple declaration of the standards to be used is the first step and over time, efforts should be made to move towards the adoption of IPSAS equivalent standards. 

External Audit

	Indicator
	Dimension
	2008 Assessment

	SI–26: Scope , nature and follow-up of External audit in the Health sector
	(i) Frequency, Scope and Nature of Audits performed (including adherence to auditing standards)
	C
	D+

	
	(ii) Evidence of follow-up on Audit recommendations
	D
	


153. A fundamental requirement to encourage transparency in the management and use of public funds is the existence of high quality external audit. Key quality elements include the scope of audit, adherence to acceptable auditing standards, the existence of an independent audit institution, and the quality of follow-up by management. 
154. With the PEFA methodology, this indicator is comprised of three dimensions but in adaptating to the sector sector, the timeliness of submission of audit reports to the Legislature was not considered relevant. Thus, two dimensions are applied as presented in the above table. The scoring methodology to be used for the performance assessment is the PEFA methodology applied pari passu to the sector. 

2008 Assessment 

155. The external audit function in the Government of Mozambique is fulfilled by the Tribunal Administrativo, which completes two types of audits – the preparation of an Opinion (Parecer) and report on the overall CGE (submitted annually to the National Assembly and subsequently published) and the preparation of individual agency by agency audits, which are reviewed and ruled upon by the judges of the TA in their capacity as a Court of Accounts. The latter are more detailed but due to capacity limitations within the TA the number undertaken per year is limited and because they cannot be published until the TA’s judicial processes are fully complete, they are less useful as an immediate a source of public information than the annual Opinion and Report on the CGE.  Moreover, in issuing pareceres and reports on the CGE the Tribunal Administrativo selects a number of institutions for more detailed analysis. Given the importance of the health sector, and the demand for audit information on the sector, health sector institutions have always been selected for more detailed analysis. As part of the MoU for ProSaude 2, the TA have agreed to make this a standard practice. Thus, our analysis has focused on the sector audits undertaken by the TA in the context of the Opinion and Report on the CGE, although we are aware that in November and December 2008, an audit team from TA were in MISAU undertaking a ministry-specific audit, which would eventually result in a ‘julgamento’ by the TA..
156.  The Health Sector institutions selected for audit over 2005 to 2007 are indicated in the figure below. The 2005 audit of Prosaude 1 was especially influential and together with the Ernst & Young external audit on the common funds led to a structured programme of improvements to financial management and reporting which has continued through 2008. Prosaude expenditure for 2006 was again audited by the TA, while the DPS of Sofala, Nampula and Tete were covered in 2005, 2006 and 2007.  
Figure 12: Audits by the TA – scope of Report and Opinion on CGE
 SHAPE  \* MERGEFORMAT 



Source: Reports and Opinions issued on CGE 2005, 2006 and 2007

157. The first dimension of this indicator examines the coverage and scope of audit. In both 2005 and 2006, more than 50% of sector expenditure was covered by annual audits carried out by TA. Audits included details on transactions and were comprehensive to the extent of looking into the compliance with national applicable legislation (such as procurement) and procedures. Reports also identify relevant issues to be addressed by the sector and underline aspects related to negligence and malpractices. Audit standards used are not mentioned but we are aware that these are internationally recognized as best practices (National PEFA). This dimension therefore scores a “C”. and the second scores a “D”.
158. The second dimension relates to the evidence of managerial follow-up on audit recommendations by the TA. Despite the fact that Budget Execution and Financial reports include a section on follow up of audit recommendations, the actions here detailed are limited to external audit by private institutions and sector internal inspections and there is no evidence that replies were sent to the TA after recommendations were fulfilled. This dimension therefore scores a “D”, giving an overall scoring for this indicator of “D+”.

Implications of the Assessment and Potential corrective measures

159.  The coverage and quality of external audit has been relatively good in recent years. The key area where improvements are needed is in the quality of follow-up. Here again, relatively quick improvements in performance could be achieved. Essentially what is required is a mechanism for systematic follow-up of audit recommendations by MISAU management. Thus, we would recommend a consolidation of the different recommendations which have been made by TA, by IGF and by the different private sector auditing companies which have audited sector spending; from this, a structured follow-up plan should be devised (quantified in terms of specific actions, with deadlines and implementation responsibilities) to be monitored by the management team of MISAU.  

4.4 Procurement and Inventory Management 

160. This section of the report presents the team’s assessment of those indicators which concern procurement and inventory management. Efficiency and effectiveness in both is critical to service delivery, perhaps especially in the health sector where value for money in the procurement and distribution of pharmaceuticals and medical supplies is so critical. Questions raised in the Terms of Reference addressed in this section include the following:

· Is appropriate value for money achieved in the way procurement is carried out and contracts awarded? 

· How do prices paid by MISAU compare with those paid elsewhere including internationally?

· Are procurements effectively supervised to ensure appropriate compliance and independence?

· Are potential conflicts of interest sufficiently considered and investigated?

· Are contracts actively managed to ensure continuing value for money?

· Are procured goods checked on receipt and adequately stored?

· Are inventory systems adequate to prevent a) stocks running out and b) theft?

· Is the quality of goods and services procured adequately inspected and audited?

161. The questions indicated above focus correctly on aspects of supervision, propriety and compliance required to ensure transparent and economical procurement. The text that follows considers these questions in depth, but also seeks to raise the profile of procurement effectiveness judged from the point of view of service delivery, including considerations of the timeliness of the new procurement process.

Overview of Regulatory framework for Procurement

162. New legislation on public procurement was approved in 2005 , through the Decree 54/2005, of 13th, December – Regulamento de Contratação de Empreitada de Obras Públicas, Fornecimento de Bens e Prestação de Serviços ao Estado, which came into force from the beginning of July 2006. In line with the regulations included in this decree, in September 2006 Government created (through the Diploma Ministerial 141/2006) the Operating Unit for the Supervision of Procurement - UFSA – Unidade Funcional de Supervisão das Aquisições, as a unit within the Direcção Nacional do Património do Estado (the National Directorate for State Assets). UFSA has responsibility for guiding budget holders in the process of procurement and for monitoring the procedures applied and the outcomes of those processes.

163. Decree 54/2005 identifies and defines allowable methods of procurement. These are presented in Table 18 below.
164. Decree 54/2005 does not comprise the entire law on procurement of Mozambique. It is supported by other legislation. Particularly important is Law 13/97, of 10th July, which establishes the legal basis for pre-audit checks on public expenditure. This Law specifies that procurement clearance in the form of a "visto” is required from the Tribunal Administrativo for all public contracts prior to implementation. Under Law 13/97 tender documents for all contracts are required to be submitted to the Tribunal Administrativo within 5 working days of adjudication (Article 3). It has 90 days to approve, after which the contracting entity may assume approval, via ‘visto tácito’. Any request by the Tribunal Administrativo for further information introduces a fresh 90-day period (Article 10).

Table 18: Methods of Procurement under the Mozambique Legislation

	Method
	Area of Application
	Specific Rules Applicable

	Concurso Público: Competitive Bidding
	Default method
	

	Concurso Limitado:

Limited Bidding
	Works < US$76,000
	

	15. 
	Goods < US$38,000
	16. 

	Concurso Pequena Dimensão: Small contracts 
	Works < US$11,500
	Up to 15 percent of the Threshold for Public Bidding

	17. 
	Goods < US$5,800
	18. 

	Ajuste Directo:

Direct contracting
	Works < US$3,800
	Up to 5 percent of the Threshold for Limited Bidding

	19. 
	Goods < US$1,900
	20. 

	Concurso with prequalification
	
	Complex qualification requisites

	Concurso in two stages
	Complex scope
	Precise technical specifications not available

	Reserved procurement (only  nationals participate)
	Works $210,000

Goods $ 105,000
	With the approval of the Ministry of Finance and Line Ministry

	Reverse auction
	For selected contracts
	To be regulated


Source: CPAR p23 (English Version)

Inventory management 

21. Inventory management has not received the same attention at the national level as has procurement. Moreover, unlike procurement, inventory management in the health sector is not significantly affected by any national regulatory environment.  For these reasons the commentary below focuses solely on inventory management in the health sector, and primarily on management of medicines and medical supplies.

165. Inventory management in the health sector is predominantly concerned with the management of stores of medicines and medical supplies, which are high value items. At the same time they have high pro-poor impact. They are also logistically demanding because they require: widespread distribution including to remote parts of the country; specific conditions of storage, especially temperature; security, since many items are highly vulnerable to theft; and careful management of expiry to avoid losses from out-of-date medicines. 

166. The Government has not addressed inventory management in the same depth as procurement, but the area of medicines is the subject of a number of recent reports prepared by Supply Chain Management Consultants (SCMC) supported by USAID funding.  Our field work demonstrated clearly that there are significant problems in the storage of medicines, with many facilities in urgent need of rehabilitation,  significant understaffing problems within CMAM, and serious deficiencies in the current management information system (SIGMA). (See text box.)
Table 19: Concerns over Storage of Medicines expressed in field work
	O espaço é insuficiente, o que não permite um adequado controle do stock existente, facilitando roubos. Têm muitos clientes (beneficiários das distribuições de medicamento) e pouco pessoal. Estes factores têm propiciado muitos erros nas fichas e roubos frequentes de medicamentos (por ex.: quando recebem a mercadoria, nem sempre conseguem conferir se todas as caixas têm o número certo de embalagens. O mesmo quando fazem o inventário, apenas contam as caixas, mas muitas vezes estão com embalagens em falta.

(Nélia Amor d´Ana Manuel, Farmacêutica e responsável pelo Depósito Provincial de Medicamentos de Nampula, 09 de Dezembro de 2008).
Não têm climatização do depósito. Há um ar-condicionado mas que não arranca porque a corrente eléctrica é fraca. Algumas vezes acontece que alguns medicamentos colam-se por causa do calor, tornando-se impróprios para o consumo. 

(Margarida de Àngela Albino, Responsável pelo Depósito Distrital de Medicamentos do Distrito de Monapo, Nampula, e Técnica de Farmácia, 10 de Dezembro de 2008)

O actual sistema informático para gestão e controlo dos stocks de medicamentos (SIGMA) funciona mal. Os relatórios emitidos pelo sistema não são completos e coerentes, não sendo possível ter informação dos medicamentos esgotados a nível nacional. Por exemplo, muitas vezes reporta situações diversas do que se verifica na prática. Se determinado medicamento solicitado existir, mas em dosagem diferente (500 mg/100mg etc.), o sistema não reconhece como mesmo medicamento e pode dar indicação de inexistência. Não é capaz de fornecer alternativas a determinado medicamento. Por outro lado, o sistema funciona apenas a nível central e provincial. Não abarca os distritos. Mesmo a nível provincial, o sistema está implementado apenas em 6 Províncias e, nestas, não funciona com perfeição em todas, uma vez que depende da internet e da linha telefónica (por exemplo, Sofala e Cabo Delgado têm tido muitos problemas no uso do sistema).

(Noémia Muissa, Directora da Central de Medicamentos e Artigos Médicos – CMAM, 
Maputo, 08 de Dezembro de 2008)


The Assessment Methodology 

167. Data generated by this section of the report are expected to produce a performance baseline for procurement and inventory management within MISAU. The methodology is derived from the national-level PEFA assessment methodology described above. However, the PEFA methodology includes only one indicator for procurement (PI-19 - competition and value for money and controls in procurement) and none relating to inventory management. Accordingly, it is particularly in this area of the report that a number of new indicators have been developed, based upon the questions posed in the Terms of Reference. In developing new indicators we have sought a similar level of rigour to that used in the PEFA methodology, using indicators that are objectively based, amenable to tracking and measuring progress over time and appropriate for use in Mozambique.

168. The development of databases, periodic reports and other quantitative information on matters relating to procurement and inventory management is not as advanced or formalised as the development of comparable information in financial management. Key information is unavailable in some areas critical to the measurement of performance in health sector procurement and inventory management. The absence of key data will need to be addressed in the Health Sector Action Plan for PFM and Procurement.

169. The indicators cover procurement throughout the health sector, but place greater emphasis on medical supplies. In part, this is in response to the questions raised in the Terms of Reference and in part because of the large percentage of expenditure on medical supplies. In developing the indicators, particular reference has been made to contemporary practice in the procurement and management of medical supplies. In this connection the team was able to partially adapt an indicator set recently used in a similar exercise in the Tanzanian Medical Stores Department.

Presentation of Assessment by Indicator 

	Indicator
	Dimension
	Assessment

2008

	SI-19a)  : Quality assurance in the  Procurement of Pharmaceuticals


	(i) Existence and institutional quality of national testing laboratory
	B
	B

	
	(ii) Coverage: percentage of pharmaceutical batches tested
	D
	

	
	(iii) Results: percentage of batches failed as a percentage of total tested
	A
	


170. Quality assurance for pharmaceuticals is a two part activity. Although medical stores can check goods on receipt for damaged packing, short expiry, signs of leakage or other signs of damage in transit, the efficacy of drugs can only be assured through random testing of batches in a laboratory properly equipped and staffed.  This indicator measures the institutional effectiveness of the testing laboratory (especially structure, staffing and oversight); the coverage of testing; and the results of the tests. Procedures on receipt of goods are not measured in this indicator, and are not easily susceptible to measurement. However, as an important aspect of quality assurance (as well as verification of quantities received) they will be the subject of comment under this indicator. 

171. The scoring is developed by assessing three dimensions of performance:

· The existence and institutional quality of the national testing laboratory:

· The coverage of testing: percentage of pharmaceuticals tested


· The results: percentage of batches failed as a percentage of total tested.

172. The review team visited the LNCQM which is responsible for the testing of pharmaceuticals to ensure their conformity with international standards and their stability under various conditions of storage. It responds to requests from CMAM or from the Department of Medicines of MISAU to whom it reports. Pharmaceuticals for testing are sent to LNCQM in one of three circumstances: where they appear to be damaged or unfit for use; where drugs have expired but might still be efficacious; and finally for routine testing upon receipt. 

173. The laboratory is functional and it is reported that its staffing is adequate for the testing of pharmaceuticals. The Chemistry Department is responsible and has 2 Basic tecnicos, 10 mid-level chemistry tecnicos, three mid-level pharmacy tecnicos and 4 superior tecnicos (two with Masters). There are also two technicians responsible for processing clinical information. Effectiveness is reported to be assessed periodically by WHO but the last such assessment was in 2006. This evaluation is not recent, and we do not believe it amounts to satisfactory evidence of regular external evaluation. There is an internal evaluation process which has not been evaluated by this review, but it is in any event not independent. Thus, a national testing laboratory exists with access to qualified pharmacy skills but without regular external evaluation of effectiveness, meriting a ‘B’ against the first dimension of the indicator.

174. Both the laboratory and the Director of CMAM confirm that LNCQM still does not have the capacity to respond to all analysis requests because, amongst other reasons, it does not have the capacity to analyse some types of medicines. For this reason, certain batches need to be sent to South Africa for testing. There is also a need to introduce a rigorous programme to maintain and repair existing equipment. In addition, it would be useful to create some testing capacity outside of Maputo. Both in field work in Sofala and in discussions with the Director of CMAM the need to strengthen the capabilities of LNCQM was strongly emphasised. (See text box.)
175. In respect of pharmaceutical quality testing, LNCQM reports that there were 600 samples received altogether of which 77% (462) tested imported drugs on a routine basis. A further 7% tested drugs in response to specific requests. 4.3% of the tests were of drugs which were past their expiry date to see if they were still potent. 

Table 20: Concerns over Quality of Laboratory Testing expressed in Field Work
	O depósito não tem laboratórios para análises dos medicamentos. Quando suspeitam que um medicamento não esteja em condições para o consumo, enviam ao laboratório de Maputo para análise.

 (Graziela Joaquim, Responsável pelo Depósito Provincial de Medicamentos de Sofala, 02 de Dezembro de 2008)

O Laboratório Nacional não tem nem pessoal e nem equipamento suficiente e devidamente qualificados. Se efectivamente fosse possível ter um controlo de qualidade mais eficaz, isso ajudaria muito CMAM. Por exemplo, com base na informação do Laboratório a CMAM estaria apta para desqualificar alguns fornecedores. Para além do tempo de espera ser grande, em casos de urgência a CMAM tem que recorrer a Laboratórios na África do Sul. A CMAM julga as suas propostas com base no menor preço, conforme regra fixada pelo Decreto 54/2005. Daí que precisam de um Laboratório que realmente apoie o trabalho da CMAM.

(Noémia Muissa, Directora da Central de Medicamentos e Artigos Médicos – CMAM, Maputo, 18 de Março de 2009)


176. Selection of drugs for routine testing is in the first instance the responsibility of the Distribution Section of CMAM. Although approximately 462 routine tests were carried out, it is not clear what percentage of batches were tested since there is no defined mechanism to show what quantities are withdrawn from each batch. Normally they take a bottle or packet of each type of medicine to analyse, but documentation shows that in some cases more than one unit is selected. CMAM indicate that they normally test one batch from each delivery, but the total number of batches received is not known. Therefore, although there appears to be a functional routine testing process, the precise coverage cannot be assessed, meriting a ‘D’ score against the second dimension of this indicator.  The concerns expressed over the overall capacity of LNCQM suggest that is capacity limitations which are limiting the coverage of testing.
177. LNCQM report that only 1.2% of the 5,600 tests were “rejeitados” – that is to say pharmaceuticals which were found unsatisfactory.  With less than 3% of the tested batches failing, an ‘A’ score is thus achieved against this third dimension, making a ‘B’ score overall.

	Indicator
	Dimension
	Assessment 

2008

	SI-19b): Price competitiveness in procurement of pharmaceuticals
	Prices of selected pharmaceuticals are competitive
	A


178. All pharmaceuticals are purchased centrally by CMAM using primarily competitive public tenders. The prices at which these drugs are procured represent an integral part of the value for money equation. 

179. It is usual to test actual prices against international prices using a high value sample. That is to say, selecting those items which represent the most significant elements of the pharmaceutical budgets (quantity * price). These items are normally determined through preparing a periodic "ABC analysis" which lists all lines procured starting with those items which account for the greatest percentage of total spending, and ending with the item that represents the smallest percentage of total spending. CMAM has not prepared an ABC analysis in recent times, and this information is not available. Accordingly, the test undertaken was based upon recent acquisitions of the following widely used medicines: amoxicillin; metronidazole; phenoxymethylpenicillin; sulphamethoxazole and trimethoprim (cotrimoxazole); aluminium hydroxide; ferrous assault; paracetamol; acetylsalicylic acid; artesunate with sulfadoxine /pyrimethamine; and mebendazole. In all cases, common dosages and forms of the medicines were used.

180. All of the tenders except one were opened in 2007, and all but two of the tenders were finalised in 2008 (the other two were finalised in 2007). Price comparisons were made against IDA prices for 2007, but a separate set of calculations was made using the lowest 2007 price available on the price comparison website of Management Sciences for Health (MSH) at http://erc.msh.org/mainpage.cfm?file=1.0.htm&module=DMP&language=English.

181. Total quantities purchased for the year were not available. Consequently, the prices were multiplied by the amounts in the tenders to which they related giving an uneven weighting which may not be representative of the relative values of the items in total pharmaceutical spending. It is acknowledged that this approach is not satisfactory. However, all nine items were procured at prices lower than IDA prices, and four of the nine items were procured at prices lower than the lowest comparable price on the MSH website. (Full details are given at Annex 4) We therefore judge that the weighted average price of the selected drugs is probably below the equivalent international price as given by WHO/IDA price lists and certainly no more than 5 % above such prices, meriting an ‘A’ score for this indicator.  

182. Since all pharmaceutical procurement is carried out centrally, there is no issue concerning provincial or sub-national prices.

	Indicator
	Dimension
	Assessment 

2008

	SI – 19c):   Timeliness of Health Sector Procurement processes
	(i) Timeliness of pharmaceutical procurement
	D
	D

	
	(ii) Timeliness of non-pharmaceutical procurement
	D
	


183. The timeliness with which goods are procured is a critical aspect of value for money in procurement. It is a combination of the effectiveness of internal procurement methods (up to the point of contract) and thereafter the effectiveness of supplier performance. 

184. Keeping lead times for pharmaceuticals to a minimum is central to effective procurement. Long lead times can contribute to several adverse consequences including stock-outs; stock volatility; overstocking to compensate for the lead time – leading in turn to a higher working capital requirements and higher rates of expiry; and poor responsiveness to new needs. Lead times necessarily vary from country to country and the lead times proposed for Mozambique are based upon an assessment of what should be possible and are close to those used in a similar exercise recently carried out in Tanzania. Equally, lead times for non-pharmaceutical procurement are critical to effective supply chain management.

185. Lead time should be measured as the time between the official advertisement and the 1st delivery to the medical store (1st entry into the warehouse system). This refers to an International Competitive Bidding (ICB) tender in accordance with the relevant procurement procedures. This indicator comprises two dimensions – the timeliness of pharmaceutical and non-pharmaceutical procurement – and these are simply averaged (using the PEFA M2 scoring methodology) to obtain the overall score. 

186. In all, 11 UGEAs were reviewed; 3 in Sofala province; 4 in Nampula province; and 4 in Maputo including CMAM and the Department of Infrastructure
. The Table below presents the characteristics of the UGEAs reviewed.
187. None of the UGEAs interviewed records or monitors lead times on any systematic basis. In the absence of comprehensive data on lead times, specific contracts were selected for review from the central level agencies, specifically CMAM, the UGEA of MISAU and the Department of Infrastructure.  These contracts have enabled the review to take a provisional view on lead times and to award a score. However, it will be critical for all UGEAs to monitor lead times (and other aspects of procurement performance). 

188. CMAM is the only UGEA which procures medicines. It has only started to procure medicines directly, from the beginning of 2008. Prior to this CMAM defined needs and after Ministry approval the procurements were carried out by Medimoc (a recently- privatised procurement agency). Moreover, CMAM is considered to be a ‘regime especiale’ under Decree 54/2005, and has only recently been required to submit its contracts to the Tribunal Administrativo for a visto.  This will be the procedure for procurements initiated after July 1, 2008. 

189. These recent changes have implications for our review of procurement within CMAM. First, it is quite likely that the move away from Medimoc to direct CMAM procurement will have affected lead times both because of changes in procedure and because of the loss of experienced procurement staff who have largely remained with Medimoc. Second, it is likely that future lead times will be longer than they are at present in view of the new requirement to secure a visto from the Tribunal Administrativo (from mid-2008) with the result that the lead time information presented here will not form a suitable baseline. 

Table 21 Characteristics of the Health Sector UGEAs reviewed

	UGEA
	Province
	Level of UGEA
	Type of goods procured
	Date of establishment as  UGEA

	UGEA do MISAU
	Maputo
	National
	Medical equipment; other equipment; materials and services (but not Works or medicines)
	Continuation of Procurement Unit

	Central de Medicamentos e Artigos Médicos (CMAM)
	Maputo
	National
	Medicines
	Continuation of Procurement Unit/ Medimoc

	Department “UGEA” of Infrastructure)
	Maputo
	National
	Procures works, installations and projects.
	Not strictly an UGEA; Continuation of GACOPI

	UGEA of Maputo Central Hospital
	Maputo
	Provincial
	Cleaning materials; maintenance items; urgent surgical items; food; & services
	6/2007

	UGEA do DPS 


	Nampula
	Provincial
	Cleaning materials; maintenance items; furniture; surgical items; hospital uniforms; food & services. 
	5/2007

	UGEA of Nampula Central Hospital
	Nampula
	Provincial
	Goods, works & services (but not surgical items).
	12/2006

	UGEA do DPS 
	Sofala
	Provincial
	Cleaning materials; maintenance items; furniture; surgical items; hospital uniforms; food & services.
	1/2007

	UGEA of Beira Central Hospital 
	Sofala
	Provincial
	Goods, works & services (but not surgical items). 
	2006

	Administration of Monapo Rural Hospital


	Nampula
	District
	Not operational; procurement still carried out by administration and Chief Nurse; not yet using 2005/54. 
	Not properly established

	UGEA of Monapo HC


	Nampula
	District
	Not operational as a unit; not yet using 2005/54.
	7/2008 but not functional

	UGEA of Dondo HC
	Sofala
	District
	Cleaning materials; maintenance items; office materials; & food. 
	4/2008


190. Four CMAM procurements were selected for verification: one direct purchase from 2006, and three concursos publicos from the period April 2006 until mid-2008. These are from both the Medimoc period and from the period after it. The exceptional direct purchase was of 3.75mg ampoules of Triptorelina and was commenced on 28 February 2006. It resulted in the release of funds by CMAM on 31 July 2006, a period of 5 months. The date of arrival of the Triptorelina was not found. The three concursos publicos show the following times from authorisation of the concurso to the authorisation of payment:

Table 22 Lead times for a selection of CMAM Procurement contracts

	Concurso
	Item
	Start
	Authorisation of Payment
	Lead Time (up to payment authorisation)

	21/MZ-PAV/06
	Vaccines
	12 April 2006
	23 November 2006
	6½ months

	20/MZ-RX/06
	X-ray material
	12 April 2006
	September 29 2006
	5½ months

	50/MZ-MMC/07
	Lenses
	25 January 2007
	7 February 2008
	12½  months


191. Receipt of goods would in all cases have been subsequent to payment. Even without this addition of time, the average lead time is eight months. It is likely that the lead time up to delivery of goods in all cases was in excess of nine months, warranting a “D” score on the first dimension of the indicator. The sample of contracts reviewed is small and cannot be considered representative but the preferred course of action is still to allocate a “D” score on the basis of non-availability of information and to review the position again in the second half of 2009 after lead time records have been developed and maintained, and the impact of the visto requirement will be clearer.

192. As with CMAM, the other national-level UGEAs did not keep lead time records in any form suitable for analysis and UFSA does not maintain lead time information.

193. The Department of Infrastructure provided details of two contracts as shown in the Table below. The relevant date for lead time calculation in a works contract is the date of mobilisation of the contractor, but this date has not been established and a working assumption has been made that such mobilisation occurred shortly after the visto was approved.

194. As of 31st, January 2009, the UGEA at MISAU had not provided any contract information. Given their budgetary importance, scoring of lead times for non-pharmaceutical products should be based primarily upon contract information from the Department of Infrastructure and the UGEA of MISAU. The two contracts from the Department of Infrastructure would warrant a good ”C” score, but in the absence of information from the UGEA at MISAU a “D” is more appropriate. As with the CMAM above, the sample of contracts selected is very small and not representative. It is proposed that a “D” score is given on the basis of lack of information. Our judgement is that if lead times are not systematically monitored then they are likely to be high, thus generating and using lead time information is a first step to improving timeliness in procurement. Until such time as such information is generated, the overall score for this indicator is a ‘D’.

Table 23 Lead times for two contracts of the MISAU Department of Infrastructure

	Item
	Start
	Contract award
	Visto
	Period

	Fire-fighting system for MISAU
	23 May 2008
	13 November 2008
	11 December 2008
	6½ months 

(TA 28 days)

	Rehabilitation of the oncology building at HCM
	20 May 2008
	23 September 2008
	6 November 2008
	6½ months 

(TA 43 days)


Observations from the Sub-National level 

195. The scores above have been based upon the lead time performance of national-level procurement institutions, which constitute in budgetary terms the major sources of procurement. However, some procurement in the health sector is carried out at provincial and district levels and service delivery is critically dependent upon an effective and timely response to their procurement requests. For this reason the review interviewed five provincial UGEAs and three district level UGEAs in addition to the national-level institutions.

196. A clear and consistent pattern was found amongst the sub-national UGEA responses, and the points made were as follows:

· the new regulations of Decree 54/2005 are considered by all to be sound in principle

· the new regulations of Decree 54/2005 are not considered to be appropriate to the everyday procurement needs and capacities of the health sector at sub-national level, in particular:

· The Tribunal Administrativo is reported to be very slow in issuing a visto (times of 3 to 4 months were reported in Sofala; 3 to 6 months in Nampula) so that there is a strong preference for ajuste directo and this has become the preferred modality;

· The requirements of the Tribunal Administrativo are not clear, and it is reported that documents acceptable to one TA officer turn out to be unacceptable to another;

· Suppliers at provincial and district level find it difficult to produce the level of documentation, especially financial documentation, required under Decree 54/2005; therefore many small suppliers cannot participate.

· Neither the UGEAs nor the suppliers with whom they work have the appropriate equipment (telephones, faxes, e-mail) to obtain/ provide the necessary documentation promptly.

· It is difficult to communicate with the Tribunal Administrativo because it is in Maputo.

· The Tribunal Administrativo is reported to be insensitive to the urgency of health procurement.

197. Although the messages transmitted by provincial and district staff on this question are clear, their interpretation is more difficult. Clearly, no bureaucrat is likely to enjoy being supervised, just as no small supplier will willingly submit financial documentation which may later be used for tax calculation purposes. That there should be resistance to the application of the visto and to the introduction of a registration requirement for Government suppliers is therefore hardly surprising. There also appears to be a misunderstanding of legislative requirements because Law 13/97 of 10th, July (Lei de Fiscalização Prévia) makes it clear that all contracts – both concurso público and ajuste directo – should be subject to pre-audit by the Tribunal Administrativo. Thus, difficulties in receiving a visto on time should by no means constitute grounds for contracting via ajuste directo.

198. The review team was unable to secure an appointment with the Tribunal Administrativo but met on two occasions with UFSA. UFSA made it clear that these issues are known in Maputo and that they are being addressed. In particular the Tribunal Administrativo has plans to open provincial offices in order to improve communication and enhance the turnaround of vistos. There are also plans to simplify and standardise the process of submission of documentation to the TA. 

	Indicator
	Dimension
	Assessment 

2008

	SI – 19 d): 

Competitiveness and transparency, in Health sector procurement 
	(i) Evidence on the use of open competition for award of contracts that exceed the nationally established monetary threshold for small purchases
	D
	C

	
	(ii) Extent of justification for use of less competitive procurement methods
	C
	

	
	(iii) Existence and operation of a procurement complaints mechanism 
	B
	


199. A well-functioning procurement system ensures that money is used effectively and efficiently. Open competition in the award of contracts has been shown internationally to provide the best basis for achieving economy the acquisition of inputs and value for money in the delivery of programs and services by the government. This indicator focuses on the quality and transparency of the procurement regulatory framework in terms of establishing the use of open and fair competition as the preferred procurement method and defining the alternatives to open competition that may be appropriate in specific, defined situations.

200. The procurement system benefits from the overall control environment that exists in the PFM system, including internal controls operated by implementing agencies and external control undertaken by External Audit (TA). Unique to the public procurement process, however, is the direct involvement of participants from the private sector who, along with citizens, are direct stakeholders in the outcome of the procurement process. A good procurement system uses the participation of these stakeholders as part of the control system by establishing a clear regulated process that enables the submission and timely resolution of complaints submitted by private sector participants. Access to the process and information on complaints allows interested stakeholders to participate in the control of the system.

201. Thus, this indicator is judged on the basis of three dimensions

· Evidence on the use of open competition for award of contracts that exceed the nationally established monetary threshold for small purchases (percentage of the number of contract awards that are above the threshold);

· Extent of justification for use of less competitive procurement methods.

· Existence and operation of a procurement complaints mechanism

202. This indicator is taken directly from the national-level PEFA and applied to the health sector. Using information provided by UFSA (the central procurement monitoring body), the 2006 PEFA found that substantially more than 50 % of the awards above the threshold were being awarded competitively. On this basis, the PEFA determined that a “B” score should be accorded to this dimension at a national level.

203. However, the UFSA database does not lend itself easily to sectoral analysis, since it is primarily divided geographically. As a result no sectoral data on the percentage of contracts competitively tendered has been provided at a national level. Moreover, it is not clear whether UFSA has a complete record in view of reports from the provinces that not all procurement documentation is submitted to them. There is no unit within MISAU which has taken on the responsibility of centralising information on contract awards either for the ministry itself or, still less, for the health sector as a whole.  The indicator has therefore been scored as a “D” because there is not sufficient information to demonstrate what percentage of contract awards above the threshold for small purchases are awarded through open competition.

204. Some information for individual institutions is available. Major central UGEAs report that they use Ajuste Directo for only a small proportion of their spending. CMAM provided a list of procurements totalling USD 74.7 million (2007) and 88.6 million (2006) with the great majority by value acquired through competitive methods. However, in 2007, 22 (45%) of 58 contracts above the threshold for goods and services by number were not competitive, and in 2006, 20 (48%) of 42 contracts were not competitive. The Department of Infrastructure reported that it rarely uses Ajuste Directo and the list of contracts provided included none. 

205. The score allocated reflects competitiveness at national level, since the review of provincial level procurement was partial and only included two provinces. However, it became clear that provincial UGEAs are seriously hampered in three ways: first, by their lack of mastery of the current legislation; second by their limited capacity; and a third by the reported long delays in the issue of the TA’s visto. As a result many of them see Ajuste Directo as the preferred procurement modality, and resort to the concurso publico reluctantly
.

Table 24: Selection of Contract Data from Provincial Health Depts 2007- 08

	Year
	Institution
	Total
	Concurso Publico
	Ajuste Directo

	
	
	
	
	

	2007
	Sofala DPS
	41,633,354
	33,289,000
	8,344,354

	
	percentage
	
	80.0%
	20.0 %

	
	No. of contracts
	
	11
	99

	
	No. of contracts over MT43,750
	
	11
	7

	
	
	
	
	

	2008
	Central Hospital Beira
	34,440,960
	32,296,036
	2,144,924

	
	percentage
	
	93.8 %
	6.2 %

	
	No. of contracts
	
	25
	45

	
	No. of contracts over MT43,750
	
	25
	not known

	
	
	
	
	

	2008
	UGEA Health Centre - Dondo
	1,749,568
	1,749,568
	-

	
	percentage
	
	100.0 %
	

	
	No. of contracts
	
	4
	-

	
	No. of contracts over MT43,750
	
	4
	-


206. As a result a large number of provincial contracts are carried out through Ajuste Directo as the table indicates. Sofala DPS carried out 99 procurements under Ajuste Directo in 2007 including 7 over the threshold of MT43,750. By contrast there were only 11 (61% of the total above the threshold) under Concurso Publico. 2008 information for the Central Hospital at Beira shows that Ajuste Directo was responsible for 45 procurements  with only 1 over the threshold, against 25 (96% of contracts over the threshold) under Concurso Publico. For these two institutions the percentage of contracts competitively bid by value was 80% for Sofala DPS (2007 data) and 93.8% for Beira Central Hospital (2008 data).
207. Comparable data which are not included in the Table show that in 2008 Nampula DPS issued 114 contracts under Ajuste Directo of which 23 were above the threshold of MT43,750 against 12 (34% of contracts over the threshold)  under Concurso Publico. 

208. The legal framework for the prevention of conflicts of interest is adequate. Decree 54/2005 requires suppliers to submit a number of documents when responding to a tender. These items include documents to establish, amongst others, the legal authenticity of the bidder, as well as financial health, tax compliance, and experience of similar work. Included amongst the documents is a requirement for a signed Declaration of Honour (Declaração de Honra) which states that the bidder does not suffer from any impediments including close connections with the contracting authority or other impediments as listed at Article 19 of the Decree. Article 112 of the Decree specifies the situations in which a conflict of interest arises. 

209. Whilst the legal framework is adequate, in practice conflicts of interest may be difficult to identify, and the best defence is likely to be the transparency of the process and the publication of results of tenders. It is generally agreed that UGEAs and central procurement authorities can carry out a careful examination of documents submitted with the bids, but after that they are reliant upon the Declaration of Honour, and the local knowledge of UGEA staff and the tender committees.

210. The regulatory requirements create an adequate framework for the justification of non-competitive procurement. They clearly state that open competition is the preferred method of procurement, and that clear justification is required for any less competitive or non-competitive procurement modality. The most common non-competitive procurement modality in Mozambique is the Ajuste Directo (Direct Award). Its use requires that a justification is submitted to UFSA, citing one of the circumstances outlined at Article 104.2 of the Decree. Alternatively, Ajuste Directo may be used in any situation where the value of the procurement is less than approximately $1,750 for goods and services ($3,500 for works).

211. Whilst the regulatory framework is adequate, the justification process faces difficulties in practice. Most UGEAs indicate that they submit all justifications for Ajuste Directo contracts to the UFSA as required but some do not. It is also clear that UFSA has serious capacity constraints and it is questionable whether they are able to review all justifications submitted. Finally, delays in the issue of the visto by the Tribunal Administrativo are reported to have resulted in widespread use of the “emergency" justification for situations which are not emergencies as such, but which cannot wait for the 3 to 6 month period reported for clearance by the Tribunal Administrativo. These delays have also resulted in reports of procurement "slicing" in order to bring the size of procurements under the threshold.

212. The larger UGEAs such as CMAM and the Maputo Central Hospital report that  procurement is primarily carried out under Concurso Publico or Concurso limitado. At CMAM for instance, there is a very little Ajuste Directo procurement and there was none in 2008. They report that they use pequenha dimensão for odd items that are not in the National Formulary, and are requested by individual medical practitioners working in the public service. The Minister signs off on all CMAM tenders, and on all justifications for non-competitive tenders. 

213. Our judgement is that at provincial level, there have certainly been instances when the use of non-competitive methods has not been justified. At central level, the limited capacity of UFSA means that verification of the use of non-competitive methods is not systematic. The personal intervention of the Minister for CMAM and other large contracts is clearly helpful as an emergency measure but is not a substitute for a regular and standardised administrative process within MISAU.   In the circumstances, this dimension of the indicator warrants a “C" score.

214. The regulations present a clear process for complaints which is considered adequate. It is set out at Article 131 et seq. of the Decree. However there is no external oversight process and the CPAR report states at paragraph 72:

In Mozambique the complaint mechanism … provides only for hierarchical resolution of complaints and provides no independent appeal body before the judicial process. Tribunal Administrativo, besides it role as an auditor general, has functions related to settling disputes between the private citizens and the Government. While TA may also receive complaints by citizens, the process (which is judicial) is considered too cumbersome for a procurement appeal mechanism, which needs to provide quick solutions so it does not unduly delay the procurement process. 

215. In practice there appear to be relatively few complaints from suppliers, and those that are received appear to be dealt with appropriately, first at the level of the contracting entity and by referral to the Minister of Health or central authorities were appropriate. Most UGEAs reported one or two complaints during 2008, and some reported none. CMAM advised that they did not have a written procedure for complaints, but the procedure in use that was described was consistent with the Decree.

216. This dimension of the indicator is therefore scored as a ‘B’, giving a ‘C’ score overall for competitiveness and transparency in health sector procurement.

	Indicator
	Dimension
	Assessment 

2008

	SI – 19e): Inventory management in the Health Sector
	(i) Availability of essential drugs
	D
	D

	
	(ii) Adequacy of order fulfilment
	D
	

	
	(iii) Acceptability of expiry rates
	D
	

	
	(iv) Appropriate amount of stock held
	D
	


217. A number of aspects of inventory management, especially of pharmaceuticals, do not fit easily into a structure of indicators. Inventory Management is a composite including factors such as whether goods are adequately stored (systematic, adequate space, shelved, secure, at appropriate temperatures, etc.); whether movements in and out are properly controlled; whether there are inspection visits; whether sufficient training is provided; whether there is a regular inventory check and whether stock cards or other records are in use and regularly updated. In order to make sense of this complexity and to provide a useful judgement on the current status of systems, four dimensions are considered in this indicators, which test for some key outcomes: 

· Availability of essential drugs

· Order fulfilment

· Acceptability of expiry rates

· Number of months’ stock held.

218. Availability of essential drugs is typically assessed based upon out-of-stock information in relation to nationally-determined essential drugs (at central level) and specified sets of required drugs at lower levels. An item is out-of-stock when items available in the store are insufficient to cover one month of forecast sales/issues. 

219. There are two reasons why this test cannot be performed: first because Mozambique has no Essential Drugs List (EDL); and second because there is no reliable data at CMAM or in any other central agency on national drug availability. For many years Mozambique has not maintained an Essential Drugs List (EDL). Instead, it has maintained a National Formulary which includes the full range of drugs which are used in the country, whether by primary facilities or national hospitals. The maintenance of an EDL can focus pharmaceutical procurement and distribution of critical needs, and, because essential drugs are few in number the monitoring process becomes more manageable.

Table 25: Views on SIGMA inventory management system, Sofala & Nampula
	O controlo é feito com base nas requisições que recebem mensalmente das unidades beneficiárias. Existe um sistema informático de apoio e controle das disponibilidades, o Sistema Integrado de Gestão de Medicamentos - SIGMA, mas que no momento não se encontra operacional por falta de internet e linha telefónica. Daí que todo o controle tenha passado a ser feito manualmente.

(Graziela Joaquim, Responsável pelo depósito Provincial de Medicamentos de Sofala, 
02 de Dezembro de 2008)

A Central de Medicamentos elabora o relatório de recepção dos medicamentos e envia por fax à CMAM. A CMAM verifica e introduz os dados no sistema informático – SIGMA (a introdução no sistema não é muito rápida. Pode levar 2 a 3 semanas. Daí que, pode acontecer o sistema dar informação de que não tem algo no stock quando na verdade existe).

(Osvaldo Sambana, Gestor da Central de Medicamentos de Sofala (sucursal da CMAM), 04 de Dezembro de 2008)

O sistema de registo do stock de medicamentos é manual. O SIGMA ainda não foi instalado em Nampula. Têm feito um inventário trimestral para saber o que está esgotado, fora do prazo etc. Relativamente aos medicamentos de rotina ou de solicitação frequente (como por exemplo o paracetamol), o controlo de stock é feito todos os dias. No entanto, têm verificado problemas de erros nas fichas de registo/controlo do stock, roubos e outros problemas, pela falta de espaço, pouco pessoal, instalações inapropriadas, entre outros factores.

(Nélias Amor d`Ana Manuel, Responsável pelo Depósito Provincial de Medicamentos de Nampula, 09 de Dezembro de 2008)


220. Availability information is regularly reported by facilities throughout the country, but it is not processed to create a reliable and comprehensive picture of national drug availability. All facilities are required to report stocks held and historical 90 day consumption, as adjusted for earlier stock-outs, when they make requisitions under the Via Classica requisitions system. These requisitions are submitted to the provincial medical stores. The information system is designed so that provinces enter this information into the network inventory management system, SIGMA, so that it is immediately visible in Maputo. However, although SIGMA is installed in all provinces it is not functional in most, and provinces tend to rely upon manual systems. (See text box.)

221. Another difficulty in providing availability information is that SIGMA is not regularly updated for goods received into stock. CMAM staff advise that this is because it is a complicated programme which is not user friendly. This is reported without verification since an examination of the functioning of the inventory management software was beyond the remit of this assessment. Supply Chain Management Systems (SCMS) are supporting CMAM to install a new information system known as MACS which is currently operating in a major medical store in Uganda.

222. In view of the general lack of reliable information in this area, this dimension of the indicator has been scored as a "D".

223. Order fulfilment is a secondary process indicator with a similar objective to the measure of availability. It seeks to ascertain what percentage of appropriate drug requests is filled. Order fulfilment measures can also be applied to “push” kit systems (in which medicines are dispatched according to estimated need and not against requisitions) by asking whether each facility receives its proper complement of kits. 

224. The Distribution section of CMAM is responsible for order fulfilment, but it reports that the difficulties with data entry in SIGMA also mean that it is difficult to get reports on order fulfilment. Out of stock items are considered to be few at the moment and consequently order fulfilment is thought to be good. Order fulfilment information is available from the requisitions themselves, but it is not collated. Again, in view of the lack of information, this dimension has been scored as a "D".

225. Drug losses from expiry can be a major cost, especially in environments where many drugs are received in kind or where the timing of procurement is poor. It cannot be completely avoided, as disease burdens may vary unexpectedly; treatment regimes may be changed; and procurement may not always go according to plan. However it can be managed effectively using many techniques including systematic issuing on a FEFO (first expiry, first out) basis. 

226. CMAM was unable to provide national data on the cost of losses from expiry of drugs. Lists of expired drugs are apparently available, but they are not assessed as a percentage of annual issues or of stocks held. The Distribution section of CMAM is responsible for monitoring of expiry. Distribution estimates that the annual loss is greater than 1% but less than 5% of stocks held and also consider that 2 to 3 years ago it was much higher. We were informed that SIGMA can provide this information, but because its record is incomplete it is probably not helpful. This dimension has therefore also been scored as a "D".

227. The review team were unable to assess the number of months of stock held by value, because there is no financial statement providing the cost of annual issues, which would be the denominator. This information, were it available, would indicate the efficiency of stockholding, which minimizes the use of working capital, uses storage space effectively and minimizes the risk of drug expiry.  In view of the lack of information, this dimension has been scored as a "D".

228.  A major factor behind the poor scores achieved may be the recent changes in CMAM. Over the last two years large numbers of experienced (overseas) staff were transferred from CMAM, and many of the current staff are learning medical stores management for the first time. Support to the re-building of capacities and the updating of information management systems is urgently needed.  (See text box)
Table 26 Staffing and capacity issues within CMAM
	Nos últimos dois anos houve muita mudança na CMAM. A maior parte do pessoal que já reunia muito conhecimento sobre o funcionamento da central foi transferido. O actual staff é maioritariamente novo, daí que neste período tenham estado mais concentrados na aprendizagem e organização, não tendo sido dedicado tempo para desenvolvimento de indicadores de avaliação do desempenho dos fornecedores e da própria CMAM.

(Noémia Muissa, Directora da Central de Medicamentos e Artigos Médicos – CMAM, Maputo, 08 de Dezembro de 2008)
Os armazéns, até 2005, eram geridos pela Medimoc. A CMAM fazia a gestão da Medimoc. A maior parte dos trabalhadores da CMAM, até esta altura eram estrangeiros. Levantavam-se vários problemas, entre os quais podemos mencionar, o facto de terem salários diferentes dos que eram oferecidos pelo Estado para as mesmas funções; muito deste pessoal acumulava experiência mas depois voltava aos seus países de origem e a CMAM perdia quadros já capacitados e não se estava a criar capacitação de moçambicanos. Um estudo da OMS sugeriu alterações e o Ministro da Saúde também viu a necessidade de fazer mudanças. Foi assim que a CMAM foi reestruturada, passando a contar com mais quadros moçambicanos. A CMAM passou, também, a assumir as actividades terciarizadas, começando em 2007 a tratar do procurement e, só em 2008 começou a responsabilizar-se pelos armazéns. A situação verificada nos armazéns não foi boa. Por exemplo, encontraram armazenados medicamentos expirados há 10 anos.

(Noémia Muissa, Directora da Central de Medicamentos e Artigos Médicos – CMAM, Maputo, 18 de Março de 2009)


5. PFM Plan of Action
229. A Plan of Action to address the key weakness identified in the diagnostic assessment was developed in conjunction with sector stakeholders in line with the requirements of the Terms of Reference. The consultancy team developed a ‘template’ for the documentation of this plan of action in consultation with MISAU. The template (shown below) includes information on:

(i) The “Action Area” to be developed;
(ii) The corresponding assessment indicator (SI) or indicators to which it refers; 
(iii) A brief description of the weakness to be addressed and its impacts upon PFN performance  (situação);
(iv) The specific activities to be undertaken, divided between those for which the Health Sector should be responsable (Actividades Internas), activities to be undertaken by other parts of Government and activities to be undertaken by Development Partners. For each activity, details were provided on the Department to lead the activity, the specific persons responsible, the degree of urgency (short/ medium or long term), anticipated dates for completion and resources required. 
Table 27 Template for PFM Plan of Action for the Sector
	I. ACÇÃO
	

	II. INDICADOR SI
	

	III. SITUAÇÃO
	

	IV. a) ACTIVIDADES INTERNAS

	Actividade
	DIRECÇÃO
	RESPONSÁVEL
	PRIORIDADE
	PRAZO
	RECURSOS

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	IV. b) ACTIVIDADES DE OUTRAS INSTITUIÇÕES DE GOVERNO

	
	
	
	
	
	

	
	
	
	
	
	

	IV. C) ACTIVIDADES DOS PARCEIROS

	
	
	
	
	
	


230. The study team facilitated the preparation of the plan of action but its content was defined by sector stakeholders through a series of workshops and working group activities undertaken with the relevant departments and agencies of the sector.  A plenary workshop was also undertaken to discuss the plan with the wider set of stakeholders to the sector, including notably UFSA, TA, MdF and MPD as well as the Development Partners.  Responsibility for management of the Plan rests with MISAU and further refinements will undoubtedly be required during implementation. 
Table 28 Overview of the PFM Plan of Action for the Sector
	Summary of  Actions detailed in the PFM Plan of Action
Área I: Planning, Budgeting & Management of External Resources 
· Introduce in 2010 a “genuine” Programme Classification, harmonised across all planning & budgeting documents;

· Improve the consistency of the CFMP, PES and annual budget (OE);

· Refine the methodology for estimating and budgeting collections of user fees (Receitas Próprias);

· Improve the consistency of the format and the content of the annual sector PES and its corresponding Balanço (Progress Report); 

Área II: Budget Execution, Accounting, Reporting and  Audit 
· Finalise the process of integrating the Common Funds into the State Budget;

· Close and certify closure of the commercial bank accounts of the Common Funds;

· Improve the format/ content of Quarterly Execution Reports and Annual Financial Statements;

· Transform the Unidade de Controlo Interno (Internal Control Unit) into an Internal Audit Unit;

· Institutionalise a system of follow up to the audit recommendations of the TA; 

· Strengthen the systems for collection and reporting of user charges (Receitas Próprias). 

Área III: Procurement and Inventory Management Aquisições, 
· Improve the timeliness of procurement::

· Introduce as a systematic practice the preparation of Procurement Plans;

· Insist on early launch and publication of tenders;

· Deepen dialogue with TA on requirements for the ‘Visto’;

· Introduce systematic procedures and formats for the submission of documentation for the TA’s visto;

· Improve the management of stocks and related inventory systems for medicines:
· Calculate the value of the national stock of medicines at a given date (31/06/09) and update this valuation on a monthly basis;

· Introduce systematic practices for registering and controlling movements of stock and expiry of stock.
Área IV: Human Resources 
· Integrate the Common Fund payroll system into the National Budget payroll:

· Undertake an inventory of the staff with payroll integration still outstanding and identify the constraints to progress;

· Lead a dialogue with the Provincial Governments, the TA and MdF so as to complete all outstanding integration processes.
· Strengthen the capability of HR departments to undertake timely recruitment;
· Investigate the causes of under-expenditure against the Salaries budget of the sector;

· Implement a programme of support to the change management process within the sector, including leadership training for sector managers. 


231. The PFM Plan of Action includes four “Action Areas” as follows (See Table above):
· Área I: Planning, Budgeting & Management of External Resources;

· Área II: Budget Execution, Accounting, Reporting and  Audit;

· Área III: Procurement and Inventory Management;

· Área IV: Human Resources.
232. An overview of the actions identified within each of these areas is presented in the table above. Annex VI contains a fuller presentation of the Plan of Action, following the template described above. Although the version presented in Annex is the most up to date version at the time of publication of this Final Report, there are still certain details that remain to be defined by the MISAU management team. However, it is important that the Plan of Action should be a ‘living document’ which facilitates the process of actually implementing improvements to PFM and procurement systems. Ongoing changes and refinements are therefore to be expected.
6. Recommendations on future diagnostic work

233. This diagnostic analysis and the accompanying Action Plan have created the basis for a process of continuous improvement to financial managment and procurement processes within the health sector. They have also laid the foundations for an evidence-based dialogue between Government and its Development Partners, focused upon the implementation of the Action Plan. These are important achievements, which should allow the Memorandum of Understanding to be  more effectively implemented. At the same time, the diagnostic work has been very demanding of staff time – most particularly of the time of senior managers, and it will be important to reduce the administrative burden of such assessments during 2009 and beyond.

234. The following programme of work is therefore recommended (see Figure 13 below):

· During 2009: a monitoring programme of medum intensity to permit independent verification of progress with the Action Plan and to provide additional information on the volume and use of external funding, an area which could not be comprehensively analysed during this diagnostic assessment. Thus, 3 studies are recommended:

i. An independent verification of the closure of the Bank Accounts previously used for the Common Fund (to be undertaken by private sector auditors before the end of 2009.)

ii. A study to estimate the value of of Development Partners’ overall support to the health sector, distinguishing between different modalities of disbursement, and assessing the uses to which resources are put and the extent to which national procedures are used. The objective of this study would be firstly to develop an accurate inventory of actual disbursements and secondly to develop an action plan for more efficient and effective use of external resources. (It is recommended that this study should be completed during September and October 2009.)

iii. An independent review of progress with the PFM Reform Action Plan, producing a report for consideration by the Annual Joint Review. (It is recommended that this should be done in two phases: a short (2 week) review of progress in late November 2009, with a report tabled in December and a second mission to discuss the report, make any necessary corrections and review the Action Plan in February 2010.)  

· During 2010: an additional set of diagnostic studies to permit an updating of the present diagnostic study, as well as additional diagnostic work on overall resource allocation issues in the health sector (a Public Expenditure Review) and on the more detailed questions of the use of resources at district level. These studies would permit a comprehensive updating of the PESS. Thus, three specific studies are proposed: 

i. A Public Expenditure Review, focused on questions related to the  allocation of resources and the results achieved with those resources, leading to judgements on efficiency and effectiveness. (Ideally should be completed by October 2010.)

ii. A Service Delivery Survey at district level, focused not on expenditure tracking but on the more general question of the efficiency and effectiveness of service delivery at the primary level, based upon detailed analysis within a small sample of districts. (Again ideally to be completed before end October 2010.)

iii. A repeat of the overall diagnostic assessment of PFM and procurement systems, using the methodology developed for this study. (Field work completed by end November 2010, followed by a draft report in January 2011 and an updating of the PFM Action Plan in February 2011.)

Figure 13: Proposed Programme of Diagnostic Work 2008 - 2010
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� 	By way of example, in 2008, Norway undertook an assessment of its national PFM system utilising the PEFA methodology. Of the 28 indicators covered, 22 were scored as “B” or above.


� 	The data points are aligned numerically from the left, beginning with SI-1, “Credibility of the Budget” and concluding with SI – 26, “Scope, nature and follow-up of External Audit. One procurement indicator is included: SI-19 d), “Competitiveness and transparency in Health Sector Procurement”. 


� 	The MoU provides for a transitory arrangement during which foreign exchange funds for the Common Fund for Drugs and Medical Supplies (FCMSM) may continue to be managed through an overseas bank account until such time as the e-SISTAFE has developed the capability to authorise and account for payments in multiple currencies from the CUT, and the financial procedures and controls necessary to permit advance payments for opening of letters of credit for international procurement contracts. The intention to move to a single funding mechanism through budget support is nevertheless clearly stated (Article 2.3 and Article 8.) 


� 	This analysis is presented as part of the assessment of indicators SI-5, SI-7, SI-12 as well as SI-23, 24 & 25.


� 	The levels of expenditure recorded for the central hospitals are almost certainly understated due to the under-recording of expenditures financed from user charges – an issue discussed in Chapter 4.  


� 	Spending against the Provincial Fund was not recorded in the OE and CGE until 2007 but for the Central ProSaude Fund and the medicines fund, information was included in the OE and CGE from their inception.


� 	The team were unable to meet with UTRAFE to confirm this judgement.


� 	Note that in the table above, all externally financed investment expenditures have been excluded from the sector totals. Thus the sector total here shown follows the definition used for indicators SI-1 and SI-2.


� 	The fuller details on collections of receitas próprias by institution and category are presented above in the discussion of indicator SI-3.


� 	It should be noted that even in the case of loan financed expenditures, although the level of disbursements by project is carefully tracked, it is not possible to match the expenditure breakdown to the expenditure classifiers employed for the OE and CGE.


� 	The law sets out clear criteria for determining the distribution of the two annual transfers which municipalities receive from central government, namely the Fundo de Compensação Autárquica (FCA) to cover recurrent expenditure and the Fundo de Investimento de Iniciativa Local (FIIL) for investment expenditure.


� 	The literal translation is Medium Term Fiscal Framework but the CFMP is more comprehensive and detailed than a standard fiscal framework. In particular, it includes medium term projections by the ministries, departments and agencies within each sector – something which would normally be considered a defining characteristic of an MTEF.


� 	An “A” score would additionally require the use of either programmatic or sub-functional categories for the presentation of medium term forecasts for the sector.


� 	The word cabimentação translates the concept of an expenditure commitment in the Anglophone system or an engagement in the Francophone system. However, in the Francophone and Anglophone systems, commitments are made at the time when an executive decision is made to incur a financial liability and those commitments are for the full value of the liability, even if payment may not be required until considerably later. In the Mozambican system,  cabimentações are traditionally made only shortly before payments are required and usually only for the value of those payments. Their function is thus more akin to a payment request. The Lei SISTAFE seeks to change this practice but in MISAU at least, this cultural change has yet to happen.


� 	Deloittes report that the number of uncleared advances against the common fund accounts has been steadily reduced but we were unable to obtain precise, up-to-date information on uncleared advances.


� 	This was the assessment given in the PEFA of February 2008, based upon the CGEs of 2004, 2005 and 2006. 


� 	The Department of Infrastructure is strictly speaking not an UGEA, but it does carry out a major procurement function under the regulations provided by Decree 54/2005.


� 	As we note above, securing a visto from the Tribunal Administrativo prior to contract award is a requirement both for ajuste directo and concurso publico; yet several provincial staff gave avoidance of the visto requirement as an explicit reason for favouring ajuste directo. Perhaps the requirement is not so closely supervised by TA in the case of direct contract awards?
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