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Adonisnumber :

MEMORANDUM TO THE DCI COMMITTEE

Annual Action Programme covering the programming document
Strategy Paper for the Financing I nstrument for Development Co-
operation for Lao PDR for 2008

1. I DENTIFICATION
Budget heading 19.100101
Total cost 55 367 000 EUR
EC contribution: 14 600 000 EUR
Other contributions: 40 767 000 EUR
Legal basis EC Regulation no. 1905/2006 of 18 December 2006
establishing a Financing Instrument for Developn@ot
operation
2. COUNTRY/ REGIONAL/THEMATIC BACKGROUND

This Annual Action Programme covers Lao PDR.

Lao PDR is a least developed country with a popmradf 5.8 million people and an average
income of 460 USD per capita in 2005. On the UN ldormbevelopment Index while it has
slightly risen since 2005, it still ranks lowesttbe South-East Asian and Pacific countries —
129th out of 177 countries in 2007. 80% of the paton live in rural areas, there are 49
different ethnic groups, and poverty reduction remahe main challenge particularly in rural
and inaccessible, mountainous areas where ethmorities are concentrated. Lao PDR is
highly dependent on development aid, with ODA fundsking up more than half of the state
budget. Over the last decade the incidence of ppWas fallen significantly from 2.2 million
people living on less than US$1 per day to 0.9iamlin 2007. About 60% of the population
is under 20 years old.

Preliminary findings from the 2008 MDG report sheame progress in achieving universal
primary education, reducing child mortality andrsfigant progress in improving maternal
health. However, basic healthcare remains inaddessd a large proportion of the rural
population, especially ethnic minorities and womEme fertility rate has dropped but the rate
remains among the highest in the region at 3.6thecde are significant differences between
urban areas and rural areas. HIV prevalence renainsut the poor knowledge of methods

1 EN



EN

of preventing sexually-transmitted HIV and the lewvels of use of condoms indicate a high
risk of an increase in infection rates. Death rates malaria have fallen and Laos is an early
achiever on the MDG on tuberculosis.

Although there have been improvements in net erentrim primary schools, the final effort
to reach the MDG will be difficult without renewegolicy commitment from the
Government. Gender gaps have been reduced butestidlin significant. A lack of resources
and materials affect actual primary education aue® Teachers are under-qualified and are
reluctant to work in remote areas. For all the MD@sle there are signs of improvement
there is still a need to attain regional averagekaxtually reach the goals.

On the economic front, the situation has improvedLaos particularly since late 2005.
Economic growth rates are robust with 7.1% in 20@Tflation remains in single digits,
currently at 4%. The agricultural sector is a seunf income for nearly 80% of the
population. The industrial sector has increasesgh&e of GDP due to development of the
textiles and garment industry. Growth is mainlyliiegk by heavy investment in a few large
mining and hydro-electricity projects, as well aarism. Garments, wood products, minerals,
timber and electricity are major export products;aanting for some 71% of total exports.
Lao PDR lodged an application for WTO membershid®7. Accession negotiations with
WTO members are ongoing and domestic legislatidmeiag reformed to conform to WTO
regulations and requirements. Lao PDR became a weemb the World Customs
Organisation in 2007.

The National Socio-Economic Development Plan 2008602(NSEDP) of the GoL foresees
economic reform to further liberalise the econotoycreate an enabling environment for the
private sector and to stimulate trade and investnséifting away from socialist central
planning. Work is on-going to strengthen public exgiture management, improve banking
and the provision of rural financial services, come the reform of SOEs, and continue
improvements in forestry, trade and the promotibthe private sector.

The government’s vision in governance area is oedliin its Governance Reform Road Map.
A Legal Sector Master Plan is currently being fised. The Government accords high
importance to activities in governance and recagmnibe linkages between improvements in
governance and poverty reduction. Over the pasadiethe GoL has embarked on wide-
ranging public administration reforms, designeciteate an effective, efficient, accountable
and low-cost public administration, together withe trequisite institutional and legal
framework. The Government recognises, however,atlhiareness raising efforts needed at
every level to transform Lao PDR into a state gealyi based on the rule of law.

Further progress on structural reforms in the afe@sscal management is needed. Domestic
revenue mobilisation needs to be further strengitierpublic expenditure management
improved, the restructuring of state-owned banks emterprises should be completed and
private sector activity and investment further poded. The imbalance between recurrent and
capital expenditures also needs to be redressddrieare also under way to re-centralise
authority over tax and customs administration. Tiast serious challenge to Laos is that,
despite economic growth, inequality is deepenind)e@racerbating poverty.

3. SUMMARY OF THE ACTION PROGRAMME

The overarching goal of EC activities under thei§Spoverty reduction and the achievement
of the MDGs.
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Two actions are planned under the 2008 Action @nogne:

Action I: Support for the Government’s reform agenshder the NSEDP (DAC code 51010 —
General Budget Support)

Action 1I: Contributing to good governance and #tengthening of the rule of law in Lao
PDR (DAC codes 15140, 15162 — government admitistrand human rights )

Action | will be implemented via the second genédnadiget support operation anchored to the
World Bank led Poverty Reduction Support Operatiile PRSO programme aims to ensure
that public resources are efficiently and effedfivased to support Lao PDR’s poverty
reduction and growth strategies and to ensurentwaie resources become available through
sustained growth and revenue mobilisation. ECjaifi PRSO 4-7, a 4 year series. PRSO 4-7
will build on the successes of the previous 3 yaactuding continuation of the public
expenditure management strengthening programmeiraptbvement of the alignment of
budget allocations to the Government’s priorityastel he purpose of the PRSO is to help the
government to implement its poverty reduction sggt as reflected in its national
development strategy.

Action Il will be implemented through two separatelti-donor projects administered by the
United Nations Development Programme (UNDP): “Suppo an Effective Lao National
Assembly” and “International Law Project Phase” Ihe purpose of the international law
component is improved implementation, enforcemeut monitoring of international law in
Lao PDR. The purpose of the National Assembly mtoje strengthening of the National
Assembly’s capacities to make laws; to scrutinizecetive action, to represent the electorate;
and to have a higher profile in national life. Bpitojects implement key activities within the
Government’s Strategic Plan on Governance (200®R8hd its Legal Sector Master Plan
and builds on the success of previous activitieBranced by the European Commission.

The national co-operation related policy is theidial Socio-Economic Development Plan
(NSEDP). Its overall objective is fundamentallyei@dicate poverty by 2010. Its broad aims
are to increase the competitiveness of Lao PDRnltceconomic and social development and
to protect the environment and to accelerate tlieibg of the socio-economic infrastructure
and to finalise the establishment of a market ee@reconomy. Its main priority sectors are
Agriculture; Infrastructure; Health; and Educatidinsets a target growth rate of 7% per year
mainly driven by a sustained growth of export (12%he NSEDP also places great
importance on strengthening economic integratiahragional co-operation by joining WTO
and increasing its links with ASEAN and other regibgroupings. NSDEP priorities in the
governance field are: (1) public-service reforn23,jeople’s participation, (3) the rule of law,
and (4) sound financial management.

The SP and the specific actions planned in the AhrAction plan 2008 are fully
complementary as the actions were foreseen: gehedglet support/PRSO are described in
the SP in paragraph 4.2.1 and Good Governance anhiirights in paragraph 4.3.2.

The overall objective of Action | (Second Generaldget Support to Lao DPR) is to support
the Government of Laos in achieving its long teravalopment objective of freeing the

country from the status of Least Developed Couh$r2020. The purpose of the programme
is to introduce key reforms in the public sphere sastain growth, ensure efficient

management of public resources and create the tcwmglio increase social service delivery
with a view to reducing poverty.
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The expected results of Action | are expected enftilowing three clusters of reform:

e Sustained growth through the reduction of tradeidxa and the creation of an
enabling business environment including developting financial sector and
improving the performance and monitoring of theestavned enterprises.

* Improved public finance management systems and
* Enhanced sector performance in the health and gdocectors.

PRSO implementation will follow a series of annpalicy actions outlined in a four year
programme matrix. Satisfactory implementation oé tannual priority actions assessed
through joint missions will determine the disburgsmn by donors, including EC fixed
tranche. Besides, EC variable tranches will beelihko progress in the health and education
sectors measured through specific indicators. The f6resees additional capacity
development activities in these two sectors to pobaGovernment systems on selected
strategies.

On cross cutting issues, the positive impact ordggavernance is expected to be high thanks
to the public sector reforms promoted with this ggeanme that will result in increased
Government capacities and enhanced legislative einark. Actions with environmental
implications will be limited to the adoption of thExtractive Industries Transparency
Initiative by 2010. This programme does not addmissctly human rights issues that are
being analysed under the EC co-financed PovertyabStmpact Analysis (PSIA) and will be
considered through the specific support under théoShe upland communities.

The overall objectives of Action Il will be to coiliute to good governance and the
strengthening of the rule of law in Lao PDR. Thepmse of the Action will be to provide
support to Laos’ development into a state basethemule of law and to set the foundations
for a genuinely democratic state.

Expected results of Action Il will be:

» Strengthened rule of law in Lao PDR and improvenierhe process of poverty
reduction through a human rights based approachsustainable human
development;

* Enhancement of Lao PDR’s ability to function asuli-fledged member of the
international and regional communities by strengithg its capacity for engaging
in multilateral and bilateral diplomacy and negttias;

* A strengthened National Assembly that is bettee dbl exercise its legislative,
representative and oversight responsibilities.

Human rights is one of the five priority areas ofernational law and constitutes a central
element of the International law component. Theidwa Assembly component will address
human rights indirectly among others through enimgnahe Parliament's capacity to
effectively deal with citizen's human rights comterGender features as a cross-cutting issue
for both components and the International Law comepd will also seek to enhance
monitoring by the Lao Women’s Union of the implertagion of CEDAW commitments. The
National Assembly programme involves a gender ntiggaming strategy and introduces
gender-sensitive participatory planning guidelinést both components cross-cutting issues
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will be referenced and included throughout the priogne where relevant.

4. PAST EC ASSISTANCE AND LESSONSLEARNT

Lessons outlined in the SP and AAP 2007, mentiobeldw, are still relevant and the
Delegation has borne these in mind in its work dkierpast year:

* The EC is now striving to make a strategically gigant contribution to policy
dialogue in areas where it can demonstrate addec va e.g. enhancing the
business environment, reducing trade barriers, ompg public finance
management. EC will focus on education and heaittet PRSO 4-7 following
feedback from PRSO 3 financed under AAP 2007. dixjgected that this strategic
policy reform will yield more sustainable benefés structural level than direct
project support. Experience from 2007 shows thest Way of working is very
intensive. The move from projects to policy dialegstill requires significant
human resource input.

* The recurrent funds available in the state budgetcarrently not sufficient to
match the capital investments made by donors. Buglgsort provides assistance
to meet the transitional costs of change;

» The EC continues to take a leading role on aid barsation, coordination and
alignment as stated in the European Consensus weldpenent and demonstrates
this commitment by using budget support operatiand working closely with
other donors on all areas under the SP. The kejeolga for 2008 will be the
implementation of commitments under the VientianeclBration on Aid
Effectiveness;

« Difficulties in establishing a policy dialogue withe Government for a variety of
reasons such as a lack of human resources medriialogue needs to be firmly
anchored to a concrete set of reforms. This isigegcthe case with the budget
support programme both in the PRSO component anddhable tranche which
contain clear and monitorable reform frameworkedly linked to the NSEDP.

5. COMPLEMENTARY ACTIONS

EC complementary actions in the specific areasreavby Action | are essential for ensuring
intense policy dialogue at the sector level andtinoed collaboration with Government.
Trade and PFM reform are covered via two progranamMulti Donor Trust Funds under
AAP 2007. There is also ongoing support for thelemgentation of the SME development
strategy through the SME project which will enhanngestment procedures, access to
finance, the regulatory framework and provide tngitbnal strengthening. Action | foresees
technical support to the health and education se@oPRSO-related areas of concentration
to start engaging the EC at the sectoral leveltarsipport GOL in the development of sector
strategies/SWAps. It will be provided within a cdioated capacity development framework
with other donors. Complementary to Action Il aceng of the actions contained within the
PRSO matrix that are related to legal or budgesapects. In addition the EIDHR provides
small scale support to key organisations such @ad.#o Bar Association. Both Actions are
supported by other donors: Action | by World Bamidalapan; and Action Il by Finland,
Germany, World Bank and other UN agencies.
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6. DONOR CO-ORDINATION

The Round Table process is the main aid coordinanechanism between donors and the
GoL. There are eight sector working groups co-@thbyy the GoL and donors. The Vientiane
Declaration on Aid Effectiveness and Harmonisatias been adopted by donors and a
related Country Action Plan was developed in Map720The sector working groups are

closely involved in the implementation of the Cayrmction plan and are starting to engage
in real policy dialogue with the Government on depenents in their respective sectors. The
EC is a leading voice in this process.

The EC and the Member States regularly meet tousss@and exchange information. A
process has been started to increase EU co-omlindfised on the Code of Conduct on
division of labour and progress is beimgde towards establishing a roadmap of EU a#viin
Laos with a retreat planned for April 2008.

7. COMMUNICATION AND VISIBILITY

High level involvement in policy dialogue has ablgamproved the EC visibility in Lao
PDR. So far, thanks to its active participationtire PRSO missions the EC is already
recognised by the local authorities and other gigdting donors as a responsible partner. The
EC is visible in all major activities relating ttsijoint activities with UNDP. Visibility is
assured in classic terms with the EU logo beingldised and EU funding acknowledged. The
Delegation regularly co-chairs and speaks at pra@eents.

All relevant activities and appropriate media cager that will ensure maintaining and
improving the visibility of the EC will be undertek. There will be media events upon
signature of the relevant financing agreements waittompanying articles in the media. EC
activities will be promoted in EC communications itgecooperation programme, e.g. in the
Europe Day speech, media events for other EC-fedhactivities, official visits, etc.

8. COST AND FINANCING

Action 1 - Support to the Government's reform agend € 13 million
under the National Socio-Economic Plan / Seconde@n
Budget Support to Lao PDR

Action 2 - Contributing to good governance and the € 1.6 million
strengthening of the rule of law in Lao PDR

Total amount of the action programme €14.6
million

Within the maximum indicative budget of all the sifie actions, cumulated changes not
exceeding 20% of the maximum contribution of them@aunity, are not considered to be
substantial provided that they do not significaralfyect the nature and objectives of the
Annual Action Programme.

The authorising officer may adopt such changescoom@ance with the principles of sound
financial management.
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Adonis number

ACTION FICHE FOR LAO PDR/ASIA/GOVERNANCE

1. I DENTIFICATION
Title Contributing to good governance and thergtkeening of the rule o
law in Lao PDR- DCI-ASIE/2008/19507
Total cost Total cost: 3 367 000 EUR
1 032 000 EUR (component 1)
2 335 000 EUR (component 2)
EC contribution component 1 : 500 000 EUR
EC contribution component 2 : 1 100 000 EUR
Total EC contribution : 1 600 000 millie EUR
Other contributions: 1 767 000 EUR
Aid method / Project approach
Management mode
Joint management with an international organisation
DAC-code 15140, 15162 Sector Government
Administration, Human
rights
2. RATIONALE
2.1. Sector context

The Government of Lao PDR demonstrates a stromgesit and commitment to become a party to
international treaties and instruments, and to rensampliance with international norms, principles,
and provisions. The framework of international lafows Lao PDR, an LDC, to take full advantage
of the benefits of global integration and also &beguard itself against inequalities in wealth and
power in multilateral and bilateral arenas. LaoRPB engaged in several international negotiations

! (*) International Law Phase III: 500 000 EUR by tBevernment of Finland and 32 000 EUR by UNDP.

(**) Support to an Effective Lao National AssembB00 000 EUR by the Government of Luxembourg and
400 000 EUR by the United Nations Development Paogne (UNDP). United Nations Office on
Drugs and Crime (UNODC) will contribute 130 000 EURe United Nations Development Fund for
Women (UNIFEM) will contribute approximately 65 OBUR and the United Nations Population Fund
(UNFPA) approximately 40 000 EUR.
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that can make a significant contribution to itsioval development goals, especially the Millennium
Development Goals, and emerging from least develgpentry status (LDC) by 2020.

The Lao PDR Strategic Plan on Governance (2006)2646€ks to establish “a complete, clear and
coherent legal framework”. It focuses on strengthg the capacity of the National Assembly to
propose, evaluate and approve sound legislatibapelcifies emphasis on ratification of internagiion
treaties, especially those related to preventiotewbrism, torture, and other inhumane activites]
protection of rights of migrant workers and childrelt stresses review and harmonisation of nationa
laws with international conventions to which Lassiparty, or intends to become a party.

The Draft Master Plan for Development of the Ruld.aw in Lao PDR, has noted that out of 25
treaties prioritised for ratification by the UN Setary-General, the country is currently party Soat
thentf. Lao PDR’s high degree of commitment to undertgkind complying with international legal
obligations is, to a large extent, the outcomehefinitiatives of the International Law Projectcédded

in the Ministry of Foreign Affairs, from 2002 onvei:

The critical constraint in Lao PDR with respectttogovernance and rule of law agenda is repregente
by the limited individual and institutional capacih the country. Consequently, capacity develogmen
is the key to ensuring successful outcomes of stigpovided to the National Assembly and the
International Law Project. The critical inputs yided by the International Law Project towards
overcoming this constraint is dissemination of kiemge regarding international treaties among key
actors in government and civil society, and coatlon of consequential action on treaty compliance
that necessarily involves a large number of mi@stand agencies, at national and local levels, not
limited to the legal sector.

Given the current state of weak capacity in ketitimsons, the Department of Treaties and Law ia th
Ministry of Foreign Affairs is best positioned tlead’ the International Law Project. The outcorgs
the first and second phases of the International Paoject have already earned it a very good
reputation outside the Ministry of Foreign Affaildoreover, the MoFA serves as the secretariat for
two important committees whose work has a direetrihg on critical development priorities — the
supervisory committee for the achieving the Millerm Development Goals, and the National
Commission for Mothers and Children.

As the only democratically elected body in Laog, Mational Assembly appraises the implications for
the country of ratification of treaties, and alsodertakes the task of bringing national laws into
conformity with international norms and obligations

Providing support to both the National Assembly #éinel International Law Project with a view to
operationally support the complementarity betwdenttivo components is strategically advantageous

% Lao PDR is planning to enter into the Rome Statutehe International Criminal Court. Lao PDR isealdy
party to the International Covenant on Economigi@aand Cultural Rights (ICESCR), the Conventiontbe
Elimination of All Forms of Discrimination Againd/omen (CEDAW), the Convention on the Rights of the
Child (CRC), two Optional Protocols to the CRC, ahd International Convention on the EliminationAdf
Forms of Racial Discrimination (ICERD). It has alsatified or acceded to international conventioms o
combating transnational organised crime and tesmordrug and tobacco control, and sustainable fisataral
resources and the environment. Two ILO conventamasin force in the country since June 2006 — @ation
138 on minimum age for work, and Convention 182wanst forms of child labour Lao PDR has signed the
International Covenant on Civil and Political RigftCCPR) and the UN Convention Against Corruptiom
order to prepare for the ratification of the humights covenants, Lao PDR has established an Mieisterial
Committee on the Preparations for Ratification andlementation (IMC), with a responsibility to pregsively
realize the human rights enshrined in these tweicants.
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for the outcomes of both components. Current lawednto be brought into compliance with
international legal norms and standards. The Natidssembly (NA) stands vested with this task
along with representative, legislative and oversifiinctions. As such, strengthening the NA is
necessary to help ensure people’s full participatiod involvement in all areas of cultural, soeiatl
economic development, as well as to ensure thpdt#t the respect and cooperation of all government
institutions. The support to the National Assenttggramme, proposed through this Fiche, will seek
to strengthen the capacity of the National Assenmbgmbers and its committees to better exercise
their constitutionally mandated functions. It wilso seek to enhance the capacities of the NA
Secretariat to deliver effective services to thenimers and build internal institutional memory for
sustainability.

2.2. Lessons learnt

A participatory evaluation mission (sponsored Biecember 2007 - by the governments of Lao PDR
and Finland, the Delegation of the European Comionisand UNDP) noted that the International

Law Project has been pivotal in giving assistancin¢ Government of Lao PDR in becoming party to
treaties, incorporating treaty provisions into Léw and enforcement of treaties and treaty
obligations.

The international law component of this proposdl sipport a joint project which runs as a direct
continuation of the project “Strengthening Intefmaal Law in the Lao PDR, Phase 11" (2005-2008)
which is set to end in mid-2008. The current phafstne project, which is funded by the EC, Finland
and UNDP made progress in awareness-raising,catitin and national incorporation of international
law, and Phase Il (2009-2012), supported by thmsppsal, seeks to continue this process by
addressing the implementation of norms containgtiértreaties ratified. As part of the ongoing lega
sector work, a number of reviews and evaluationthefcurrent project have been commissioned on
the state of rule of law in Lao PDR. These incluttedfollowing recommendations:

e continue to work on monitoring and enforcementreéties, in particular the reporting process
to treaty and other international bodies (as opphé@enerely focusing on treaty ratification);

» develop and streamline the ratification processiamgove the advisory role of the Ministry
of Foreign Affairs /Department of Treaties and Liaveollaborating with other actors;

* continue to support work on increasing participatiy Lao PDR in the multilateral treaty
framework and in bilateral treaty-making, includitige ratification of the remaining 25 core
UN treaties;

» focus support on treaty-making which provides amoap which may be used as a valuable
tool in addressing the incorporation (or transpasjtof international law into domestic law.

It is broadly acknowledged that the current phalséhe National Assembly programme has been
successful. Overall, the legislature in Lao PDR haproved in many areas within the National

Assembly and its secretariat but there are stilbpgg needs that should be addressed and capdoities
be further strengthened. This was confirmed byirmlependent evaluation, which took place in
November 2006, and by the concept note emanatimg the NA. Both studies identified clear

strengths in the first phases of the programme ssistance but it also found areas for further
improvement, notably:

* a need to strengthen the parliamentarians abditperform a thorough and knowledgeable
oversight role, engage in the law making procesd, improve the representational side of
their mandates;

* a need to strengthen the Secretariat of the Ndtlssembly to deliver effective services to
parliament.

Experience from past phases also gives clues te sther constraints that will have to be overcome.
The first relates to programme delivery. Time lgeg constraint: the Lao legislature sits twiceeary
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for a maximum of one month each time. This allditiie time for the programme to plan activities
with all members, knowing that, apart from sitting periadembers are in their constituencies and/or
busy with other professional activities. Planniagalso difficult since the exact dates for plenary
meetings and other critical dates are not ideutifreadvance.

The process will have to be carefully planned arehemore carefully executed, especially taking into
account the strategic environment. The secondepbithe programme, although being the only
international programme focussing on the developn@nthe National Assembly, did not have
sufficient resources to fully achieve all of itgediives.

Finally, sustainability of the programme shoulddmvisaged through the building of an institutional
memory within the house. Indeed, in any given g there is a members’ turn-over which creates
the same capacity needs at every election. Thgrgmome will have to overcome, as far as possible,
this problem. Ultimately, the programme will haweefollow the evolving goals of a fairly young and
still developing National Assembly.

2.3. Complementary actions

The action proposed will be complementary and stpti® objectives of informal dialogue held
within the EC-Laos Working Group on Institution Rling, Administrative Reform, Governance and
Human Rights.

The EC already provides assistance to the GolLhi@ret governance actions under the previous NIP
2002-2006. The three areas cover: the rule of laterhational Law Phase Il - 2005-2008), Public
Administration Reform and Decentralised Servicei@ey (GPAR Saravane Decentralisation Project
- 2005-2009) and Strengthening the National AssgniBktrengthening the role of the National
Assembly - 2004-2008). All three are implemente@aroperation with UNDP, which is the leading
agency in support for governance in the Lao PDFhe Tomponents outlined in this Fiche would
dovetail seamlessly into these ongoing actionseaustdire continuity.

In addition, several other Development Partners @naviding limited support to the National
Assembly in specific areas of its work, includimg tWorld Bank, the IMF, UNFPA, UNICEF, ILO,
UNODC, WHO, and France. UNDP has generally fatdidlaand coordinated the activities concerned.
A wide number of stakeholders, including EU MemBgaites (Germany, Finland and Luxembourg)
have confirmed their support to the future phasdmth projects.

2.4. Donor coordination

Donor co-ordination in Laos is led by UNDP. The @mance Sector working group provides a forum
for sharing information and discussion of importgoternance issues by interested donors and line
ministries.

The process of design of the two components predéntthis Fiche has seen discussions between all
key donors and government ministries. As an implding partner, UNDP has a particular strategic
advantage in the area of governance in Lao PDRengits long experience of working with the
government and its well-established policy insighispublic sector reform. As a co-chair (together
with Sweden) of the Donor Working Group on Gover®&riJNDP is also in a key position to ensure
that overlaps between the various donor-fundedeptsjin the area of governance are minimised.

In addition to SWGs, there is the EC-Laos Workingp@ on Institution Building, Administrative
Reform, Governance and Human Rights and the Swdisk Working Group on Human Rights. The
key issue that has arisen from the Working Grouptings is the concern for policy implementation —
donors are attaching increasing importance to thasores taken by the government in translating its
policy statements into concrete development outsorBeth components in the present fiche were
approved by the EC-Laos Working Group Meeting indha2008.
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The National Assembly programme will be implemeniigdUNDP. Aside from UNDP and the EC,
the other contributors to the programme are theeBuowent of Luxembourg, the United Nations
Office on Drugs and Crime (UNODC), the United Nasdevelopment Fund for Women (UNIFEM)
and the United Nations Population Fund (UNFPA).atidition, the Government of Germany will
provide two senior technical advisors for a pembdt least two years. The World Bank will provide
support to the National Assembly by financing ac#pe capacity building component. This will be
through parallel funding and will be fully coordied through the Steering Committee which oversees
the implementation of the programme.

The Government of Finland, the EC and UNDP willafice the UNDP-implemented International
Law project. Other donors, including Netherlandsl &me Swiss Development Cooperation (SDC),
have also indicated an interest in the project tfdmutions and commitments tbc). A Steering
Committee will oversee the implementation of thejgect and will ensure that the activities of other
donors in related sectors are coordinated.

3. DESCRIPTION

3.1. Objectives
The overall objective for the two components o tAction Fiche is to contribute to good governance
and the strengthening of the rule of law in Lao PDRe project’s purpose for the international law
component is improved implementation, enforcemadtraonitoring of international law in Lao PDR,
while the purpose of the National Assembly projecto strengthening the National Assembly’s
capacity to make laws; to scrutinise executiveoactespecially as regards the budget; to repréisent
electorate; and to have a higher profile in natidifea

3.2. Expected results and main activities
a) International Law component — project entitled“International Law Project, Phase 111"
The International Law Project has the following esied results:
1. Increased participation in the internationabldgamework by Lao PDR.

2. Improved incorporation of international law iritee domestic legal system.

3. Enhanced implementation, enforcement, monitorargl reporting according to the
international legal obligations of the Lao PDR.

4. Developed national capacities in internatioaal and negotiation.
Specific outcomes anticipated during Phase Il are:

» Strengthen the capacity of the NA's members andeSaiat in the consideration of treaties that
are pending ratification; techniques for incorpmgtinternational norms and standards into
domestic legislation; and discharge of the NA owgts responsibility in respect of treaty
negotiations and implementation by the Executive meaty application and enforcement by the
Judiciary.

e Support capacity building of the ministries andtitnsions directly responsible for reporting,

ratifying and implementing international convensfireaties (ICERD, ICESCR, ICCPR, UN
Convention Against Corruption) including the disd®of the relevant reporting obligations. For
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example, support to the Ministry of Labour and i8bgVelfare in the context of the rights to

work and working conditions under ICESCR and ILOnwentions; the consideration of

ratification of ILO Conventions, incorporation aftérnational labour standards into domestic
legislation, national implementation, enforcemend anonitoring and reporting to the ILO.

Similar support is needed for other ministries sastMinistry of Education in terms of the rights
to education; Ministry of Agriculture and Forestnyterms of the rights to adequate food, etc.

» Support the National Assembly Standing Committeexjgedite the adoption of the Ordinance on
Treaty Making and Implementation. Support the Mo&#d other relevant institutions in the
preparation of draft law on treaties to be submittethe NA in 2010.

» Extend capacity development activity from natiobt@lprovincial levels and support capacity
building of the Judiciary, Police and prosecutons the application of international legal
principles.

» Promote compliance by private sector with inteoral human rights norms, labour standards
and obligations under international environmerdal. |

» Follow-up activities to treaty bodies’ concludingservations/comments on Lao PDR’s reports
(ICERD, CEDAW, CRC+20Ps, ICESCR) and assist in tmplementation of and, where
applicable, reporting under resolutions of the UN&MGA , UNHRC and resolutions and
decisions of other international organisations eadferences. Support for Lao PDR Universal
Periodic Review.

The generic set of project activities for achievihg outcomes indicated above includes:

* Research & analysis of substantive areas (e.g. huiglats), treaties and national laws
* Training workshops on identified priority areadrmternational law

* Hosting annual national forums on international law

» Study visits, overseas training and academic scétulas

* Translation and dissemination of materials (inahgda project website)

* Publication of research, workshop training matsriatc.

» Short term consultancies on specific legal issues

b) National Assembly component — programme entitledSupport to an Efficient Lao National
Assembly” (SELNA)

The programme will seek to strengthen the capaciifethe National Assembly Secretariat and its
staff to improve the quality of services providedRarliamentarians and their constituents, as agell
building the capacities of MPs to exercise the sight function and to influence policy making in
order to enable it to fully contribute to a trulgrficipatory and representative democracy.

The three main expected results and indicatiomefway they will be achieveale presented below.
Despite being modular in design, these componeataat stand-alone compartments but inter-related
parts of the whole. Activities that serve severaictions will be found under one output but will
impact one or the two others.

1. Enhanced Parliamentary Capacity for Exercisiaegislative and Oversight Responsibility

The legislative function is one of the major a¢iesd that Parliamentarians have to undertake, the
reason why they have been elected. Although datistially the government will remain the main
initiator of laws, the programme intends to asistNational Assembly to improve coordination with
the Executive branch in order to be consulted ateidwliest stage in the drafting process and also t
receive bills in good time so as to be able to uiatte a careful review. Ultimately the National
Assembly should be involved in initiating legistatiby appropriate means, which the programme will
assist in setting up.
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The programme will also assist the NA to develop thle of the committees in regard to its
involvement in legislation review. Finally, withgard to the 2011 National Assembly elections, the
programme and the organisations assisting the NAphldy an important role in preparing newly
elected members to understand their roles and megplities in an orientation programme prepared in
collaboration with and under the leadership ofitiAe

2. Effective Parliamentary Representation of Citize

Improving the role of the 17 constituency offices liao PDR will be one of the targets of the
programme. They will be used to streamline acoésgizens to their Members. The programme will
also encourage MPs to consult the public to satEinput.

For the Members of the National Assembly and tharodgtees to better report on their work to the
Lao people and advocate for core issues, the progeawill organise specific activities to suppos th
National Assembly public information department.

The programme will also help to build the NatioAgksembly capacity to process complaints against
Government Officials and Court Decisions so that gieneral public will benefit from an efficient
system of complaints and petitions. The procesgltsbe strengthened both at provincial and at
national levels.

3. - Upgraded Parliamentary Support Services atktbimse Information Flow

The programme will help to strengthen the secrtasd that it can serve more efficiently and
effectively the National Assembly in discharging ftolitical responsibilities. The programme will
support comprehensive human resources developid&m)(and the formulation of a long-term HRD
policy/strategy for the staff of the National Ass#yn This includes revising and approving indivitdua
job descriptions, the introduction of annual perfance appraisals, assessments of overall training
needs etc Training will focus on improving the Bsaforeign language skills, their ability to prola
documentation and sectoral expertise in a timedhitan to the committees. It will also enhance the
public information and dissemination capacities grdmoting a broader understanding of the
parliament’s legislative process.

The programme will also assist in improving thehouse flow of information, archiving and
documentation management, which is necessary feereace among the various Committees and
Departments within the National Assembly. The blaal Assembly's Rules of Procedure will be
reviewed to ensure that the flow of informationotngh the National Assembly (including the
provincial offices) and from the Executive to thedislature is consistent with the constitutionadse

of the NA. The programme will help, among othdrs,improve ICT infrastructure between the
National Assembly and the constituency offices,eli@y specific procedures for managing internal
and external information flows and to rationalise locumentation and research centre. This will
also contribute to maintaining transparency, actahility and a strong public outreach strategy.

The generic set of project activities for achievihg outcomes indicated above includes:

» Workshops and seminars for example on MDGs, andPBR&vareness on gender issues,
environment, and implementation of laws, nationahp and international commitments

» Training on legal drafting, policy analysis and getiscrutiny

» Develop material, draft manuals and train relewabers on programme delivery (e.g on
campaigning)

» Training workshops on identified priority areasis@as treaty ratification and on media and
governance

* Prepare handbooks and procedural guidelines (gptpiring key procedures, the legislative
and oversight process, duties and responsibilities)

» Field / provincial visits by MPs/Committees to eggaonstituents

» Translation and dissemination of materials (inahgdon NA website)
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» Publication of research, workshop training matsriatc.

3.3. Stakeholders

Specific stakeholders for the International Law poment include the Ministry of Foreign Affairs

(Department of Treaties and Law) and institutiongolved in establishing the rule of law, e.qg.
University Faculty of Law and Political Science ahdlicial Training Centre; and civil society actors
such as the Lao Bar Association, Lao Trade Unibesieration and Lao Women’s Union.

Under the National Assembly component the 115 NAriders are the key stakeholders. The National
Assembly also employs 167 staff who provide supfothe six committees and act as the secretariat
for personnel, finance and administration. 87 stadfk at the 17 National Assembly offices in the
constituencies. The National Assembly has prodacsttategic framework document which outlines
its long and short term vision including the neetlgs stakeholders. For the members the aim &to
as a legislative body with the full capacity to ofshtheir legislative, oversight and representation
responsibilities. For the staff of the National Aswly their skills need to be upgraded so that tasy
provide appropriate technical support serviceshdase provision of information also needs to be
improved and staff in constituency offices need I€iks to the National Assembly. Institutionally,
the National Assembly itself will have much to g&iom the project in all aspects of its operaticass,
will its secretariat staff. The achievement of gh@nned improvements will undoubtedly enhance the
standing of the Assembly within the overall struetaf the Lao state.

The ultimate beneficiaries of both components heegeople of Lao PDR, especially the poor and
those denied human rights or access to public @3viA strengthened National Assembly, and one
which will interact more effectively with its comstents, will represent another element of nascent
democracy in the life of the country. Similarly,ogress towards a Rule of Law State will bring
benefits to all the citizens of Lao PDR in the gphef human rights. Women will be particular
beneficiaries, as there will be an emphasis onngigender awareness and preparing legislation in
that sphere.

3.4. Risks and assumptions

The risks and assumptions are common to both coemgen Continued commitment of the
Government to apply International Law norms anddatinue strengthen the National Assembly is
crucial. In order to mitigate the risk of failingmmitment, a high degree of Government ownership
has been ensured through its close involvemenhendesign of both projects. Co-ordination with
other projects and activities on legal and pubéctsr reform is also important. Finally, there are
capacity-related risks as the government is mofongard with a comprehensive range of public and
legal sector reforms. Project implementation maslbg&ved down due to the consensus-oriented and
time-consuming way of Government’'s decision-makiftpwever, this risk is mitigated by the
specific capacity-building elements included infeaomponent.

3.5. Crosscutting Issues

Human rights is one of the five priority areas mernational law and constitutes a central eleroént
the international law component. The National Adsigncomponent will address human rights
indirectly through enhancing the capacity of théiBaent to effectively represent citizens concerns
including human rights issues. Gender will featres cross-cutting issue and the International Law
component will also seek to enhance monitoringhgyltao Women'’s Union of the implementation of
CEDAW commitments. The National Assembly prograninwelves a gender mainstreaming strategy
and introduces gender-sensitive participatory pglanguidelines. For both components cross-cutting
issues will be referenced and included throughmeipprogramme where relevant.
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4. IMPLEMENTATION ISSUES

4.1. Implementation method

A Financing Agreement will be signed with the Beciery Government.

Joint management with an international organisattao Contribution Agreements will be signed
with the United Nations Development Programme (UNEMowing the principles of th&inancial
and Administrative Framework Agreement between the European Community and the United Nations
(FAFA)

4.2.

All contracts implementing the action must be awdréind implemented in accordance with the
procedures and standard documents laid down anlispeth by the United Nations Development

Procurement and grant award procedures

Programme (UNDP).

4.3. Budget and calendar

The operational duration of the programme “Contiifiy to good governance and the
strengthening of the rule of law in Lao PDR” is #®nths from the date of signature of the

Financing Agreement.

The total budget will be EUR 3 367 000 from whidte tEC will contribute with EUR

1 600 000.

EC Other TOTAL :
Category breakdown : oo : Contracting/
gory Total (in €) |Contributions (in €) Paymentg
(in €) Authority
1. Joint management 1 600 000 532 000 3367 00
1. 1. International Law Phase IlI
Contribution agreement with UNDP
500 000 | 532 000¢%) 1032 000 EC
1.2. Support to an Effective Lao 1100 000 | 1235000() 2 335000 EC
National Assembly
Contribution agreement with UNDP
Total 1 600 000 1767 000 3367 000

(*) International Law Phase Ill: 500 000 EUR by tBevernment of Finland and 32 000 EUR by UNDP.

(**) Support to an Effective Lao National Assemb§00 000 EUR by the Government of Luxembourg and
400 000 EUR by the United Nations Development Progne (UNDP). United Nations Office on Drugs and
Crime (UNODC) will contribute 130 000 EUR, the Usdt Nations Development Fund for Women (UNIFEM)
will contribute approximately 65 000 EUR and theitdd Nations Population Fund (UNFPA) approximately

40 000 EUR.

EN



EN

4.4, Performance monitoring

Regular/periodic monitoring will be the responstpibf UNDP project management and will
be based on the annual work plans and projectatalis at the purpose, results and activity
levels. In addition, the two UNDP-implemented pobtgeare subject to an annual review every
year. These will involve all the key stakeholdefd. this meeting, the National Project
Director will submit to the review an annual prdjead financial report, as well as the Work
Plan for the following year.

4.5. Evaluation and audit

Evaluations (mid-term, final, ex-post) and auditaagements are an integral part of the
contractual arrangements with the InternationalaDigption (UNDP). External evaluations
and audits might also be carried out by independentultants recruited directly by the
European Commission through the signature of cotstia accordance with the EC rules on
the basis ofpecifically established terms of reference.

4.6. Communication and visibility

UNDP will publicise the financial support from ti&C to the multi-donor programmes by

promoting — wherever possible — EC’s visibilityancordance with the provisions laid down

in the Financial and Administrative Framework (FAFgigned by the EC and the United

Nations. Thus EC visibility will be ensured on inftation materials pertaining to activities,

projects, and programmes and at the sites andghrspecific dissemination events, such as
press conferences, seminars, workshops etc.
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Annex 1-a — Indicative Logframe for Component 1 "Inernational Law Project, Phase III" (agreed to byall stakeholders)

Results / outcome |: Improved incorporation of i

ntenational law into domestic legal system

Output

Baselines and indicators

Indicative activities

Outputl: Strengthen the capacity of the NA tofyati

treaties and incorporate treaties into national law

National Assembly members
acquire deep understanding of the treaties propos
by the Government for ratification.

National Assembly members

familiar with and applied techniques of
incorporating, transforming of treaty obligationsa
national legislation

New laws adopted by the

NA fully harmonized with the Lao PDR internation
treaty obligations.

o

Workshops, seminars
efranslation
Dissemination

Output2: Support the National Assembly Standin

Committee to expedite the adoption of the Ording
on Treaty Making and Implementation.

T

Ordinance on treaty making
& d implementation issued by the President of the
ao PDR.

Ordinance widely

Disseminated among the NA members.

Workshops, seminars
Translation
Publication
Dissemination

Output 3:  Support the MoFA and other relevant
institutions in the preparation of draft law onatties
of the Lao PDR

Draft law on treaties in the
Lao PDR prepared and submitted to the National
Assembly.

Research and analysis
Workshops ,seminars
Consultation meetings

Output 4:  Support capacity building of line
ministries in drafting treaty implementation legisbn

Line ministries familiar with
techniques of incorporating, transforming of treaty
obligations into national legislation.
Treaty obligations reflected
in draft laws, amendments to laws proposed by lin

Workshops, seminars

e

ministries.

Results / outcome II: Enhanced participation in theinternational legal framework by the Lao Governmert

Output |

Baselines and indicators

| Indicative activities




Output 5: Support line ministries in proposing ties
for signing and ratification

* Multilateral and regional
treaties proposed by line ministries for signing,
ratification

Research

Workshops
Consultation meetings
Translation

Output 6: Ratification of the core UN treaties and
participation in the Annual Treaty Event

» Core UN treaties proposed to
the National Assembly for ratification

» Sectoral treaties and
agreements singed and ratified.

Research and analysis
Workshops

Seminars

Translation

Output 7: Assist in the bilateral treaty making

* Negotiation skills on
bilateral treaties among Lao officials increased

* Bilateral treaties signed by
the Lao PDR reflected balanced interests of the
parties.

Training workshops
Seminars
Consultation meetings

Output 8: Increase role of the NA in treaty making
process

* National Assembly officials
involved in bilateral and multilateral treaty
negotiations

Research and analysis
Seminars

Results /outcome IlI: Enhanced implementation, enficement, monitoring and reporting under i

Output

Baselines and indicators

Indicative activities

Output 9: Develop capacities of line ministries in

* Line ministries increased capacities to

Research and analysis

implementation, monitoring and reporting under effectively implement treaties Workshop
international treaties Seminars
Output 10: Develop capacity of the Prime Minister’ e The officials of the PMO increased skills | Workshops
Office to implement and monitor treaties towards giving direction for the Seminars
implementation of treaties Study tours
Output 11: Strengthen the function of the National » NA members increased their oversight Study tours

nternational legal instruments




Assembly to oversight the implementation of treatie

by the Executive and the Judiciary

capacity in terms of treaty implementation

by the Government and the Judiciary

Workshops
Seminars

Outputs 12: Strengthen capacity of the legal sectof

Judges and prosecutors increased capacity\éorkshops

institutions in the implementation, enforcement and apply international legal principles Seminars
monitoring of treaties » The police increased their capacity to Study tours
enforced treaty obligations
Output 13: Assist the Lao Government to fulfill * Report of the Lao PDR under Seminars
reporting obligations under the UPR the UPR prepared and submitted to the HRC Workshops
+ Delegation of the Lao PDR Field trips

supported to participate in the HRC meetings
Follow up to the

recommendations on the Lao PDR report under th

UPR supported

International travels
Dissemination
eSort term Consultancy

Output 14: Assist capacity building regarding
reporting under human rights treaties and following
ups

Report under the ICESCR prepared and
submitted to the treaty body

of the Lao PDR respective reports
Follow up to concluding observations and
recommendations of treaty bodies support

Seminars
Workshops

Lao delegations participated in the relevant Local travels
treaty bodies’ meetings for the examinatior

h International travels
Short term consultancy
Dissemination
eFublications

Output 15: Support the Lao Government to nationg
implement the UN resolutions

Substantive resolutions of the UNSC,
UNGA discussed at the national level.
National legal framework developed for
implementing the binding decisions/
resolutions of the UNSC

Reporting under the UNSC resolution 1371
supported

Customary international law studied in the

y

Workshops

Seminars

Field trips
Consultation meetings.
Dissemination




Lao PDR |

Results / outcome IV: Developed national capacitigs international law and negotiation

Output

Baselines and indicators

Indicative activities

Output 16: Annual seminars on international law an

diplomacy for the MoFA staff

MoFA officials grasped the
skills to rely on international legal principles in
the conduct of foreign service

Workshops
Seminars

Output 17: Support the Institute of Foreign Af&iin

research and training in international law and huma

rights

New MoFA staff acquired
basic knowledge of international law and humg
rights

Newly appointed Lao

diplomats acquired deep knowledge and
understanding of international law and human righ

Training workshops
aseminars

s

Output 18 Support trainings on negotiation skills

Negotiation skills of Lao
officials increased

Training workshops
Short term consultancy

Output 19: Support the organization of a yearly
International Law Forum

Lao officials learned

experiences in the filed of international law and

human rights from world renowned international 13

experts
L]

Forum papers published and
disseminated.

Annual Forum on International Law
Publication
viDissemination

Output 20: Support the participation of Lao offlsia
in short term trainings abroad

Lao officials supported to
participate in selected international seminars,
trainings in the fields of international law, human
rights, humanitarian law, etc.

e Short term trainings in
international law at the CMU and other possible

Study tours
Seminars
Trainings

arrangements supported.




Annex I-b. Indicative L ogframe to an Efficient Lao National Assembly (agreed to by all stakeholders)

Outcome of Joint Programme:

1. Enhanced Parliamentary Capacity for Exercising lative and Oversight Responsibility
Indicator: Number of laws considered and passed by the Retia/ Number of oral/written questions and oth@rsight mechanisms used by the Parliament/Extendithe
duration and number of sessions/Number of enquidyfact finding missions conducted by committeesfiNar of reports presented to the NA

2. Effective Parliamentary Representation of Ciiize

Indicator: Ratio of citizens aware of the National Assemolie and activities, including awareness of itsagdipes as the highest representative institutieceiving petitions, numbe
of laws and informative reports disseminated aweéived by the citizens, number of public awarern@satives implemented at national and local leviey NA; number of public
concerns forwarded to government.

3. Upgraded Parliamentary Support Services andoasE Flow of Information

Members of the NA and Committee Departments hazeétessary skills and capacities to review ansl [pagsslation and oversee their implementation

Implementing Partnel Indicative activities for each Output Resource allocation and indicative time frame*
Results Y1 Y2 Y3 Y4
(Give corresponding indicator s
and baselines)
1.1.1 Members’ and the NA Develop a short-term and long-term capalitifding plan for Functional
committees Committees members and related departments, imgudanagerial,
departments staff’s administrative and technical modules.
skills and capacities
are improved the NA Conduct training for committees on sect@sllies, including parliament’s
legislative process
Indicator: The NA Identify suitable host parliaments to organhigh-level training on attachments
Conduct workshops and seminars on MDGs, and PRSRseness on gender
*  Number of issues, including through specific focus on Womgradiamentary caucus,
participants environment, and implementation of laws, natiodahp and international
benefiting from commitments
capacity building the NA Undertake specific training on legal dragtemd analysis for functional
¢ Number of staff committees and associated committees departmentsliaas on policy analysis
trained and on thematic issues
operational




1.1.2. Committees’
operational capacities
strengthened to provide

the NA

Provide adequate and comprehensive reseactdocumentation facilities in
sectoral topics

enhanced and timely the NA Set up a roster of national and internafiexgerts to provide technical expertige
assistance to Members and to the Committees
department staff the NA Establish close links with universities andanise internship and page
programmes
Indicators: the NA Training for Department staff on law draffirpolicy analysis and presentation as
well as specific briefings on thematic issues
*  Number and the NA Assist committees in better scrutinizing gmment ministries through
relevance of implementation of oversight mechanism such as Cateenhearings; Committe¢
documentation enquiries; Public hearings; ... (Output?)
provided the NA Help improve coordination and work-balanegieen committees including

¢ Number of research
requests by
members

¢« Number of experts
commissioned on
the roster

¢ Number of joint
committee meetings

held

institutionalisation of joint committee meetingsraview bills of common
interest

1.2 Candidates for NA and Local Councils are avedugood practice in campaigning and following elens newly elected members are aware of th

eir @hesresponsibiliti

1.2.1 Newly elected members
sensitized on their role and
duties pre and post elections

the NA

Design modules for campaigning to be used as barsgientation programmes

e The parliamentary
training facilitation board
for NA and local
Councils Members is
operative

the NA

Develop material, draft manual(s) and tralevant trainers on how to deliver
orientation programme for campaigning (NA and Id&€alncils).

Organise a 3-day orientation/capacity building isessn how to effectively and
pro-actively run for seat in elections (institutidipractice, campaigning
techniques — with special attention to public catte).

e The candidates havg
the required capacities tq
effectively run for seat

» the NA

. Number of

Organise a one-week orientation/capacityding session on role and duties of
the MNAs and local Councils Members just afterdlections

Organise additional trainings for MNAs and localu@oils Members.




¢ Number of
attendants to the
orientation programme

the NA

Prepare a user-friendly members’ handbook and droeémanual explaining
key procedures, the legislative and oversight meceuties and responsibilities
and available resources.

Prepare and-circulate documentskits hnndhnmhnrnc

1.3 The National Assembly is

consulted earlier &stantively involved in Taw and budget making pssess, considers international treaties, is infororedegotiation progress and
monitors implementation of legislation passed

GO tetHoHo!

1.3.1 NA substantively
involved throughout the law

making process through
improved law making and
oversight processes

the NA Evaluate legislative process and establish mecimarisr earlier involvement of
the National Assembly and its functional committeethe law making process.
the NA Establish new/amended procedures and preedssvs for NA and functional

committees to review and amend legislation, inelgdiecondary legislation and
assess expediting of legislative backlogs

institutionalised

Indicators:

Develop procedures and process flow for NA androdtees (including
Standing committee) to monitor drafting and adapti§; to review and endorse
secondary legislation.

¢ Rules of procedures
reviewed, amended
and in use

Improve consistency of the legislation and its pbamce to ratified internationa
treaties and conventions &
Initiate codifying of Lao legislation

« Early involvement of
the NA in the law
making process

« Monitoring of the
implementation of the
laws set off

Support the improvement of the technical and lggality of the laws passed.

1.3.2. NA involved throughou
the budgetary process and
budget oversight and

the NA

Evaluate budgetary drafting process andoistewith Ministry of Finance
protocols for earlier involvement of NA througheeant functional Committees
in the budget process, including from a gendergsatsve.

monitoring processes
improved

Indicators:

¢ Early involvement of

the NA

=

Establish procedures and protocols for maé¥unctional Committees to monitg
budget implementation, including through field tdsiand for establishment of
budget execution monitoring system and reportingjuiding with a gender
perspective.

the NA

Set up a formal system of review of public accopintduding consideration of
institutionalization of a Public Accounts Committ@esub-Committee.




the NA in the the NA

budgetary process
¢ Number of budget Undertake specific training for more enhanced budgalysis for the

monitoring reports Economics, Planning and Finance Committee and Drepat staff

1.3.3. NA is informed and the NA

consulted on negotiation and Set up a database of international treaties bewvigwed or ratified established
preparation of international
treaties and monitors their the NA Establish protocols for tracking ratification araview process including
implementation appropriate liaising with Ministry of Foreign Affai

) the NA Organise seminars on key international ieeatuch as Human rights treaties,
Indicators: UNCAC, CEDAW and others international obligatioparticularly at provincial

) levels
* Number of treaties, the NA

conventions and
agreements reviewed

for ratification Organise specific training on treaty ratificationdaeporting for relevant
* Number of reports committee of National Assembly
provided

Programme outcome 2: Effective Parliamentary Reprtagion of Citizens
Indicator: Ratio of citizens aware of the NatioAgkembly role and activities, including awarendsssacapacities as the highest representativéuisin, receiving petitions, number
of laws and informative reports disseminated aweiked by the citizens, number of public awarem@satives implemented at national and local levey NA; number of public
concerns forwarded to government

2.1 Mechanisms for regular and positive interachietween civil society and the parliament estabtish

2.1.1 Members of the NA are| the NA Improve the role and build the capacities of thaegituencies offices to
Iﬁllytperforml_ngt; t?e'r r(t))letv?/s streamline access of citizens to their Members

e two-way interface betweep
the citizens and the The NA Baseline survey of public awareness regarding fAole and NA members
government undertaken




Performance indicator:

Number of meetings organise

in the constituencies at distrigt

o

the NA

Organise regular field / provincial visits by MPsf@mittees to engage
constituents

and grass-roots levels

2.1.2 Mechanisms for Civil the NA Develop guidelines for the organisation amhagement of public hearings to

Society to participate in the support the work of committees; (seek the amendwfestnding orders if

Law making process required)

institutionalised the NA Facilitate roundtable dialogues to establish meisinas for interaction between
. civil society organisations and members of theigamént;

Indicators: o NA

* Number of public
hearings and meetingg
organised

¢ Number of
participants in
public hearings and

meetings

Establish a forum for regular consultations witbminent civil society
organisations, academia and others to providetfoptafor their contribution to
the work of parliament;

2.2 Effective parliamentary public information, aemess, and parliament outreach strategy desigrkogplemented




2.2.1 The National Assembly
communicates actively with
civil society and the media

indicators:

The rules of procedures
allow for public relations
activities

Communication strategy se
up and implemented

Number of assessments ar
monitoring activities
undertaken

Number of staff trained

Number of events / tours
organised

Number of kits/guides
distributed

Number of users

the NA

o

Review and revise if necessary the Rules of Praeediuthe National Assembly
to allow the institution to engage proactively urbfic relations including
activities such as constituent/public visits toiNia&l Assembly and sit in on
parliamentary sessions, Services to the media; &itunal visits and special
events.

researches/feedback
Feasibility study conducted
Radio/TV recording studio

the NA

Develop and implement a comprehensive publations / communication
strategy for the National Assembly including metmmeasure the effectiveness
of communication work, e.g. regular assessmentduations and user-surveys

set up
Number of articles on the

the NA

Undertake training of staff and media personnenadia and governance:
political, electoral and parliamentary reportinghie media

NA during session and
non session periods

the NA

Organise regular tours of the parliamenttfier general public (civic education
visits and/or audio-guided visits) and public-rethevents where the parliament
premises are used as location for cultural or adacation events.

Organise regular briefings/outreach seminars targepecific groups (students,
women, etc.) to popularise the NA.

Organise regular visits of targeted groups to dttbe sessions of the NA.

the NA

Develop information kits/ citizens’ guides parliamentary work including an
illustrated explanation of the legislative procgasdio-visuals/radio and
hardcopies) for dissemination to the public, schpelc

the NA

Update regularly design and content of the NA wigb-s




the NA Ensure frequent media broadcast.
Establish guidelines/code of conduct to be obsebyegarliament and the media
to enhance the communication flow between parlidrand the media, especially
during non session periods
2.2.2 More effective and the NA Establish law dissemination strategies includirigyimcial offices, mass media
widespread public dissemination and public meetings
of laws the NA Develop and systematize transcripts, minutes afgedings and reports among
departments and improve timely in-house and extéioma of information. Train
indicators: staff on their new duties.
* Strategy set up and the NA Establish Hansard and ensure its availability irdl@py and on-line.
implemented
« Official Gazette / Hansard the NA
service developed and availabje'"® Re-establish an Official Gazette to publish lawd dacrees and ensure its

for public review

publication and circulation in hard copy and orelin

¢ Facts sheets produced and
disseminated

the NA

Institutionalize production of “law briefs”

Laws translated into foreign
languages and available on the
NA website

the NA

Ensure procedures for translation of laws intoifpréanguages (English
language at least) within one year of promulgatiod made available for
dissemination on the website

2.3 Improved parliamentary reception and consid®raif complaints against Government Officials &@walrt Decisions

2.3.1 Capacity of NA to
receive and process petitions
improved

Indicators:

the NA

Develop a capacity building plan at natiomadl provincial levels to strengthen
the capacities of the Members of National asserabtystaff charged with
receiving and processing petitions. Training widlude managerial,
administrative and technical modules

o Niuimhar of ctaff rocoivin

the NA

Improve the system of “hotline” already set uphie National Assembly by
turning it into a daily service




¢ Number of staff receiving
petitions

* Number of petitions
received and processed
(dispatched among being
received directly at the NA,
through the hotline, and
from provinces through NA
constituencies’ offices)

* Number of cases solved

¢ Feasibility report done and
upgrade implemented

¢ Upgrading of petitions’
department to permanent
committee

¢ (aqualitative survey of the
petitions in the beginning

and the end of the project?

the NA

Upgrade the department charged with receiving pydgtitions within the NA to

a Committee for Parliamentary petitions vested Withbudsman-like capacities.

Programme outcome 3: Upgraded Parliamentary Su@movices and In-House Flow of Information

Indicator:

3.1 Improved human resources system in the Natibssembly

3.1.1 First step of Human
resources management

the NA

Review, revise and approve individual job desoipsi

development in place and
operational

Indicators:

Ratio of appraisals / number
of staff

the NA

Introduce annual performance appraisals basediodgscriptions.

3.1.2 The Secretariat has the
relevant capacities to provide|
effective services. Its

the NA

Conduct a capacity / training assessment to idetité global capacity building
needs of the National Assembly staff based on pedace appraisal

organisation is improved.

the NA

Develop and implement a global HRD policy/stratégythe staff of the National
Assembly

Indicators:
* Number of training needs

the NA

Develop and implement a strategy for reformingatministration of parliament

h

including the review of the organisation chart




identified
Number of training

the NA

Develop and implement a global HRD policy/stratégythe staff of the National
Assembly

workshops

Number of people attendin
the workshops

Strategy developed and
implemented

Clear and efficient
procedures and organisatig
charts set up and in use

y the NA

>

Develop and implement a strategy for enhancingtiministration of the NA,
including the review of the organisation managenchatt

3.2. Enhanced Secretariat technical capacities

3.2.1 Information and the NA Elaborate and implement a comprehensiveRGh at the national and
communication technologies provincial levels of the National Assembly (incladilntranet), with
improved consideration of the absorption capacity to mamtapgrade and sustain the
investment.
the NA
On the basis of the plan, procure and install egeit (hard and software)

Indicators: o NA
* Plan elaborateq Develop and implement IT training for Members ataifs
* Number of equipment

procured and installed the NA Review / establish documentation flow prageschiving and documentation
» Feasibility study done management system. Establish document managenstensfor the law review
* Intranet set up and in use process.
* Procedures for the NA Review internal business processes for the Natiassémbly functioning and

documentation management modernize systems, tools and software

set up and in use
¢ Feasibility study done the NA
« Best solution for

documentation management

set up and in use Define library and research services strategy andgolures with clear goals angl
« Internal business procedures objectives for the users and implement

and equipment modernised
and in use

3.2.2 Research centre
enhanced

the NA

Purchase books, periodicals, manuscripts and ath&grial. Focus shall be on
documentation in Lao language




Indicators:

« Library and research
strategy set up and
implemented

« Accessible procedures in
use

* Assessment of the
documentation needs
undertaken

* Number of documentation
equipment purchased

« Internet digital library
established

* Number of people trained

« Strategy defined and
implemented

* Number of libraries
contacted

* Number of partnerships
created

the NA

Establish an Internet digital library inclod news services, information
databases, encyclopaedias and library catalogueshwrill provide the NA with
valuable information and research resources;

the NA Training for library and archives staff, researéficers and assistants in the use
of the ICT hardware and software that have beeaypedl;

the NA Develop and implement a comprehensive gyafer parliamentary archives,
including the preservation and retrieving of parlentary documents and
information, including constitutional archives,vasll as storing of old
documents with the National Archives.

the NA

Explore opportunities for linkages with other libes in the region to learn from
experiences of other libraries, archives and resocentres.
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ACTION FICHE FOR LAO PDR

SUPPORT TO THE GOVERNMENT'S REFORM AGENDA UNDER THE NATIONAL
Soclo-EcoNnomic PLAN / SECOND GENERAL BUDGET SUPPORT

1. | DENTIFICATION
Title Support to the Government's reform agendautite National
Socio-Economic Plan / Second General Budget Suppdwo
PDR - 19518
Total cost € 52 000 000
EC contribution: € 13 000 000
Other donors: € 39 000 000
Aid method / General budget support — centralised management
Management mode
DAC-code 51010 Sector General Budget Suppart
2. RATIONALE AND COUNTRY CONTEXT
2.1. Economic and social situation

Lao PDR is one of the Least Developed CountrieseRy is heavily concentrated in upland
rural and remote areas: 80% of the total populdi@s in rural areas and among them about
40% are estimated to live in povertyAlthough there has been progress with poverty
reduction in the last decade with the people livangess than US 1 dollar per day decreasing
from 2.2 million in 1990 to 0.9 million in 2007, alkenges remain to meet the Millennium
Development Goals (MDGs) by 2015. Preliminary firgh of the 2008 MDGs report have
shown that there has been some progress in acgievinersal primary education, reducing
child mortality and significant progress in improgimaternal health. However there is still a
disparity between boys and girls in terms of edocaind concerns about the sustainability of
the progress made in child mortality and materealth remain.

The economic performance of Lao People's DemocRaijoublic's (PDR) is strong.
Economic growth rates are robust at 7.1% in 300fven mainly by the expansion of foreign
direct investment inflows in large export-orientathing and hydropower projects. The non-
resource sector of the Lao economy (agriculturejufecturing and tourism) grew by 5.1% in
2007, increasing from 4.3% in 2005. Inflation rensain single digit at 4% and international
reserves have risen rapidly to 3.6 months of ngource imports in 2007. Increased fiscal
revenues (mainly resource revenues but also tabectioins) combined with a prudent
spending policy have led to a fiscal deficit deicignto 1.3% of GDP for the fiscal year
2006/07 (from 3.7% in the previous year). Offid@velopment Assistance (ODA) inflows

! This figure includes indicative yeariyorld Bank IDA grants equivalent to € 6 700 06@0dJBIC concessional loans
equivalent to € 3 100 000

2 poverty and Social Impact Assessment (PSIA) repad PDR, March 2007

32007 figures are World Bank projections.

2 EN
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a share of GDP have been declining in recent yddmsvever funds channelled through
budget support have beértreasingODA as a percentage of GNI which is just under 12%
being the highest in SE Asia.

The adoption by the Government of a proactive poliesponse to the emerging
resource bonanza and continued progress on econafhoions to broaden the source of
growth are needed to ensure sustained macro ecorstability in the medium and long term,
according to the 2007 International Monetary Furfthg~) Article 1V review (see Annex 1).

The Government has a number of well supported igsliconcerning reforms for
improving the investment climate, achieving gredi@ade integration, restructuring state
owned banks and enterprises. Hence the stabilignt®d macro economic policies in place
provide a favourable environment for the implemgataof a general budget support (GBS)
operation.

2.2. Cooperation related policy and strategy of benefiary country

In November 2006 donors and Non-Government Orgaoisa (NGOs) active in Lao PDR
endorsed the final"6National Socio Economic Development Plan (NSEDRpared by the
Government for 2006-2010. It is the first comprediem Government-produced strategy
prepared through a participatory approach, povirtysed and containing a limited small
monitoring and evaluation framework (M&E) which ndes with most of the MDGs. As a
result it is considered by the Breton Woods Insbtws (BWIs) as a Poverty Reduction
Strategy. The plan is built around three stratpglars for the reforms: i) to strengthen public
finance management and sustain macroeconomicistabjlto encourage the private sector
becoming the engine of growth and iii) to chann@renGovernment resources in the four
priority sectors (education, health, agriculturd afrastructure).

The plan needs improvement and would benefit fronaremcomprehensive
macroeconomic and M&E frameworks, as recommendeth&yBW!Is. These shortcomings
are being addressed by the current developmentafwst M&E framework that will aim to
bring closer the NSEDP monitoring, the MDG repagtiand the current ADB's support to
develop and implement a macroeconomic frameworkaddition, the ongoing PRSO is
helping Government to prioritise the reform agendas is consistent with the focal area of
the 2007-2013 EC Country Strategy where the ECchasnitted to support key Government
policy reforms mentioned above under the NSEDP bgms of the PRSO. Thus fulfilling the
relevant eligibility criteria for budget supporhet NSEDP represents a well-defined national
development strategy that the EC could supporutjitahe PRSO.

2.3. Sector Policies

EC policy dialogue within the PRSO process is famyson: enhancing the business
environment, particularly for small and medium eptises, reducing trade barriers,
improving public finance management, developing thealth system and improving
education sector management. Within those areasorsetrategies are either under
implementation (trade, SME and PFM) with suppastrfrdonors (including the EC) or under
formulation such as the Education Strategic Devalemt Framework (ESDF) and the health
financing strategy with the recent creation of Gaweent-Donor Technical Working Groups.
Generally speaking, the quality of sector poligiesiains weak, particularly in terms
of result-orientation and financing sustainabibiyd this is most evident in the social sectors.
The EC will promote increased results-orientation ibtroducing a variable tranche in
addition to the fixed tranche to its funding of tRRSO. This variable tranche will be linked
to progress in achieving identified outcomes in thealth and education sectors. This

* The MDGs reporting is being updated systematicaligry three to four years with UNDP support.
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innovation will be facilitated by the provision sfipport to develop Government capacities in
the two specified sectors.

2.4, Public Finance

Lao’s Public Finance Management (PFM) system ssifieom a number of structural
weaknesses. As highlighted by the latest PubliceBrjiure Review (PER)these include:
poor articulation of expenditure with policy pribeis, weak linkages between investment
spending and recurrent funding, weak expenditurdgrobh ineffective independent audit and
lack of explicit rules and procedures relating emteal-local transfers and revenue sharing.
These shortcomings lead to a weak intergovernméstall relations framework. Significant
measures have been taken to address these ddbsiencrecent years. These include:
revision of the chart of accounts to enable a budgessification system capable to account
for sector and sub-sector programmes, start ofrtipbementation of a revised Budget Law
with centralisation of revenue administration aefbrm of inter-governmental fiscal relations
and approval of the Audit Law to improve the exs&traudit functions.

Government action to roll-out the revised chartastounts, develop a functional
budget classification, a budget norms system are/@nue sharing framework, set up of a
Treasury Single Account (TSA), improve external inadfectiveness and independence are
clear evidence of the reform momentum. Most of e¢hesforms are part of the Public
Expenditure Management Strengthening Programme @GBMapproved in November 2005,
which is the existing platform for Government-douiaalogue for strengthening PFM systems
and building the capacity of the Ministry of FinengMOF) and Provincial Finance
Departments Financial support for PEMSP implementation isvided by a number of
donors included the EC. The current PFM reform dgepromotes a favourable PFM
environment for general budget support.

The preparation of a Medium Term Fiscal Framewd®K EF) as well as indicative
Medium Term Expenditure Frameworks (MTEF) for theurf NSEDP priority sectors
(education, health, infrastructure and agricultise)ngoing with the support from ADB. The
latest IMF Article IV mission urged GoL to adopt &iTFF that takes into account the
uncertainties of resource revenues and that suppbdg alignment of expenditure with
national priorities. The proportion of the budgependiture allocated to the social sectors has
had a positive trend in the last few years but rameery low at 1.2% of GDP in 2006 for the
health sector and 2.3% for the education sectoweder this percentage does not reflect total
national expenditure as provincial spending isl stit consolidated at the Central level.
Further, there is a lack of transparent finanoggdorting systems from the Provinces which
account for 48% of total expenditure (higher in @tion and health at 78% and 73%
respectively). These deficiencies are being addiewough the PEMSP. In addition, the EC
will focus on financial issues in the health andu@ation sectors with specific support
attached to this General Budget Support (GBS) malpo

2.5. Lessons learnt

The first PRSO three-year series (2004-2007) praeetie a success at starting difficult
structural and economic reforms that resulted iogpess towards ensuring efficient
management of public sector resources and promatirstgined growth. Concrete results
were achieved in the reduction of fiscal deficite trevision of the Budget Law, the
strengthened oversight of the State-Owned Ent&apr@sd the adoption of a new Enterprise

® The Public Expenditure Review (PER) 2005-06 isl#test joint PFM assessment available. A new assest

is anticipated in 2008 including a Government PEER-assessment.

® The PEMSP name is to be changed into Public Fiaaktanagement Support Programme in 2009 as actions
related to Revenues have become part of the prageam
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Law as an important step in the continuing shitrira planned to a market economy. Part of
the PRSO's success is also attributable to thetimper the public finance management
reforms created by the revenue flows expected fiamge mining and hydropower projects
such as NT2 to which the PRSO is intrinsically édk The PRSO process contributed to the
fostering of inter-ministerial coordination for ingmenting the reforms in a context of very
high capacity constraints. Complementary suppaduih technical assistance has also been
critical for faster progress in the areas supported

During PRSO 3, the Commission concentrated itsrisffon policy dialogue in the
areas of public finance, private sector developimiatie and health. This has strengthened
the EC position and participation in the preparabf PRSO 4-7 which the Commission has
used to enhance the pro-poor impact of the PRS@ecedly in the education and health
sectors.

2.6. Complementary actions

EC actions in the specific areas covered by thisSG&e essential for ensuring
complementary policy dialogue at the sector levall acontinued collaboration with
Government. Bilateral support to the implementatafnthree sector strategies is being
provided firstly in the areas of Trade and PFMoptigh two programmatic Multi Donor Trust
Funds (expected to start in 2008). Secondly TA etpis being provided through the SME
project to assist government efforts to improverdgulatory framework, enhance investment
procedures, facilitate access to finance, and geovinstitutional strengthening to key
government agencies responsible for promoting tivate sector.

Some additional bilateral projects are supportiogegnance reforms (National Assembly and
public service delivery in a Southern province) vasll as basic education through the
construction of schools in a Northern Province, b limited policy dialogue.

In addition to these on-going commitments, thigopsal will provide technical support to the
health and education sectors in PRSO-related afdas.will allow the EC to increase its
involvement in the development of sector strategieSWAPs that will help underpin the
social sector actions in the PRSO matrix. This supmwill be provided within a capacity
development framework coordinated with other donorthe Sector Working Groups of the
respective sectors where the consultations foatbas of EC support and the definition of the
Terms of Reference (TOR) will be held in the comingnths to get agreed TOR with the
beneficiary line ministries. Indicative areas athrical assistance support are: i) sector wide
policy dialogue and sector financing strategy fdatian, including central/provincial
expenditure planning systems and ii) sector perfmee monitoring system development,
including liaison with the National Statistics Centon education and health-related
demographic planning.

2.7. Donor coordination

The PRSO started in 2004 as a World Bank progranmirhe. number of donors involved
increased progressively with Japan providing fuftlsPRSO2, followed by the EC during
PRSO3. Recently, Australia joined PRSO missiond witview to participating in future
years. PRSO donor coordination is formalised ineedr Partnership Principles. Prior to
meetings with Government, agreements are set betwleaors through sector technical
meetings. In some sectors (trade, education anlhheeon-PRSO donors (including EU
Member States) active in the related area areiatdoded in the consultation process. PRSO
is expected to become an important platform to seduor implementing the principles set
down in the EU Code of Conduct on the Division abbur. One important challenge for the
PRSO donors is to work more closely with the ergtGovernment-Donor Sector Working

5 EN
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Groups related to the Round Table implementatiatgss of the NSEDP. This should be
facilitated through the implementation of the Viane Declaration Action Plan which aims,
amongst other things, at making these groups mueeational.

3. DESCRIPTION
3.1. Objectives

The overall objective of the programme is to supgfue Government of Laos in achieving its
long term development objective of graduating frioBdC status by 2020. The purpose of the
programme is to introduce key reforms in the pubfibere to sustain growth, ensure efficient
management of public sector resources and createdhditions to increase social service
delivery with a view of reducing poverty.

3.2. Expected results and main activities

The Commission GBS support to the Government ofsLadl aim for progress in the
following three areas of reform underpinned by BRSO (related to the three NSEPD
strategic pillars in Section 2.2):
* Improved public finance management systems andaisest macro-economic
stability
e Sustained growth through the reduction of traderidéw@ and the creation of an
enabling business environment including strengtigenihe financial sector and
improving the performance and monitoring of theéestavned enterprises, and
* Enhanced performance in the health and educatmiorse
These are articulated in a series of annual palations and triggers outlined in the PRSO 4-7
programme matrix agreed with the GoL (see anneagjisfactory implementation of the
annual priority actions assessed through joint iomsswill trigger disbursements by donors,
including the EC fixed tranche. In addition, an E@riable tranche will be linked to
supporting and accelerating progress in the heaith education sectors measured through
specific indicators (see section 4.4 below on nowmg activities). This will be
complemented with additional EC support to capadeyelopment activities in these two
sectors to enhance Government systems in strateges to be defined with the Line
Ministries.

3.3. Stakeholders

The key stakeholders in the PRSO are the populatidtao PDR and the GoL as the main
beneficiaries of the programme and the donors iring to this operation (for the time
being: World Bank, Japan and EC, with Australizljkto join in the near future). The overall
implementation of the PRSO is led by the MOF inrdawation with other ministries through
the PRSO Steering Committee and the Technical &e@e Inter-ministerial coordination
between representatives from MOF, the Prime Mirsi©ffice, the Ministry of Education,
the Ministry of Health, the Ministry of Industry drCommerce, the Committee for Planning
and Investment and the State Audit Organisatioenisured through frequent government
PRSO meetings. With more focus in the health anccatbn sectors through the variable
tranche and additional capacity development agvito enhance the sector performance the
programme will result in increased access to edutaand health services benefiting the
population of Lao PDR.
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3.4. Risks and assumptions

The key assumptions that underpin the successfementation of this programme are: (i)
sustainability of the macro-economic stability,) (progress in improving the fiduciary
environment, (iii) continuing efforts to liberaliske economy, (iv) Government commitment
to improve health and education outcomes and (v3&osus being maintained among donors,
and between donors and GoL, on the reform agenda.

For the first, it is expected that the non-resowgeetor will continue growing and offset the
longer term risks associated with the current raprgstment in the resource sector. It is also
important for government debt to remain under aintThe second assumption will be
sustained with Government progress in implemerttiegoublic finance management reforms
and in implementing the decision to strengthen $tate Audit Organisation. Efforts to
liberalise the economy need to be monitored to renthat progress continues. However, this
process is well supported by a range of donor ptejé-inally, improvements in the health
and education sector will be facilitated by additibcapacity development support from the
EC in close collaboration with other donors in seetor.

3.5. Crosscutting issues

The positive impact on good governance is expetddae high thanks to the public sector
reforms promoted with this programme that will désn increased Government capacities
and enhanced legislative framework. Actions witkiemnmental implications will be limited

to the adoption of the Extractive Industries Trawspcy Initiative by 2010. This programme
does not address directly human rights and gesdaees that are being analysed under the EC
co-financed Poverty Social Impact Analysis (PSIAdawill be considered through the
specific support to the upland communities.

4. | MPLEMENTATION ISSUES

A Financing Agreement will be signed with the Goweent of Lao covering the entire
programme.

4.1. Budget (in EUR) and calendar

The total cost of the project is estimated at €062 000 of which the EC contribution is
€ 13 000 000. The EC contribution will include €2@0 000 in General Budget Support, €
800 000 for complementary actions in the health aeddcation sectors and € 200 000 for
monitoring and evaluation. Other donors will comte with indicative € 39 000 000

Services will be managed in centralised mode dyrdxt the EC Delegation through service
contracts following call for tender and the sigmataf framework contracts.

" This figure includes indicative yeaWorld Bank IDA grants equivalent to € 6 700 080dJBIC concessional loans
equivalent to € 3 100 000
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Table 1: PRSO 4-7 budget contribution and allocafio Euro)

Category Breakdown EC Other Total CAPA
donors

1. Budget Support 12 000 000 39 000 000 51000000 EC

1.1 General Budget Support 12 000 000 39 000 000 51 000 000

2. Services 1 000 000 1000000 EC

21 TA to support capacity 800 000 800 000 EC

development in health and education

sectors

2.2 Monitoring and Evaluation 200 000 200000 EC

Total 13 000000 | 39000000 |52000000

The operational duration is of 48 months startingmf the signature of the Financing
Agreement.

4.2. Budget support modalities

Direct general budget support will be utilised tbis programme. The level of support will

remain constant during the four years of the pnogne, with a variable tranche, to be
introduced in the second year of implementatiorthinfirst year of implementation only the

annual fixed tranche will be disbursed. This willléw the signature of the Financing

Agreement, the attainment of the three eligibititiferia and the successful implementation of
PRSO 4. In the following three (fiscal) years tmmwaal disbursement will consist of both a
fixed and a variable tranche as shown in the falgwable:

Table 2: Annual disbursement (in Euro)

Year 1 — Jan Year 2 - Oct Year 3 — Oct Year 4 — Oct
2009 2009 2010 2011
a) Fixed 3 000 000 2 000 000 2 000 000 2 000 000
Tranche
b) Variable NA 1 000 000 1 000 000 1000 000
Tranche
Total Amount 3 000 000 3 000 000 3000 000 300000

4.3.

Complementary services

Procurement and grants award procedures

All contracts implementing the action must be awdrdnd implemented in accordance with
the procedures and standard documents laid dowmp@abicshed by the Commission for the
implementation of external operations, in forcehat time of the launch of the procedure in
guestion.
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4.4. Performance monitoring and criteria for disbursemert

The release of the annual fixed tranche will retatéhe fulfilment of three eligibility criteria
(i.e. macro economic stability, sound PFM, acceptational development strategy) and the
assessment of overall PRSO yearly progress meabyrdte achievement of annual priority
actions. This will be monitored in joint PRSO appah missions. Variable tranche
disbursements will be linked to positive performameeasured by three selected indicators in
the health and education sectors, included in R8® matrix. Indicators will be discussed
and agreed with Government and will focus on prsgr@ implementing the NSEDP. The
indicators will relate to: i) pro-poor PFM and resce reallocation to the social sectors, ii)
increased pro-poor access to social services angro-poor social sector development
strategies and partnerships. The selected indg&borthe variable tranche will be monitored
within the context of the joint PRSO appraisal naisssupplemented by monitoring activities
undertaken within the context of the sector coation mechanisms.

Regular monitoring will be a continuous procespat of the Commission's responsibilities.
External impact monitoring may also be carried butindependent consultants recruited
directly by the Commission in accordance with EQesuand procedures on specific
established terms of reference coordinated whepeoppate with the Government and other
donors.

4.5, Evaluation and audit

A final evaluation of this Budget Support Programisialso envisaged. Whenever possible it
will be undertaken jointly with other PRSO donadirs.addition, the mid-term evaluation of
the 2007-2013 Strategy Paper planned for 2009imdlude a preliminary assessment of EC
General Budget Support to Lao PDR. Given the uetad) nature of this operation, no
financial audits are foreseen.

External evaluations may also be carried out bypetident consultants recruited directly by
the Commission in accordance with EC rules andgaores on specifically established terms
of reference coordinated where appropriate withGbgernment and other donors.

4.6. Communication and visibility

High level involvement in policy dialogue has sifggantly improved the EC visibility in Lao
PDR. So far, thanks to its active participatiortia PRSO 3 and 4 missions the EC is already
recognised by the local authorities and other gigdting donors as a responsible and
committed partner. All relevant activities and agpiate media coverage that will ensure
maintaining and improving the visibility of the B@ill be undertaken. At the time of the
signing of the Financing Agreement there will bmedia event, complemented by articles in
the media on Budget Support. EC visibility will @albe promoted through events related to
EC interventions in the sectors covered by the PR&@lth and education, PFM, SME and
trade). Budget Support will feature prominently B communications on its cooperation
programme, e.g. in the Europe Day speech, mediat&Ver other EC-financed activities,
official visits, etc.
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Second Poverty Reduction Budget Support — Annexes the Action Fiche

Annex 1. Macro-economic Assessment

The latest IMF’s Article IV consultations occurréd April 2007 and concluded that "Lao
PDR's economic performance continues to be strbagprogress on structural reform has
been mixed". The macroeconomic policies are cor$ees and the macro-economic
performance continues to be positive: the expanefothe mining and the construction of
hydroelectric projects have helped to maintainad @DP growth of 7.5% in 2006, inflation
has stayed below 4 % thanks to favourable oil aod fprices, important exports resource and
growing tourism receipts have helped to narrow therent account deficit and the
international reserves reached 3.6 months of nsodree imports end 2007.

However in the short term some pressures are gireaitling up on monetary growth and
exchange rate appreciation. The situation mightsesiin the coming years if the GoL does
not adopt the needed policies to expand the nanres sector and to manage appropriately
the resource sector necessary to maintain stahitityaccelerate reforms. Those risks include
inflation coming from the pressures of the risiegarves on rapid monetary expansion, debt
distress due to the high sensitivity of the debtlomk to changes in macroeconomic
conditions, the conditionality of the newly conted debt and pressures from the
expansionary current and domestically financed edperes planned in the 2007/08 budget.

With the industry increasing its share in GDP, aetmg now for 30% and services
representing 25%, the composition of the GDP isiglray. However agriculture remains the
major sector of the economy (45% of GDP). Thankthi® current structure of the economy,
Gini index at 33% shows that the distribution afame is relatively equal. However income
remains very low and 71% of the population livedwess than US $ 2 per day in 2004.

Despite Lao's debt ratios continued improvement, BBR faces a high risk of debt distress
in the medium to long term in the event of exogenshocks, as highlighted in the 2007 Debt
Sustainability Analysis. The main creditors are titateral agencies: ADB with 39.6% and
the WB with 26% of the public external debt. Thereat debt stocks indicators are above the
indicative thresholds with a net present valuehef debt at 48% of GPD, 135 % of exports
and 377 % of revenues. However the debt servicesraemain below the indicative
thresholds due to a high degree of concessiorfatitge the debt remains manageable and the
liquidity risk in the short term is low. To contiawith this trend, future external borrowing
has to be on concessional terms and Governmemtse#fiee needed on future macroeconomic
reforms to raise growth and export performancénefrton-resource sector.

The IMF urged Lao PDR to accelerate the banking State Owned Enterprises reform and
welcomed the authorities’ plans to enhance tratkgiation and improve the investment
climate. The Poverty Reduction Support OperatioRSP) is supporting Government
policies in those reform areas.
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Second Poverty Reduction Budget Support — Annexes the Action Fiche

Annex 2. Public Finance Management Assessment

The Public Expenditure Review (PER) 2005-06 is ohtthe most recent joint effort between
the World Bank, the ADB, the IMF and the EC to gsalthe poverty impact of social and
priority sector spending (education, health, infasure, agriculture and environment). The
main recommendations of it are: recentralize taxl anstoms administration, establish
credible mechanism for revenue sharing and intseegonental transfers, have clearer
assignment of revenues and expenditures betweére @l provinces and reassert authority
of central Treasury over provincial treasuries legentralising tax and customs. Those
shortcomings are being addressed through the dawelast of the Public Expenditure
Management Strengthening Programme (PEMSP) whicthasmain Government Public
Financial Management (PFM) reform programme. Theg@amme, approved in November
2005, aims to improve policy consistency, efficigntransparency and accountability in
public expenditure management. It is mainly anitusonal building programme that has so
far been supported bilaterally by the World BankB\Asian Development Bank (ADB) and
the European Commission (EC). Other donors sucBida and France have respectively
provided assistance to tax and customs reformaddiition, the State Audit Office has been
backed by ADB and is now also receiving supponnfiithe WB. A momentum to increased
donor coordination has emerged and regular coaidmaneetings are now being held. As a
first result, Sweden, Switzerland and EC will péotds under a Trust Fund managed by the
WB to support the PEMSP implementation. Furthermoréer the consultation process with
Government non-contributing donors will also paptate to the meetings.

The Government has recognised that there is afoe@dcomprehensive PFM reform and has
committed to introduce revenue-related reformsthis sense the approval of a revised
Budget Law in 2007 was an important step towarasdening the scope of the PEMSP to
the revenue reforms. The implementation of thesexViBudget Law will be critical to address
the current budgetary deficiencies and it is i With the recommendations of the 2005/06
PER. It aims to transform the intergovernmentaldisramework by centralising the treasury,
the tax and customs functions as well as by dev’jop comprehensive intergovernmental
fiscal framework that will give intergovernmentahnsfers. The proposed improvements
include: (i) clarifying the roles and responsilidg of various actors involved in budget
implementation; (ii) clarifying the assignment ofpenditure and revenue between central
Government and provinces; (iii) extending the budgeparation cycle to allow more time

for dialogue between the Ministry of Finance, Comtea for Planning and Investment, the
line ministries and provinces; (iv) introducingum€tional classification and programme code
structure into the budget format to allow for monig on the expenditure; and (v)

streamlining the budget execution process by stheming the authority of the Treasury.

Under the 2005/06 PER, there was a first attemphtiertake a Public Expenditure Financial
Accountability assessment by EC-funded consultaidsvever due to lack of preparation of
the assessment and a lack of involvement of alesialders, particularly Government, the
results were not satisfactory. According to PEFAr8&riat's comments to the assessment,
only 21 indicators out of the 31 were evaluatetialgh only 9 indicators were "adequately
supported by information and correct use of theisgdramework®.

! These partial results came out with three C sconethe ‘credibility and classification of the butigene D+
score on the "policy-based budgeting' and five &reg on i) the comprehensiveness of informatiofutted in
budget documentation, ii) the multi-year perspexiiv fiscal planning, expenditure policy and budugt iii)
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The current low level of spending in the four pitypisectors is the consequence of revenues
decrease and lower aid inflows between 2001 an8.20% also a result of increased outlays
in both the wage bill and external debt servicecakding to the 2005-06 Public Expenditure
Review total expenditures fell during this periodm 20.7% to 15.9 % of GDP. Domestic
spending on agriculture and infrastructure wasfiearn 27% in 2001 to 8% of total public
expenditure in 2005 much more deeply than educatnmhhealth that fell from 13% to 12%.
The decline in domestic spending has led to a gutish of GoL funds with donor and
private sector funds. The GoL has maintained figtistipline leading to macroeconomic
stability but also limiting the spending in theqoity sectors. The priorities for the education
and health sectors explained below are therefor@demented within that framework of
limited budget resources.

effectiveness of internal audit, iv) scope natund #ollow-up of external audit and v) legislativergtiny of
external audit reports.
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Annex 3. National Policy and Strategy and Sector &itegies

The Government of Lao PDR has articulated its nali@evelopment strategy and policy in
the National Socio-Economic Development Plan (NSEMReceived the endorsement of the
donor community in Laos at the Round Table MeetingOctober 2006 and is being
implemented for the 2006-2010 period.

It is the first comprehensive Government-produdeategy prepared through a participatory
approach, poverty focused and containing a smalhitmong and evaluation framework
(M&E). As a result it is considered by the Bretorodds Institutions (BWI) as a Poverty
Reduction Strategy. The plan needs improvement amwld benefit from more
comprehensive macroeconomic and M&E frameworkseasmmended by the BWI. These
shortcomings are being addressed by the currerdlaj@nent of the M&E framework with
UNDP's support and by the current ADB IMF and WRBIigport for developing and
implementing a macroeconomic framework. In additithe PRSO is helping Government to
prioritise the reform agenda.

Government reported progress on the execution efpllan at the last annual RTM in
November 2007. As explained below, the plan is dpeimplemented following sector
strategies, where available. Consistently with P&2R needs, the strategy is based on three
pillars:

* Improving Public Financial Management

* Promoting growth through the private sector

» Directing increased funding to key government smwiof education, health,

infrastructure and agriculture.

I mproving Public Financial Management

Under the first pillar, the reforms are under theabeella of the Public Expenditure

Management Programme managed by the Ministry ddirfida. The Government is receiving
bilateral support from the World Bank, ADB, Swedé&apan and France. The programme will
start receiving increased funds through a Multi &omrust Fund that is being set up with
funds from the EC, Sweden and Switzerland ensuairpnor coordinated and harmonised
programme based approach.

Since the approval of the revised Budget Law, Guwent priority in this area is on the
recentralisation of the revenue administration asckntralisation of the budget execution
function. Intense discussions on the Central-Pwalrfiscal relations are also ongoing with
the support from the WB's project. Although histatiy change has been slow, it is now
regarded as moving in the right direction.

Promoting growth through the private sector

Economic reforms have been necessary to shift tbaceny from socialist central planning
towards greater market-orientation. The secondamilhvolves improving the business
environment to promote growth (reducing businesgistation formalities and licensing
requirements, easing the process of foreign traddravestment). These reforms, which have
been led by the World Bank, are contributing t@pid increase in foreign investment and a
high rate of economic growth.
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To fight against the obstacles for the developnibat private sector a specific Small and
Medium Enterprise (SME) Development Strategy wamtdated in 2006 by the GolL's SME
Promotion and Development Office (SMEPDO). Thetsgg includes proposals to i) support
the creation of a better regulatory and licensimgrenment, ii) improve investment and trade
policies and iii) improve access to finance for SME

The NSEDP sets a growth target of 7% per year, Ima@inven by a sustained growth of
exports (12%). The GoL intends to support exparisibour intensive and higher value-added
production. Diversification has started in light maéacturing, but agriculture remains the
most important contributor to the GDP. Tourism Isoagrowing. The Diagnostic Trade
Integration Study (DTIS), recently completed unter Integrated FramewdtKists the key
drivers and the binder constraints that the GoLtba®nsider to expand the trade sector. The
GoL supported policy recommendations emerging frtma DTIS and Action Matrix,
committing to implement a complex reform process.

Directing increased funding to key government services of education, health, infrastructure
and agriculture.

This pillar is consistent with the requirement narease the spending in the priority sectors
(see Annex 2) to reduce poverty and achieve the BIDGovernment has indicated its
commitment to increase the spending in the heatith @ducation sectors. However the
increase remains unknown and the consistency WwMle@dum Term Fiscal Framework has to
be ensured.

31 Education sector

The net enrolment rate in primary education isenity an indicative 86% with gender parity
index at 0.94. Sector policies envisage signifiexgansion of secondary education and post-
secondary education opportunities, as part of @mpakdn increasingly knowledge based
economy.

A number of critical constraints on access, qualitg capacity improvements are recognized.
Improved primary and secondary education accessomstrained by significant student
repetition and dropout rate, which correlate witbvgrty factors and organizational
arrangements (e.g. large numbers of incompleteat€hdAchieving equity in higher quality
provision of primary/secondary education is consad by difficulties in deploying qualified
teachers to poorer rural areas and limited Goventhmesources for instructional materials,
basic supplies and teacher upgrading.

Sector planning, management and monitoring systarasinsufficiently results oriented.

Financial planning in the sector is insufficientlgsponsive to province/district education
performance disparities. Highly decentralized fciahmanagement makes it difficult to fully

align resource allocations with national sectoropties. Overall, Government education
recurrent expenditure is comparatively low by regionorms (10.3% in 2007/08) and school
operations are heavily reliant on voluntary conitibns from parents. The prevalence of
repetition in early primary grades adds to the atlan cost burden of families.

% The Integrated Framework (IF) for Trade-Relatedhfécal Assistance to least-developed countriesq&)is a
multi-agency, multi-donor program that assists LDi@sexpand their participation in the global ecoyom
whereby enhancing their economic growth and povexdyction strategies (www.integratedframework.org/
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The National Socio Economic Development Plan (NSEBRI Education System Reform
Strategy 2006/15 reaffirm Government commitmenadbieving education related MDGs,
especially universal access to high quality primedycation and gender parity by 2015.The
PRSO Education-specific actions are designed toeadda number of these issues, within the
context of an anticipated Education Sector Develamni-ramework (ESDF), scheduled for
completion in mid/late 2008. Expanded and equitaueess to primary education will be
addressed through formula funded school block gratgsigned to help offset, or supplement,
parental contributions; from 2010/2011. Enhancedlitguimprovement measures include
ensuring provision of primary school textbooks le fpoorest districts, alongside enhanced
pay and incentives to recruit and retain bettetifigd teachers in remote areas over 2009/11.

Additional measures are planned to ensure moreltsestented financial planning and
performance monitoring systems, informed by the dadon for All (EFA) mid decade

assessment and the ESDF. The EFA MDA will be feealifor development partner review in
March 2008. Systematic cost norms will be adoptedpart of a prioritized and costed
education work plan and budget in 2008/09. A thyear work plan and outcomes for
improved and results oriented sector performanfmgnmation monitoring systems is another
agreed action.

Formal joint education sector working group arrangets, underpinned by the Vientiane
Declaration, are in place, although Governmentdestdp is uneven. Development partner
assistance is extensive, constituting around hativerall education spending and 90% of
investment. External assistance is predominantlyjept based and mainly focused on
primary and higher education, using parallel finahchannelling and management systems.
Some donor harmonization is in place, mainly thfopgoject co-financing. One donor has
recently begun to support an education sector huglgsgoort approach. Overall, the influence
of previous donor support on helping to facilitatstitutional and recurrent financing reforms
has been disappointing, although a number of ininavailots are in place.

The results and process indicators proposed forr¢hease of the variable tranche are
designed to reinforce and extend PRSO actions enatieas of: i) pro-poor sector public

financial management and resource allocation, dotyiany transitional reform costs, ii) pro-

poor improved education access strategies anthore poverty focused sector development
strategy and partnerships, including the formuitaiad implementation of the ESDF.

The rationale for the focus on pro-poor sectorrfgial management is to promote measures
that help offset cost barriers for poor families drelp support the recurrent transitional costs
of these reforms. The proposed indicator is thegreage increase in the education recurrent
budget allocation over previous year (FY 2008/08ihb not less than the percentage increase
in overall Government recurrent budget allocatenmg at least 75% of the increase devoted to
non-salary expenditures. The rationale for the $omu pro-poor education access outcomes is
to help assess the poverty impact of sector refoiithe proposed indicator is the share of
total primary enrolment in the poorest 47 districtsreases. This indicator, rather than the
more traditional net enrolment rate (NER) has beewsen because the information is more
easily accessible and does not rely on acknowledgeeéliability of age disaggregated
population data. The rationale for the focus onepy oriented partnership development
processes is to ensure that emerging sector s@atage pro-poor, technically viable and
feasible within defined resource envelope. The psed indicator concerns the ESDF
process.
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It is recognized that a well planned process oicyand strategic dialogue will need to take
place to help secure robust sector strategies iaatiding frameworks, through the ESDF

process and ESWG. It is anticipated that EC, aldegsther development partners, will

provide technical assistance to Government to fetgitate the proposed policy/strategy

dialogue and help assure that the proposed indgadoe achieved. Indicative areas of
technical assistance support are: a) sector wideypdialogue and financing strategy

formulation, including central/provincial expendiuplanning systems, b) sector performance
monitoring system development, including liaisonthwiNational Statistics Centre on

education related demographic planning and c) dgucalemand mapping and school

organizational development planning.

It is proposed to adopt a service contract approachhe grounds that it is the best available
option. There is no EC member country which couldas lead donor and through which the
EC might channel its funds under the new Code oidoot; UNICEF has no comparative
advantage in the specialist areas and a contribatioeement with ADB is not possible.

Further consultation with the Ministry of Educatiand development partners is anticipated
to ensure that any EC-supported technical assistsnitlly complementary with anticipated
or ongoing support.

3.2 Health sector

Laos is one of the Least Developed Countries, cheniaed by multi-ethnic communities,

with a large part of the population living in reraatreas with very limited access to social
services. There is still a long development procdssad with need for capacity building,

before the public health services will be able tovile the most basic package of health
services to most of the population. Information bealth service delivery is not yet

forthcoming in a routine way. Vital statistics am®t available and there is no civil

registration. Currently, many health statistics astimates, adjusted to fit political

expectations.

Access to health care is limited because of digtaar@ poor transport, issues of quality of
services and trust, cultural and traditional basri® modern medicine, financial barriers due
to high out-of-pocket payments and under-the-tdbés. The health sector lacks sufficient
budgeting for recurrent expenditure related to mesmance, supervision and support for
peripheral providers, performance related incestamed continuous education of health staff.
All this results in an extremely low utilization &l health services: out-patient visits,
hospitalization, Mother and Child Health, incl. filgnplanning and immunization coverage.

Mortality and morbidity remain very high, espegralhmong the rural population. The
maternal mortality rate at 405 per 100,b@68d infant mortality at 70 per 1,000 are well abov
the regional averages of 117 and 29 respectively.

The sixth National Socio-Economic Development RIBSEDP) for 2006-2010 repeatedly
calls for a more fair and equitable access to pyntare for all (page 1, 5, 8, 151). The

% The 2008 MDG report has not been released yeteTdre the 2005 data from the population censubés
latest available figure for this indicator.
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NSEDP says the Ministry is exploring options to rne financial access to basic services to
protect the poor (p 95), and advises to improvelthefnancing structures. The newly

introduced health insurance (CBHI and SSO) and tHeatuity Funds are cited to have

considerable impact on financing health servicestfe poor (page 154).

A document of highest political authority is thesRRition to the 8 Party Congress (August

2006, 12 pages, signed by the PM), which sums ugertian 100 priority projects in all

sectors, grouped in 11 ‘work plans’, which absdjuteust be implemented by the Lao
Government. Under work plan 10: ‘Human resourced smcio-cultural development’ is

mentioned: Project 9: expansion of health insurafeogpand Community Health Insurance
and HEF and simultaneously improve the quality edilthcare’ and Project 12: ‘develop and
improve the health system, increase the qualityealth management'.

Given these constraints and needs, PRSO donorsalgaged to focus the policy dialogue and
support to the health sector on the developmenh@fhealth system rather than follow the
vertical ‘disease oriented’ approach. The threatagjic areas chosen to be supported within
the PRSO are: health financing strategy, roll cutiad safety nets in the provinces and
monitoring of the service delivery through the mgemaent information system.
Improvements in access to health will be measunesugh the enrolment into social safety
nets which is in turn expected to lead to increaddsation of services mostly by the rural
population and to improved quality of the servidgimately this should lead to improved
MDGs indicators.

The EC is proposing to earmark resources to supperCapacity Development of the health
sector. In addition, EC will place special emphasis monitoring progresses towards
improved service delivery through the use of thealde tranche of its General Budget
Support Programme. The release of the variableliams expected to be related to three
indicators, currently under negotiation. They ajemeasuring annual increase in budget
allocation, ii) increased utilisation of health\sees (a proxy for quality of service) and iii)

improved sectoral planning.

After preliminary discussions with the MOH and deygnent partners there are two areas for
possible support with TA:

1. Capacity development of the Health Financing TeciinWorking Group (TWG), in
charge of defining thelealth Financing strategy.A long-term Financial Strategy for the
health sector would contribute towards a sectorewidmework. A Health Financing
Strategy would also facilitate the development ebated action plan for the sector, with
clear understanding of the expected role of the @ad. donors. The development of the
Health Financing strategy is part of the PRSO 4atrimboth as key action and indicator.
This support may be done in coordination with fatwB input to the TWG-Secretariat.

2. Capacity building support to the MoH to set nggional and provincial teams to roll-
out the social safety netsExpansion of the social safety nets has beerppisatingly
slow in the past three years because the MoH whalbile to create regional teams and
delegate responsibility to them. The expansionoafad safety nets in Laos is one of the
three selected actions of the PRSO. The regioaatsdor social safety nets could also be
an instrument to formalise the safety nets andynate the four existing networks, in line
with the overall plan. Possible actions would bentrthe regional/provincial teams in
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health financing, pre-payment and risk pooling;amy building in starting-up, managing
and monitoring social safety nets in health, eléarning tool the T.A. could support the
implementation of the start-up of safety nets ifew districts (CBHI and/or HEF in a

number of districts, to give on-the-job trainingth@ provincial/regional teams).
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Annex 4.

ADB
BWIs
CBHI
EC
EFA
EN
ESDF
EU

FA
FMCBP
FY
GBS
GDP
GoL
GPAR
IDA
IMF
JBIC
Lao PDR
LDC
MOH
MIP
MPI
MDG
MTEF
MTFF
MDTF
MOF
NA
NER
NGO
NGPES
NSEDP
NT2
ODA
PEMSP
PEFA
PER
PFM
PRGF
PRSO
PRSP
PSIA
SME
SMEPDO
SOE
TA
TAS
UNDP
WB

Acronyms and Abbreviations

Asian Development Bank
Bretton Woods Institutions

Community Based Health Insurance
European Commission

Education for All

English

Education Sector Development Framework
European Union

Financing Agreement

Financial Management Capacity Building Progree
Fiscal Year

General Budget Support

Gross Domestic Product

Government of Lao PDR

Governance and Public Administration RefonogPamme
International Development Association
International Monetary Fund

Japan Bank for International Cooperation
Lao People's Democratic Republic

Least Developing Countries
Ministry of Health

Multi-annual Indicative Programme

Ministry for Planning and Investment
Millennium Development Goals

Medium Term Expenditure Framework
Medium Term Fiscal Framework

Multi Donor Trust Fund

Ministry of Finance

National Assembly

Net Enrolment Rate

Non-Government Organisation

National Growth and Poverty Eradicationt8gy
National Socio Economic Development Plan
Nam Theun 2

Official Development Assistance

Public Expenditure Management StrengthdPingramme
Public Expenditure Financial Accountability
Public Expenditure Review

Public Financial Management

Poverty Reduction and Growth Facility
Poverty Reduction Support Operation
Poverty Reduction Strategy Paper

Poverty Social Impact Analysis

Small and Medium Enterprise

SME Promotion and Development Office
State Owned Enterprise
Technical Assistance

Treasury Single Account

United Nations Development Program
World Bank
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Annex 5. PRSO4-7 Policy Matrix — Draft (3 April 2008)*

“All items present expected policy actions. Boldethis present expectedor actions {riggers).

20

EN



EN

Second Poverty Reduction Budget Support — Annexes the Action Fiche

attract quality
investment

of Enterprise Law
implementation

MOIC abolished
establishment license for
manufacturing sector
firms

including standard
application forms and
company by-laws as part
of Enterprise Law
implementation

MOIC prepares action
plan for licensing review
process

and other sectors

Objectives PRSO4, PRSO5, PRSO6, by March 2010 TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
Component 1. INVESTMENT CLIMATE, COMPETITIVENESS, A ND BUSINESS DEVELOPMENT
1.1 Create The Government MOIC issues notification | Government streamlines | ADB, EC Streamlined regulations for setting up
enabling business | approved the negative on simplified enterprise | major licenses in and IFC- and operating a business; more qualit
environment and | list of activities as part registration procedures, | manufacturing, tourism | MPDF investment attracted

Indicators:

* Number of days to start-up
business based on procedures applie
general manufacturing sector (Doing
Business: from 163 in 2006 to 70 in
2011);

» Business entry rate (newly
registered as percent of total, increast
by 10% per annum);

*  Number of operating hydro-

facilities consistent with NPH (from a
few in 2006 to most operating facilities
in 2011);

® All items present indicators to be monitored urttés program. The results framework indicatorsianglain text, while more general monitoring inaliors are iritalics. The

underlined indicators were proposed by EC withaiew approach to EC’s budget support and are mdivglronsidered by Lao PDR.
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Government submits
revised Mining Law to the
National Assembly and

for the revised Mining
Law

Government considers
measures on improving

conducts consultations on transparency in extractive

Objectives PRSO4, PRSOS5, PRSO6, by March 2010 TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
MPI submitted addendum Government submits Government issues IFC-MPDF
to Investment Law combined Investment implementing regulations
Implementation decrees | Law, consistent with for combined Investment
for Government for Enterprise Law, to the Law
approval National Assembly
MEM and WREA
MEM and WREA implement the strategy | \wp
develop an action plan to| and action plan and assess
bring relevant hydropower effectiveness of NPH
facilities in compliance
with National Policy—
Environmental and Socia
Sustainability of the
Hydropower Sector in IEC-
Lao PDR, 2007 (NPH) Government adopts MPDE
implementing regulation | \yg ’

the Extractive Industries | industry
Transparency Initiative
(EITI)
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international and
regional
agreements

abolished licensing
requirements for all
goods outside the revised
control list

MOIC and MOF reviewed
current business
procedures for
international trade and
drafted trade facilitation
reform agenda

Government issued
implementing decree for
2005 Customs Law

PMO, MOIC, and MOF
implemented regulation t
remove all but CIQ
agencies from all custom
border checkpoints

goods subject to import
and export license

MOIC, MOF, and

related agencies prepare
detailed Trade
Facilitation Action Plan

MOF issues key
implementing regulations
for 2005 Customs Law

connectivity with a view
to single-window
functionality

Government stays on
track with Trade
Facilitation Action Plan
implementation

Objectives PRSO4, PRSOS5, PRSO6, by March 2010 TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
1.2 Reduce trade | MOIC abolished the MOIC issues notification | MOF pilots and rolls out | WB, EC, Streamlined cross-border procedures
barriers and requirement to follow on revised list of automated system for TDF,
proceed with approved annual prohibited goods for customs clearances, and| Australia, | Indicators®
implementation of | import-export plan and import and export and prepare for other agenciesIMF *  Number of days to export and

import (Doing Business: from 66 and
78 in 2006 to 32 and 33 in 2011);

*  Number of documents to export
and import (Doing Business: from 12
and 16 in 2006 to 7 and 8 in 2011);

» Total trade as percentage of GDP
(from 69 % in 2006, growth by at leas
2.5% a year).

[

® In addition to the Doing Business report, impoqp@rt process mapping and the time release studgmly in preparation by the World Customs Orgation and the World

Bank will be used to monitor progress of subcompbie?.
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Objectives PRSO4, PRSOS5, PRSO6, by March 2010 TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
1.3 Improve | BPO continued BPO submits restructuring Government approves WB, JBIC, | Reduced SOE losses, greater
the monitoring of SOEs, plans for Phase Il SOEs | restructuring plans for [Japan/PH | transparency and commercial viability
performance | including completion of | based on audit results to | Phase Ill SOEs and starts RD] of SOEs
and independent external Government, and starts | their implementation
monitoring audits for FY05 and implementation . Indicators
of state- FYO06 for four Phase I BP.O ISSues a manual and » performance of SOEs in Phase |,|ll
guidelines for SOE ;
owned _ and three Phase | SOEs management and Il (number of loss-making
enterprises SOEs reduced by half by 2011,
(SOEs) BPO prepared evaluation| BPO takes action based | Government approves from 13 in 2006; aggregated lossgs

report for the evaluation
of Phase 11l SOEs

MOF completed
performance assessment]
for all SOEs for 2006

on recommendations of
the evaluation of the
Phase Il SOEs

MOF completes
performance assessment
for all SOEs for 2007

Strategic Plan for SOE
reform and business

development prepared by
BPO

MOF completes
performance assessment
for all SOEs for 2008

reduced by 2011, from
K192billion in 2004);

» stock of arrears from GOL entities
to EDL for electricity usage
(reduced from K133bn in 2005/06
to zero in 2011).

" Specific target for this sub-indicator to be agrdering the next mission in 2008.
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Electricité du Laos
(EDL) agreed upon the
guantum and a plan to
settle arrears from GOL
entities to EDL up to
September 2006, within
implementation of the
Action Plan for
Financial Sustainability
of the Power Sector

current on settlement of
arrears including for
FY2004/05, FY2005/06,
and agree upon the
guantum and a plan to
settle arrears from GOL
entities to EDL up to
September 2007 for
FY2006/7, and MOF
provides increased budge
FY08/09 for covering
current consumption of
electricity, and MOF,
MEM and EDL continue
to comply with the Action

—

Plan

remain current on
settlement of arrears for
FY2004/5, FY2005/6
FY2006/7, and ensure that
any in-year arrears are
promptly reconciled
between MOF and EDL,
and settled

Objectives PRSO4, PRSOS5, PRSO6, by March 2010 TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
MOF, MEM and MOF and EDL remain MOF, MEM and EDL
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Objectives PRSO4, PRSOS5, PRSO6, by March 2010 TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011

1.4 Enhance | BOL completed BOL completes BOL completes IFC- More modern and better performing
commerciali | independent external independent external independent external MPDF, banking sector
zation and audits for 2006 for BCEL,| audits for 2007 for BCEL,| audits for 2008-10 for ADB, WB
transparency| LDB, and APB, and LDB, and APB BCEL, LDB, and APB Indicators?®
of state- started independent » percent of total NPLs in the state-
owned external audits for 2007 owned banking system (reduced to
commercial BOL approves Financial | GOL approves the FSS below 5 percent by 2011, from 21.2%
banks Sector Strategy (FSS) and Action Plan, and stay in 2006);
(SOCBs) on track with their « percent of NPLs from new risk

BOL completed and
submitted to MOF
quarterly evaluation
reports of BCEL and
LDB, performance agains
operational and financial
targets based on
Governance Agreements

BOL complete and submi
to MOF semi-annual
evaluation reports of
APB performance agains
operational and financial

t targets, and Governance
Agreements

t implementation

BOL complete and submi
to MOF semi-annual
evaluation reports of
APB performance agains
operational and financial
targets, and Governance
Agreements

t

Government submitted
revised Presidential
decree law on Governing
the Management of
Foreign Exchange and
Precious Metals to the
National Assembly

BOL issues regulations o
microfinance concerning
all deposit-taking and
non-deposit taking MFIs

Government approves
decree on implementatiorn
of the Law on

Commercial Banks

-

activities since 2003 (kept below 5
percent by 2011, from 8.1% in 2006);
» concentration of top 10 accounts
on “flow” loans (reduced by 30% of
total credit by 2011, from 37.7% in
2006);

» share of credit to private sector
(kept above 80% of the total credit by
2011, from 71.6% in 20086);

8 It is important to remember when looking at NPLmiers that as classification of assets by the bamfioves, the numbers may change which could résain increase at
one point, or slower decreases than expected dihe iacreased number from which the banks wilt gialte.

® This calculation is based upon the definition B¥gte sector currently in use in Lao PDR by thaksa Businesses of less than 100% ownership by @ment may today be
classified as private in some instances.
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implementation schedule
and demonstrated on-
going progress with
implementation and
capacity building

MoF issued a Ministerial
Decision requiring
ministries and provinces
to prepare FY2008/9
budget estimates based
on revised Chart of
Accounts (CoA) and
Budget Nomenclature

MoF, in collaboration
with MoH, MoE, and
provinces, approve a
system of Budget Norms
to guide preparation of
FY2009/10 and future
budgets

MOF implements new
CoA and budget
nomenclature for the

FY2008/09 budget

MoF implements and
continues to refine the
system of Budget Norms
for MoE and MoH in
FY2010/11 and
subsequent budgets

Objectives PRSO4, PRSOS5, PRSO6, by March 2010 TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
Component 2. PUBLIC FINANCE MANAGEMENT AND IMPROVI NG SERVICE DELIVERY
2.1 Improved| MoF expanded coverage| MoF continues to update| MoF continues to update| WB (i) Improved credibility of budget
credibility of | of PEMSP to include regularly the PFMSP regularly the PFMSP FMCBP planning, and enhancing transparency
budget revenue reforms (customs program document, with | program document, with | and and comprehensiveness of budget
planning, and tax) and approved annual work plans, and | annual work plans, and | PFMSP reporting; (ii) Improved transparency of
and updated Public Finance | demonstrates on-going | demonstrates on-going | multi- the intergovernmental fiscal relations
enhancing Management progress with progress with donor trust | and faster budget execution; and (iii)
transparency| Strengthening Program | implementation and implementation and fund improved timeliness and quality of
and (PFMSP) program capacity building capacity building supported | external audit
comprehensi| document and annual by EC,
veness of work plan for FY2008, SDC, Indicators (PEFA Performance
budget incorporating elements of SIDA, and | Monitoring Framework):
reporting Budget Law Japan .
Implementation, and the PHRD * PEFA Section A: PFM Qut-Turns
medium term facility — Credibility of the Budget (4

Indicators TBD)

 PEFA Section B: Key Cross-
Cutting Issues — Comprehensiveness
and Transparency (6 Indicators TBD)
» PEFA Section C: Budget Cycle (1
indicators TBD)

Measured by:
Improvement in at least 10 indicators.

(Baseline to be determined in 2008 af
measured again in 2011)

nd
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Objectives

PRSO4,
by March 2008

PRSOS5,
by March 2009

PRSO6, by March 2010
PRSO7, by March 2011

TA

Outcomes/Indicators

MoF published
FY2005/6 actual budget
and the FY2007/8
summary budget with:
(i) administrative
classification; (ii)
priority expenditure
sectors; (iii) summary
data on statutory funds;
and (iv) technical
revenues for health and
education sectors at
central level, publishing
a summary within the
second quarter of the
fiscal year

MoF developed reports
for extracting necessary
data from GFIS for the
approved quarterly
consolidated budget
execution report formats;

MoF publishes FY2006/7
actual budget and
FY2008/09 summary
budget with: (i)
administrative
classification; (ii) priority
expenditure sectors; (iii)
summary data on statutof
funds; and (iv) technical
revenues for health and
education sectors at
central and provincial
level, publishing a
summary within the
second quarter of the
fiscal year

MoF publishes quarterly
budget execution reports
from GFIS starting first
quarter of FY2008/9
reports with sectoral
breakdowns

MoF publishes FY 2007/8
actual budget and
FY2009/10 summary
budget with: (i)
administrative
classification; (ii) priority
expenditure sectors; (iii)

ysummary data on statutor
funds; and (iv) technical
revenues, publishing a
summary within the
second quarter of the
fiscal year.

MoF continues to publish
quarterly budget
execution reports with
sectoral breakdown
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relations, and
faster budget
execution

Government approved th
Budget Law
Implementation Decree

MOF has approved an
appropriate debt reporting
format consistent with the
international standards
and selected DMFAS as
debt reporting format and
system

MOF issued official
notifications requiring all
procuring agencies to (a)
apply the standard
procurement documents
developed by PrMO, and
(b) submitted to PrMO at
regular intervals
procurement performance
data in the format
developed by PrMO

MOF approves

2 appropriate legislation or
regulations for
administrative
centralization of customs
and tax departments

)
MOF deploys DMFAS

system, and reports semi
a annually on external debt

MOF strengthens PrMO’s
staffing capacity in-line
with its approved Charter
PrMO issues reports on
the procurement
performance data
provided by procuring
agencies, including
application of the standar
procurement documents,
> and puts the Public
Procurement Website intg
operation

d

Centralization

CPI prepares PIP budget
aligned with the manuals
and regularly submits it tg
the National Assembly

MOF publishes semi-
annual reports on
aggregated external debt
in the Official Gazette

MOF takes steps for
further improvement of
the legal framework for
public procurement,
including requiring
advertising of bidding
opportunities and contrac
award information on
Public Procurement
Website

t

donor Trust
Fund
supported
by EC,
SDC,

SIDA, and
Japan
PHRD
facility

WB IDF
grant and
FMCBP

Objectives PRSO4, PRSOS5, PRSO6, by March 2010 TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
2.2 Improve | MoF prepared MoF adopts an MoF implements a wB
transparency| comprehensive master | appropriate framework | framework for Treasury | FMCBP
of the plan for Treasury for Treasury Single Single Account and and
intergovernm| centralization, consistent | Account demonstrates on-going | PFMSP
ental fiscal | with the Budget Law progress with Treasury | Multi-
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Objectives

PRSO4,
by March 2008

PRSOS5,
by March 2009

PRSO6, by March 2010 TA
PRSO7, by March 2011

Outcomes/Indicators

2.3
Improving
the
timeliness
and quality
of financial
audit

SAO completed the Audit
Peer Review (APR) and
drafted the APR report as
a basis for the capacity
strengthening plan

SAOQO approves audit
strengthening plan
based on the APR

SAO commences
implementation of the
audit strengthening plan
based on APR

FMCBP
and ADB
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Sector Working Group

identifying resources needed in
FY2009/10 budget

MOE adopts Education Sector
Development Framework

MOE and MOF agree to
provide one set of
textbooks per student for
Grades 1-5, including freg
distribution to poorest
students, and reflect this
in the FY2010/11 budget

MOE and MOF agree to
pilot formula-funded
school grants for non-
wage recurrent
expenditures, with
allocations in the
FY2010/11 budget

%

Objectives PRSO4, PRSOS5, PRSO6, by March 2010 | TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
2.4 Improving service | PACSA drafted and Government adopts a civil Government begins UNDP-EC-
delivery submitted for review to service reform strategy that aimsimplementation of the UNCDF
Government decree on to address (i) sectoral issues of| civil service reform GPAR, WB
incentives and benefits for | adequate pay and incentives; (if)strategy
officials working in remote | performance management; and
areas (iii) issues relating to ensuring
adequacy of service delivery
staff in remote, rural, and
underserved areas
Education MOE presented the MOE presents costed and MOE implements AusAID Improved management,
Education for All Mid- prioritized annual work plan Education Sector ADB allocation, and monitoring of
Decade Assessment to the| to Education and Gender Development Frameworkl UNICEF education expenditures
Education and Gender Sector Working Group, WB

Indicators:

¢ Recurrent education
expenditure as % of total
recurrent expenditure
(domestic, increase from
14.4% in FY2005/06)

« Average student/textbook
ratio in 47 priority districts,
% (average for 3 types of
books, decrease from 4.7 in
FY2006/07)

e School grants as % of
total non-wage recurrent
budget (increase from zero
in FY2006/07)

* Recurrent education
budget as % of total
recurrent budget (domestic,
allocation, increase from
14.1 % in FY2007/08);

EN

32

EN




Second Poverty Reduction Budget Support — Annexes the Action Fiche

MOH established Health
Financing Technical
Working Group and held
regular meetings

MLW prepare annual report
containing similar data for
Social Security Scheme, and
Civil Service Scheme

financing initiatives

MOH initiates
implementation of the
health financing strategy,
based on agreed plan

Objectives PRSO4, PRSOS5, PRSO6, by March 2010 | TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
MOE presented EMIS MOE adopts EMIS strategy and MOE regularly publishes| AusAlD * % of provinces that
strategy and implementationimplementation plan, along with Education Yearbook wB submit complete EMIs
plan and detailed 3-year | final 3-year plan of activities anf using consolidated data, | EC information by end of
plan of activities and support, and consolidates EMI$ including ASLO results | AFD December each year
support to Education and | data in its Statistics & IT Center (increase from 82% in
Gender Sector Working FY2006/07);
group * % of total primary school
enrollments accounted for by
47 priority districts (incr
from 28.4% inFY2006/073.
Health MOH approved guidelines | MOH prepare annual report on| Government adopts WB Improved access to health
for implementing pilot coverage, utilization, revenues,| Health Financing Strategy WHO care and financial protection;
Health Equity Funds (HEF)| @nd expenditure of all operating ILO effective performance
in five districts HEFs and Community Based | MOH evaluates HEF ADB monitoring for health sector
Health Insurance schemes; pilots and other health | AFD policy

Indicators:

* % of population enrolled
in HEFs, CBHI, SSO, CSS
and other prepayment and
subsidized schemes (planngd
increases monitored
regularly, starting from
9.2% inFY2006/07;

« Outpatient visits per
capita for general
population (measured in 7
southern provinces, increasge
from 0.24 inFY2006/07;
* Number of health
personnel in 47 priority
districts (increase from

1644D in 2007);
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Objectives

PRSOA4,
by March 2008

PRSOS5,
by March 2009

PRSO6, by March 2010 | TA
PRSO7, by March 2011

Outcomes/Indicators

MOH reviewed HMIS
strategy and implementatio
plan

The MOH updates the HMIS

nstrategy and implementation,
consolidates HMIS data in the

Division of Statistics, and
prepares outline of National
Health Report

MOH publishes First
National Health Report in
September 2010

MOH makes regularly
available consolidated
HMIS reports publishes
data regularly

WB
WHO
ADB
Lux.
EC

* % of districts that submit
HMIS information to MOH
on time (increase from 20%
in FY2006/07);

¢ Recurrent health
expenditure as % of total
recurrent expenditure
(domestic, increase from
3.6% in FY2005/06);

» Recurrent health budget
as % of total recurrent

budget (domestic, allocation,

increase from 3.9% in

FY2007/08)
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Objectives PRSO4, PRSOS5, PRSO6, by March 2010 | TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
2.4 Improving service delivery| PACSA drafts andmits | Government adopts a civil Government begins UNDP-EC-
for review to Government | service reform strategy that aimsimplementation of the UNCDF
decree on incentives and | to address (i) sectoral issues of] civil service reform GPAR, WB
benefits for officials adequate pay and incentives; (ii)strategy
working in remote areas performance management; and
(iii) issues relating to ensuring
adequacy of service delivery
staff in remote, rural, and
underserved areas
Education MOE presents the MOE presents costed and MOE implements ADB Improved management,
Education for All Mid- prioritized annual work plan Education Sector AusAID allocation, and monitoring of
Decade Assessment and | to MOF, identifying resources | Development Framework WB education expenditures
Fast Track Initiative needed in FY2009/10 budget UNICEF

report to Education and
Gender Sector Working
Group

(using new budget norms and
revised chart of accounts)

MOE and MOF agree to
provide one set of
textbooks per student for
Grades 1-5, including freg
distribution to poorest
students, and reflect this
in the FY2010/11 budget

D

MOE and MOF agree to
pilot formula-funded
school grants for non-
wage recurrent
expenditures, with
allocations in the
FY2010/11 budget

Indicators:
Improved management,

allocation, and monitoring o

education expenditures

Indicators:
» Recurrent education

budget expenditure (actual)

as % of total recurrent
budget expenditure;

» Average student to
textbook ratio in 47 priority
districts;

» School grants as % of

f
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available consolidated
HMIS reports publishes
data regularly

Objectives PRSO4, PRSOS5, PRSO6, by March 2010 | TA Outcomes/Indicators
by March 2008 by March 2009 PRSO7, by March 2011
MOE adopts EMIS strategy MOE consolidates EMIS data im MOE regularly publishes | AusAID total non-wage recurrent
and implementation plan | its Statistics & IT Center Education Yearbook wB budget;
and presents a detailed 3- using consolidated data, | EC (TBD), * % of provinces that
year plan of activities and including ASLO results | AFD submit complete EMIs
support to Education and information by annual
Gender Sector Working deadline established by the
group MOE;
* Net enrollment rate;
* % of total primary school
enrollments accounted for by
47 priority districts.

Health MOH approves guidelines | MOH and MLW report quarterly Government adopts wB Improved access to health
for implementing pilot on coverage, utilization, Health Financing Strategy WHO care and financial protection;
Health Equity Funds (HEF)| revenues, and expenditure of all ILO effective performance
in at least three districts operating HEFs, Community MOH evaluates HEF ADB monitoring for health sector

Based Health Insurance, Social pilots and other health AFD (TBD) policy
MOH establishes Health Security Scheme, and Civil financing initiatives
Financing Technical Service Scheme Indicators:
Working Group and holds MOH initiates * % of population enrolled
regular meetings implementation of the in HEFs, CBHI, SSO, CSS
health financing strategy, and other prepayment and
based on agreed plan subsidized schemes;
» OQutpatient visits per
MOH reviews and updates | MOH consolidates HMIS data in MOH publishes First wWB capita for.CBHI_ members,
HMIS strategy and the Division of Statistics and National Health Report i WHO )i Qutpatlent visits per
implementation plan prepares outline of National September 2010 ADB capita fpr Qe”era'
Health Report Lux. populatlo_n, . .
0,
MOH makes regularly EC (TBD) * % of districts that submit

HMIS information to MOH
on time;

* Recurrent health budget
expenditure (actual) as % of
total recurrent budget
expenditure.
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