ADDENDUM No. 1 TO THE FINANCING AGREEMENT

for
Annual Action Programme for Montenegro for the year 2017 Part 2
Objective 1 — CRIS no. 2017/040-217
The European Commission, hereinafter referred to as "the Commission”. acting
on behalf of the European Union, hereinafter referred to as "the Union".

of the one part. and

Montenegro, hereinafter referred to as "the IPA II beneficiary”. represented by
the European Integration Office,

of the other part,

have agreed as follows:

Whereas,

(1) The above-mentioned Financing Agreement was concluded between the
Commission and the IPA II beneficiary on 16/01/2018.

(2) There is a need to better define indicators 3 and 4 and to update the
disbursement timeline in Annex IA to the Financing Agreement.

(3) It is therefore necessary to conclude an addendum to the Financing
Agreement.

The following provisions of the above-mentioned Financing Agreement are
hereby amended as follows:

Article 1

Annex IA - Budget Support. is replaced by the revised Annex IA attached to this
Addendum.
All other terms and conditions of the Financing Agreement remain unchanged.

This Addendum forms an integral part of the Financing Agreement and shall

enter into force on the date on which it is signed by the last party.






Done in two originals, one being handed to the Commission and one to the IPA

I1 beneficiary.

FOR THE IPA Il BENEFICIARY

OX @hmﬁg “

Office for European Integratmn_:.{:f-

FOR THE (.‘OMM]S:‘,}‘I@}V

(s

Ms Genoveva Ruiz Calavera
Director D). Western Balkans
Directorate- General for
Neighbourhood and Enlargement
Negotiations

Date: 24/02/2000

Date: RN ’.,Lf)lﬂ







INSTRUMENT FOR PRE-ACCESSION ASSISTANCE (IPA II)
2014-2020

ANNEX |A BUDGET SUPPORT

of the Financing Agreement the Annual Action Programme for Montenegro for the year 2017
Part 2

MONTENEGRO

EU Support to Public
Administration Reform in

Montenegro

Action Summary

The general objective of this Sector Budget Support The general objective of
this Sector Budget Support programme is to contribute to sustainable growth
and to improve competitiveness through the creation of a more transparent,
efficient and service-oriented public administration in Montenegro. This will be
done by supporting the implementation of the Public Administration Reform
Strategy 2016-2020. The specific objectives are the optimization of the
number of employees in the public administration, the enhancement of human
resources management, the improvement of the quality and accessibility of
public service delivery and a more effective right to free access to information.
The objectives of the programme are strictly interlinked, which underlines the

sectoral approach of this operation and implies an intense policy dialogue in
the context of the EU accession process.
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Action Identification

Action Programme Title

Annual Action Programme for Montenegro for the year 2017 Part 2

Action Title

EU Support to Public Administration Relorm in Montenegro

Action ID IPA 2017/040-217.04/AAP Montenegro 2017 Part 2
Sector Inform;tion S
IPA II Sector 1. Democracy and g()\’ﬁl'l‘lal;(:‘_l.‘
DAC Sector 15110 — public sector policy and administrative 1&16:1gen1em
Budget
Total cost EUR 15 000 000

EU contribution

EUR 15000 000

Management and Implementation

Method of implementation

Direct Management (Sector Budget Support and Complementary activities,
exceptno. | and 4 )

Indirect Management by Delegation Agreement (Complementary activities no.
I and 4)

Direct management:
EU Delegation
Indirect management:

National authority or
other implementing body

EU Delegation to Montenegro

United Nation Development Programme (Complementary activities 1. 4)

Implementation Ministry of Public Administration of Montenegro
responsibilities
Location
Zone benefiting from the | Montenegro
action
Timeline

Final date for concluding
Financing Agreement(s)
with IPA II beneficiary

At the latest by 31 December 2018

Final date for concluding
delegation agreements
under indirect
management

At the latest by 31 December 2018

Final date for concluding
procurement and grant
contracts

3 years following the date of conclusion of the Financing Agreement, with the
exception of cases listed under Article 189(2) of the Financial Regulation

Final date for operational
implementation

6 years following the conclusion of the Financing Agreement

Final date for
implementing the
Financing Agreement
(date by which this

12 years following the conclusion of the Financing Agreement
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programme should be de-
committed and closed)

Policy objectives / Markers (DAC form)

General policy objective Not Significant Main
targeted objective objective
Participation development/good governance 0 O
Aid to environment 0 0O
Gender equality (including Women In Development) O 0
Trade Development 0 0
Reproductive, Maternal, New born and child health 0 0O
RIO Convention markers Not Significant Main
targeted objective objective
Biological diversity 0 0
Combat desertification T 0 0
Climate change mitigation o 0 0O
Climate change adaptation 0 0
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1. DESCRIPTION OF THE ACTION
1.1. Objectives/results

The general objective of this Sector Budget Support programme is to contribute to sustainable growth
and to improve competitiveness through the creation of a more transparent. efficient and service-
oriented public administration. This will be done by supporting the implementation of the Public
Administration Reform Strategy 2016-2020.

According to the best practices, the programme will support a mix of actions both at policy level and
with a clear impact on citizens' life, long-term reforms and quick-win reforms. in order to keep

momentum and motivation in the implementation of the reform.

In this way, the programme specific objectives are:

. Optimization of the number of civil servants in the public administration
. Enhancement of human resources management

. Improvement of the quality and accessibility of public service delivery

. Improvement of the transparency of public services

The expected results of the action are:

1) public administration human resources are optimized in line with European Integration needs and
state budget constraints 2) increased accuracy of data on number and career of civil servants 3)
increased capacity to plan and manage new recruitment 4) improved capacity to manage civil servants
professional development according to the needs of an efficient. service oriented and more transparent
public administration 5) simplified and swifter public administrative procedures 6) improved access to
public information.

The results will be measured by two SIGMA indicators ("Extend to which the institutional set-up
enables consistent HRM practices across the public services" and "Extend to which the training svstem
of public servants is in place and applied in practice")' and by four PAR Strategy indicators ("Number
of civil servants in central level state authorities and in local self-gevernments”. "Percentage of
institutions which apply personnel plans in accordance with regulations". "Percentage of key registers
which are connected and which perform automatic data exchange" and "Number of complaints due to
administrative silence"). Both results and indicators are in line with the PAR Action Plans and their
choice underlines the coherence, ownership and the engagement of the authorities in the reform
programme.

1.2. Main activities

1.2.1.  Budget support

Main activities of the programme include:
e transfer of EUR 15 000 000 over the period 2018-2021

e continued political and policy dialogue with the Government with a particular focus on areas
reflected in the programme's objectives:

¢ a continued effort to reinforce Government's capacities in the area of PFM in the context of
existing complementary support programmes;

'SIGMA 2016 Monitoring Methodology
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o continued dialogue between the EU Delegation and other donors to coordinate and further align
development cooperation with a view to avoiding duplication of activities and relieving the
Government of multiple reporting duties:

o regular monitoring of budget support eligibility criteria:

o monitoring achievement of the sector's priority objectives will be undertaken on the
basis of annual progress reports and other EU or development partners’ reviews,
supported by regular briefings for. and discussions in. the relevant sector working group:

o monitoring macroeconomic developments will be performed in the context of the IMF
missions and other relevant assessments:

o monitoring PFM eligibility will be done on the basis of the reviews of the government's
PFM reform strategy and associated assessments or ad-hoc analysis from the IMF and
other technical and financial partners. including sector specific analysis (e.g. through
PETS and PERS):

o monitoring budget transparency will be undertaken through verifying public availability
of appropriate documentation.

1.2.2. Complementary support

Complementary support aims to develop the beneficiaries' capacities to achieve the results and specific
outcomes of the programme. The main recipients will be the Human Resources Management
Authority, the Administrative Inspection Service. the E-government Directorate and the Agency for
the Protection of Personal Data and Free Access to Information. Technical assistance will be provided
also to the Statistical Office of Montenegro (MONSTAT) in order to update the methodology for
statistics according to EU regulations and to improve the quality of administrative data sources.
Additional support will also be provided to the Ministry of Public Administration to manage external
and internal communication. which is considered particularly sensitive and to the Ministry of
European Affairs, in order to further reinforcing strategic planning as functional to the claboration of
credible medium term budgetary frameworks. This latter assistance will mitigate one of the identitfied
PFM risks and will increase state budget credibility.

Complementary support is coordinated with other donors' activities and with SIGMA Action Plan,
which in the period 2017-2018 will focus on: accountability of organizations with public powers,
merit-based recruitment. policy development and coordination. elaboration of methodology for the
optimization of the number of civil servants. internal financial control. public procurement,
commitment management.

Additional assistance will be granted to civil society organisations with the aim to monitor the
effective, transparent and accountable implementation of the public administration reform and to
encourage inclusive policy making and participatory democracy.

An extensive use of TAIEX for short technical assistance. study visits and the organization of
workshops will be encouraged.

1.3. Intervention logic

The programme focuses on the most challenging objectives of the strategy. notably the ones where the
previous public administration reform (AURUM) did not achieve the expecled results and which are
of key importance in the enlargement perspective. The programme also reflects the will to improve the
life of citizens in terms of service delivery and increased transparency. In both cases. policy dialogue
plays a central role and represents the real added value of the European Commission intervention in
this sector.

. Optimization of the number of civil servants in the public administration in line with state
budget constraints and European integration challenges. This will imply the adoption and
implementation of a National Rightsizing Plan and the redistribution and/or reduction of human
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resources according to the needs of the administration. including meeting the challenges of European
integration. In this respect. the update and upgrade of the Central Personnel Records (HRMIS) and its
link with the payroll registry will be an essential element. without which any efforts to develop the
management and monitoring of public administration are not sustainable. In parallel, it will be
necessary to ensure an independent oversight of public administration affairs by strengthening the
administrative and technical capacities of the Administrative Inspection Service:

. Enhancement of human resources management, by giving particular attention to the capacity
to plan and to manage new recruitments as well as to the capacity to manage civil servants' and other
employees' professional development according to the needs of an efficient. service-oriented and more
transparent public administration;

. Improvement of the quality and accessibility of public service delivery. with a reduction or
simplification of administrative procedures for citizens and business operators. In this respect. the
establishment of interoperability among key electronic state registers will be the basis for any further
improvement in the provision of services:

. Improvement of the transparency of public services by making the exercise of the right to free

access to information more effective. by reducing the number of complaints. in particular for

"administrative silence", and by decreasing the number of decisions on information requests annulled
by the Administrative Court.

The specific objectives are strictly interlinked, which underlines the sectoral approach of this budget
support operation. They are also complementary to the interventions of other donors and will have a
structural impact on the Montenegrin public administration system. Moreover. they have been selected
in order to ensure sustainability of the results and a positive effect on fiscal consolidation.

2. IMPLEMENTATION
2.1. Rationale for the amounts allocated to budget support

The amount allocated for budget support component is EUR 12 000 000. and for complementary
support is EUR 3 000 000. These amounts are based on the estimated cost of the PAR Strategy (please
see paragraph on "Sector Budget Support Readiness — Public Policy) and of the human resources
directly engaged in the implementation of the reform.

Complementary support will be implemented via direct management and indirect management with an
International Organisation for complementary activities 1 and 4. This will allow the EU to ensure
control on the timing of the assistance and. as a consequence, on the achievement of the results under
the budget support component.

2.2 Criteria for disbursement of budget support

a) The general conditions for disbursement of all tranches are as follows:

* Satisfactory progress in the implementation of the Public Administration Reform Strategy
and continued credibility and relevance thereof:
* Implementation of a credible stability-oriented macroeconomic policy:

e Satisfactory progress in the implementation of the multiannual Public Finance
Management Reform Programme (2016-2020):

* Satisfactory progress with regard to the public availability of timely. comprehensive and
sound budgetary information.
b) The specitic conditions for disbursement that may be used for variable tranches are the following:
* Extent to which the institutional set-up enables consistent human resource management
practices across the public service;
* Number of civil servants in central level state authorities (incl. organizations with public
powers) and in local self-government units (incl. public services):
Percentage of institutions which apply personnel plans in accordance with regulations:
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o  Extent to which the training system of public servants is in place and applied in practice:

e Percentage of key registers which are connected and which perform automatic data
exchange;

e Number of complaints due to administrative silence.

The chosen performance targets and indicators to be used for disbursements will apply for the duration
of the programme. However, in duly justified circumstances, the National IPA Coordinator may
submit a request to the Commission for the targets and indicators to be changed. The changes agreed
to the targets and indicators may be authorised by exchange of letters between the two parties.

In case of a significant deterioration of fundamental values. budget support disbursements may be
formally suspended, temporarily suspended, reduced or cancelled. in accordance with the relevant
provisions of the financing agreement.

2.3. Budget support details

Budget support is provided as direct untargeted budget support to the national Treasury. It will be
structured in one fixed tranche (4 000 000 EUR) in 2018. upon the signature of the Financing
Agreement, and two variable tranches (4 000 000 EUR each) in 2019 and 2021, following the
fulfilment of the specitic conditions.

The payment of a fixed tranche in the first year is justified by the proven country's commitment to
public administration reform and by the intention to facilitate Montenegro's budgetary planning. This
will also allow for a reasonable amount of time between the agreement on the indicator targets and
their evaluation. Two variable tranches. respectively during the second and third year. will keep the
focus of the beneficiaries on achieving the agreed specific objectives and will encourage policy
dialogue.

The crediting of the euro transfers disbursed into EURO will be undertaken at the appropriate
exchange rates in line with the relevant provisions of the Financing Agreement.

2.4. Organisational set-up and responsibilities

The newly created Ministry of Public Administration has been officially designated as the
institution in charge of the reform of public administration, while the primary responsibility for the
achievement of the objectives stays with the lead entities identified in the PAR Strategy. Within the
Ministry, the Department for Managing the Process of Public Administration is in charge of managing.
monitoring and reporting on the implementation of the strategy.

The Council for Public Administration Reform is in charge of the coordination of the reform. It is
composed by the representatives of the key implementing institutions of the public administration
reform, the Ministry of Public Administration. the Ministry of Finance. the Ministry of European
Affairs. the Ministry of Foreign Affairs, as well as the Union of Municipalities, the Chamber of
Economy, the Trade Unions and the civil society. Representatives of relevant institutions (the
Parliamentary Committee on Political system. Administration and Judiciary, the State Audit Institution
and the Ombudsman) will be invited to participate as observers when relevant issues will be discussed.
The EU will participate as observer. The Council meets at least twice a vear and it is chaired by the
Deputy Prime Minister in charge of political system, foreign and interior policy.

Operational policy dialogue meetings with the representatives of the EU will be organized regularly
during the implementation of the Strategy. Strategic dialogue meetings shall be organized ad hoc for
the discussion of particular aspects of the reform and shall be led by the EU Delegation and/or by DG
NEAR according to the agenda of discussions. High-level policy dialogue is organized in the
framework of the EU-Montenegro PAR Special Group. which meets once a year at ministerial level.

During the implementation phase, policy dialogue will focus on the following issues:

® Progress in the achievement of the reform objectives. including PFM. timing, difficulties in
the implementation, coordination of the reform:

e Progress in the implementation of the Fiscal Consolidation Plan:

e Complementary assistance:
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e Follow up of those PAR activities which are not covered by the programme bu‘t whiclj are
critical for its implementation (i.e. merit-based recruitments, performance appra‘lsal reform,
enforcement of the Law on Salaries of Civil Servants and State Employees and of the Law on
General Administrative Procedures. accountability of organizations with public powers):

e Institutional capacities of the Ministry of Public Administration:

e  External risks which may affect the implementation of the reform:

e Cross-cutting issues;

e Donor coordination.

Minutes of the meetings will be kept by the Delegation to document policy dialogue. A dashboard
summarizing the progress on key issues at technical, strategic and political level will be regularly
updated and shared between the EU Delegation and DG NEAR.

3 RIME MINISTER

PAR Special
Group

1 erarzumim
3

2.5. Performance monitoring and reporting

The day-to-day technical and financial monitoring of the implementation of this action will be a
continuous process and part of the implementing partner’s responsibilities. To this aim. the
implementing partner shall establish a permanent internal. technical and financial monitoring system
for the action and elaborate regular progress reports (not less than annual) and final reports. Every
report shall provide an accurate account of implementation of the action. difficulties encountered,
changes introduced, as well as the degree of achievement of its results (outputs and direct outcomes)
as measured by corresponding indicators. using as reference the list of result indicators. The report
shall be laid out in such a way as to allow monitoring of the means envisaged and employed and of the
budget details for the action. The final report, narrative and financial. will cover the entire period of
the action implementation.

The Ministry of Public Administration will be responsible for monitoring and reporting on the
implementation of the reform on the basis of the existing PAR Performance Assessment
Framework. Six-monthly reports will be submitted to the Council for the Public Administration
Reform. Once a year, in cooperation with all responsible institutions. annual implementation reports

will be submitted for approval to the Government by the end of the first quarter of the current year for
the previous year.

The annual report shall provide an accurate account of implementation of the PAR Strategy.
difficulties encountered. changes introduced. as well as the degree of achievement of its results 48D
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(outputs and direct outcomes) as measured by corresponding indicators. using as reference the list of
result indicators. An updated action plan will be attached to the report, as well as a description of the
visibility actions realized, in accordance with the visibility plan.

The reports will be published to allow for public scrutiny.

Reviews will be organized in spring each year, after the approval by the Government of the PAR
Annual Implementation Report. on the results of the previous year. They will take in due account
SIGMA baseline assessments and the results of additional monitoring visits organized by the EU staff
or through independent consultants recruited directly by the Commission. The results of the reviews
will be used as a basis to assess the achievement of disbursement conditions.

The Commission may undertake additional project monitoring visits both through its own staff and
through independent consultants recruited directly by the Commission for independent monitoring
reviews (or recruited by the responsible agent contracted by the Commission for implementing such
reviews).

2.6. Evaluation and audit

Evaluations of the budget support component should be aligned with similar exercises of other budget
support providers for accountability and learning purposes at various levels (including for policy
revision) and carried out via independent consultants.

For complementary support, the Commission may also carry out external evaluations, as follows:

(a) a mid-term evaluation mission;
(b) a final evaluation. at the beginning of the closing phase:
(¢) an ex-post evaluation.

Audits for complementary support actions will depend on the nature of the action:

Without prejudice to the obligations applicable to contracts concluded for the implementation of this
action, the Commission may, on the basis of a risk assessment, contract independent audits or
expenditure verification assignments for one or several contracts or agreements.

The Commission shall inform the implementing partner at least 2 months in advance of the dates
foreseen for the evaluation missions. The implementing partner shall collaborate efficiently and
effectively with the evaluation experts. and inter alia provide them with all necessary information and
documentation, as well as access to the project premises and activities.

The evaluation/audit reports shall be shared with the partner country and other key stakeholders. The
implementing partner and the Commission shall analyse the conclusions and recommendations of the
evaluations and, where appropriate. in agreement with the partner country, jointly decide on the
follow-up actions to be taken and any adjustments necessary. including. if indicated. the reorientation
of the project.

The financing of the evaluation actions shall be covered by another measure.
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