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Bouric House, 5" Floor Tel.; (961-1) 963 300
The Wﬂrld Bank - Abdallah Bayhum Street Fax: (961-1) 963 433

Jean-Christophe Carret
Country Director, Middle Eaxt Department

Middle East & North Africa Regian

February 20, 2024

H.E. Youssef El Khalil
Minister of Finance
Ministry of Finance
Beirut, Lebanon

(Transmission by email: g@aﬁl@nance.gov.fb)

Subject: Lebanon Fiscal Management Pro ject
Notification of Board Approval

Excellency,

We are pleased to inform you that the Board of Executive Directors of the International
Bank for Reconstruction and Development and the International Development Association (the
Bank) has approved on February 14, 2024, a loan in the amount of twenty eight million and
five hundred thousand United States Dollars (US$28,5 00,000), in addition to a grant from the
Lebanon Financing Facility (LFF) for five million and five hundred thousand United States
Dollars (U $$5,500,000) for the Lebanon Fiscal Management Project. The development
objective of the Fiscal Management Project is to restore the basic functions for domestic
revenue mobilization and accountable allocation and use of public resources.

We look forward to an carly signing of the Loan Agreement and Grant Agreement, and
swift ratification of the loan by the Lebanese Parliament.

Sincerely yours,

Jean-Christophe Cairet
Country Director, Middle East Department
Middle East and North Africa Region

cc: Mr. Abdulaziz Ebrahim Al Mulla, Executive Director, World Bank Group
Ms. Wafaa Charafeddine, Advisor to the Executive Director, World Bank Group :

INTERMATIONAL BANK FOR RECONSTRUCT!ON AND Marfaa 119, Solidere Emuil: im;fcﬁwm!dgngkorg
DEVELOPMENT P.0. Box 118377
INTERNATIONAL DEVELOPMENT ASSOCTATION Beirut, Lebanon v




The World Baﬂk Beure House 119. 5™ Flom Tel 1 1961-11 963 308

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT Abdallzh Bayhvm Steect Fan (981-1) 903 433

INTERNATIONAL DEVELOPMENT ASSOCIATION Marffa, Solidete Esil.. esiticliuglilipes ot
Jeap-Chrisrophe Carret P.Q Bax J1-8377 i
Division Durector. Middle East Dopariment Beirut, Lebanon o
Middle East & Norh Africa Rewion <

Date: June 17, 2025

H.E. Yassine Jaber
Minister of Finance

Ministry of Finance
Rue de LEtoile
Paraliéle 4 Riad Solh
Beirut
Lebanese Republic
Re: Fiscal Management Project
(Loan Ne. 9644-LB)
Amendment to the Loan Agreement
Excellency:

We refer to the Loan Agreement between the Lebanese Republic (the Borrower) and the
International Bank for Reconstruction and Development (the Bank) dated September 27,2024 (the
Loan Agreement) for the above-mentioned Project. Please note that the capitalized terms used in
this letter (Amendment Letter) and not otherwise defined herein have the meaning ascribed to them
in the Loan Agreement.

We also refer to your letter dated February 26, 2025, requesting specific amendments (o
the Loan Agreement. We are pleased to inform you that the Bank accedes to your request and
proposes, through this Amendment Letter, to amend the Loan Agreement as follows:

1. Section 2.01 under Article II to the Loan Agrecment is hereby amended to read as follows:

«301. The Bank agrees to lend to the Borrower the amount of twenty-eight million and
five hundred thousand Dollars ($28,500,000), as such amount may be converted
from time to time through a Currency Conversion {(“Loan™), to assist in financing
Part 1.1, Part 1.2, Part 1.3(b), Past 1.3(c), Part 2.1, Part 2.2, Part 2.4 (b), Part 24
(c), Part 2.4 (d), Part 2.4 (), Part 3, Part 4 and Part 5 of the project described in
Schedule 1 to this Agreement (“Project”).”

2. Article IV in the Loan Agreement is hereby deleted. Consequently, the remaining Articles
are renumbered to keep the numerical order.

3 The word “and” at the end of paragraph 1.2(a) under Part 1 of Schedule 1 to the Loan
Agreement is hereby deleted.

4, Paragraph 1.3 under Part 1 of Schedule 1 to the Loan Agreement is hereby amended to read
as follows:

Cfficial Use Only
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“}1.3  Restoring and modernizing revenue management ICT systems through, arnong

others:
(a} carrying out maintenance and upgrading of hardware, software, and the
ICT capacity of the tax and customs ICT systems;

(b) integrating revenue and customs systems fo enhance data sharing for
critical decision making and enhancing the review functions; and

(<) developing an integrated tax administration system (ITAS).”

5. Paragraph 2.1 under Part 2 of Schedule 1 to the Loan Agreement is hereby amended to read
as follows: ‘
w21  Strengthening budget preparation through, among others:

(a) technical assistance to achieve the timely preparation of the annual budget,
anderscored by a sound macrio fiscal framework which supports the crisis
response and recovery;

(b} Training and capacity building, and technical assistance to staff for, inter
alia, the review of the Budget Classification and Chart of Accounts {BC-
CoA), the updating of the macro fiscal framework, preparation of budget
ceilings, enhancing of the macro fiscal framework budgeting
methodologies, preparation of 2 fiscal risk analysis, preparation of budget
policy statermnent setting the foundations for gender-responsive and climate
sensitive budgeting and enhancing citizen engagement; and

©) provision of solar panels for electricity generation.”

6. Paragraph 2.2(a) under Part 2 of Schedule 1 to the Loan Agreeimnent is hereby amended to

read as follows:

“(a) technical assistance to: (i) regularize the generation of budget execution
reports, annual financial statements, and bank reconciliations for closely
monitoring budget execution and fiscal risks; and (i) lay the foundation of a
treasury single account (TSA) framework to improve liquidity management and
availability of real-time information on budget execution (including revenues and
expenditures),”

i, Paragraph 2.3 under Part 2 of Schedule 1 to the Loan Agreement is hereby deleted and left
“intentionally blank””

g. Paragraph 2.4 under Part 2 of Schedule 1 to the Loan Agreement is hereby amended to read
as follows:

%3 4  Restoring Cross-cutting Information and Communication Technology (Icn
functionalities through, inter alia:

{(a) supporting critical maintenance and upgrading of hardware, software, and
the ICT capacity of the budget and expenditure management SySIEms;

®) provision of critical IT equipment and related software and licenses to
provide cross cutting support to expenditure management; :

(c) integrating expenditure and revenue systems to enhance data sharing for
critical decision making on expenditure and revenue menagement;

(d) supporting an ICT strategy, a business process reengineering, and a post
implementation review; and

Official Use Only
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(e} developiﬁg and hnplementing 3 modem tegrated financial management
system (IFMIS).
9. Part 3 under Schedule 110 the Loan Agreement is hereby amended to read as follows:

“part 3: Re-vitalizing QOversight and Accountability [nstitutions and public financial
management and procurement capacity building.

Provision of support to help enhance (a) the role of oversight, audit and capacity
of the Court of Accounts (CoA), Central Inspection (CI), the Public Procurement Authority
and other selected public procurement institutions and expand their engagement with the
citizens; and (b) the role of capacity building of the Instinute of Finance, and Training of
the Recipient's civil servants, including through:

3.1 Increasing core functions capacity of:

{a) the CoA through among others: {i) operational support and technical
assistance to expediie the clearance of the backlog of statutory audits and

maintain timely audits thereafter, carry out audits of automated
environments and suppert citizen engagement activities on audit
recommendations; and (ii) Training and capacity building to CoA staff;

(b) (i) the CI through among others operational support {0 carTy out in-depth
payroll audits; and (i) technical assistance to carry oul payroll audits and
(i) provision of solar panels for electricity generation; (¢)
interconnectivity of CoA and CI to carry out their audits and inspections
through the establishment of connectivity platforms; and

(c) technical assistance, Training and development of e-learning platforms
and e-modules to build the capacity and skills of civil servants on public
financial management and public procurement.

3.2 Supporting (a) the enhancement of capacity building functions of the Iustitute of
Finance; and (b) the professionalization of public procurement practitioners
through, inter alia, technical assistance and Training.

33 Provision of solar panels for electricity generation.”

10. Paragraph 1(c) under Section I.B of Schedule 2 to the Loan Aprecment is hereby amended
to read as follows:

“(cy  detailed description of mechanisms of the Eligible Expenditures Program under
the Project for PBCs, including the modalities for the verification of achievemenis
of PBCs;”

11. Paragraph 1 under Section LF of Schedule 2 to the Loan Agreement is hereby amended to
read as follows:

*1. For purposes of implementing PBC#1 to PRC#4 under Parts 1.1(a), 1.2(a). 2.1(a).
2.2(a), 3.1 (a}i) and 3.1(b)(D) of the Project, the Borrower shall engage an
independent verification agency by no later than three (3) months after the
Effective Date, or such later date as agreed with the Banl, with such qualifications
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and experience as determined in the Verification Protocol and acceptable to the
Bank (“Verification Agent™).”

12 The table in Section IILA of Schedule 2 to the Loan Agreement is hereby amended to read

as follows:
‘ Category Amount of the Loan Percentage of
| Allocated Expenditures to be
(expressed in USD) financed
’ (inclusive of Taxes)
ii (1) Eligible Expenditures 5,000,000 100% of each PBC Amount
{ Program under Parts 1.1(a), set out in Schedule 4 {or
| 1.2¢a). 2.1(a). 2.2(a), 2.3(a) such lesser percentage as
i and 3.1 (a)(i) of the Project represents the total Eligible
Expenditures paid by the
Borrower under the Eligible
Expenditures Program as of
the date of withdrawal)
(2) Goods, works, non- 23,428,750 100%
! consulting services, 1
| consulting services,
Operating Costs, and
Training under the Project
(except for expenditures
| under Category (1) and Parts
i 1.3(a) and 2.4(a) of the
Project)
i (3) Front-end Fee i 71,250 ¢ Amount payable pursuant to
¢ Section 2.03 of this
Agreement in accordance
. | with Section 2.07 (b) of the
i _ ; | General Conditions
i (4) Interest Rate Cap or 0 Amount due pursuant to
Interest Rate Collar premium | Section 4.05 (¢) of the
| General Conditions
. (5) Emergency Expenditures- 0 100%
under Part 5 of the Project :

TOTAL AMOUNT } 38,500,000 :' |

13. Paragraph 1(a) under Section IIL.B of under Schedule 2 to the Loan Agreement is hereby
amended to read as follows:

“(a)  for payments made prior to the Signature Date, except that withdrawals up to an
aggregate amount not to exceed $2,000,000 may be made for payments made prior
to this daie but on or after July 1, 2024, for Eligible Expenditures; or™
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14. Paragraph 1(b) under Section III.B of Schedule 2 to the Loan Agreement is hereby
amended to read as follows:

“(b)  for payments under Category (1) unless the Bank has received satisfactory
evidence that (i) the PBCs set forth in Schedule 4 to this Agreement for which
payment is requested have been met and verified in accordance with the
Verification Protocol and the POM to be vernfied by the Verification Agent; and
(ii) payments for the Eligible Expenditures Program have been made in accordance
and in compliance with the procedures set forth in the POM.™

15, Section IT1.B.6 of Schedule 2 to the Loan Agreement is hereby amended to read as follows:
“6. The Closing Date is December 31, 2028.”

16. Schedule 4 to the Loan Agreement is hereby deleted and replaced to read as set forth in the
attachment to this Amendment Letter.

17. The definitions included in paragraphs 1, 13, and 39 arc hereby deleted from the Appendix
to the Loan Agreement, and, as a result, the definitions are renumbered accordingly.

18. The definition included in paragraph 15 in the Appendix to the Loan Agreement is hereby
amended to read as follows:

“15.  “Eligible Expenditures Program” means the Goods, works, non-consulting
services, and consulting services, Operating Costs, Training incurred by the
Borrower for the implementation of the Project.”

19. The following definitions are hereby added to the Appendix to the Loan Agreement in
alphabetical order; and, as a result, the remaining definitions are renumbered accordingly, as
follows:

*“BC-CoA" means Budget Classification and Chart of Accounts.™

““JFMIS™ means integrated public financial management information system.”

““1TAS™ means integrated tax administration system.”

““TSA™ means treasury single account.”

All other provisions of the Loan Agreement, except as amended through this Amendment
Leiter, shall remain in full force and effect.

Please confirm your agreement with the foregeing amendments, on behalf of the Borrower,
by signing and dating this Amendment Letter in the space provided below. This Amendment Letter
shall be executed in two counterparts, each of which shall be an original and one of which shall be
returned to us.

The provisions set forth in this Amendment Letter shall become effective upon receipt by
the Bank of satisfactory evidence that the foilowing conditions have been satisfied:
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3] receipt of one fully executed original of this Amendment Letter;
. (i) the Project Operations Mannal has been updated and adopted by the Borrower,
through MOF, in a manner satisfactory to the Bank; and
(i)  the conditions of Effectiveness as noted in Article IV of the Loan Agreement have
been fulfilled.

Yours sincerely,

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

Jean-Christophe Carret
Division Director, Middle East Department
Middle East & North Africa Region

AGREED:
LEBANESE REPUBLIC

By Yassine, Jalr A&MJ

Authorized Representative

Name: Yassine Jaber

Title: i £ i

Date: 08-Jul-2025

e -‘j‘;L_*afﬁEiaJ Use Only




“SCHEDULE 4

Performagce-Based Conditions under the Project

Attachment

The following table specifies the Performance-Based Conditions (PBCs) and the allocation of the
amounts of the Loan to each PBC under Category (1):

| Performance I Description of | Description of ‘I Description of | Description of | Description of 1 Description of
: Based | achievement 6 | achitvement | achievement achisvement achievement ; achievement 48
Conditions | monihs 12 months 18 months | 24 months | 36 months | months
following folfowing : following foilowing foilowing following
. Efective Date Effective Date | Effective Date | Effcciive Date | Effective Date Effective Date
| 3
| | Amount of | Amount of .- Amount of ; Amount of i Amount of | Amount of
i | financing (ir | financiag (in I financing (in | financing (in | Foancing (in | financing (ia
| - USD) LSD) | 1Sy Usm i UsSD) uUsD)
| (@ i New VAT  and | Atleast30 % | At least 40 % | At least 60 % | At least 75 %
| Increzse i | Eligibility | income Tax | of the | of the | of the | of the
| the timely | Criteria + LTO(s) have | identified identified identified identified
i filing of tax | adopted by the ! identified | large large large | large
| deciarations | MOF large taxpayers taxpayers faxpayers taﬁ(payers
| BY large taxpayers timely file | timely  file | timely  fle timely file
taxpayers i using the , declarations | declarations ! declarations declacations
i new criteria | and pay | and pay taxes; i and pay taxes; and O
for review of | taxes; and and | and I pay ?
declarations | i and
: 250,680 ! !
i- 50,000 50,000 ' 25,000 25,000 50,000 50,000
1a. (i) Number of | Number of | Number of | Number  of | Number  of !
Increase  in | large large large large | large L
the number taxpayers | taxpayers taxpayers taxpayers J taxpayers
of audits of audited are at * audited arc at | audited are at | aundited are at | audited are at
! {arge tax least 3% of least 3% of | least 3% ofall | least 3% of all | jea51 3% of all
| payers  (of | all large | all large | large large Jarge
i lacome Tax | taxpayers i taxpayers tax payers taxpayers taxpayers
‘ and VAT) falling under | falling under | falling under falling under | fall?n (e
| the New | the New | the New | the New | th g N
Eligihility | Eligibility Eligibility Eligibility gt
Criteria, Criteria. Criteria. Criteria. ! Eh’gxb'lllty
! ! Criteria.
| 256,000 ! 56,009 50,900 ! 25,660 25,000 50,000 I 50,000
[
& I
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15. Increase | Risked based | Al least 20 | At ledst 30 | At least 35 | At least 40 | At least 45
in the ] selection risk-based | risk-based cases of nsk- | risk-based ' risk-based
pamber  of | system post | post based  post i post clearance | post clearance
risk-based . approved by | clearance clearance clearance audits for | audits for |
desk and | the competent | audits of | audits  for | audiis for | customs i customs
premise post | authority and | customs customs customs clearances ‘ clesrances
clearaace adopted by the | clearances clearances clearances through  Pom | througk  Port
audits  for | MOF for | through Port | through Pon | through Porl | of Beisut are : of Beirut port
Port of | implementatio | of Beirut are = of Beirut are | of Beirut are | conducted. ——
Beirut n. conducted. ' conducted conducted . | iy
customs :
560,089 196,509 160,600 | 50,006 56,600 150.600 | 100,800
2.() Timely | (a) Updated | (a) " (a} Updated | (a) Completed | (a) Updaied | (b) Completed
submission of | MTFF for 3 | Completed MTFF for 3 | FY+1 budget | MTFF for 3 | FY+l budget
tine Budgst to | years FY+1 budget ' years consultations | years | consultations
the Council | submiited consultations | within 7 within 7
of Ministers | by within 7 : months of the | months of the
Ii months  of | relevant FY | relevant FY !
i the relevant | !
! FY
I
|
|
750,000 ! 100,000 100,000 100,000 150,000 150,000 150,000
2.(ii} 1 (b) Issued | (b)Finalized | (b)issued (bjFinalized {c) Issued | (c) Finalized
budget  call | dmft FY +1) | budget call | draft FY +1 : budget call | drafR FY +I
! circulars budget by | circulars budget by | circulars with | budget by
; within 4 | within 8 | with within 8 | indicative within 3
| months of the | months  of | indicative months of the | ceilings months of the
! relevant FY the relevant | ceilings relevant FY within 4 | [clevant FY
rl FY within 4 months of the
| | months of relevant FY
‘ i the relevant
] FY
|
750,000 | 100,000 100,000 | 150,000 | 150,000 150,000
i : 100,000 _ B
2.(iif) g {c)Submissio | (c)Submission | (€)Submission
n of 2027 tof 2028 | of 2029 |
| budget 1o ! budget to | budget 0
I CoM within | CoM within 8 | CoM within 8
| 8 months of : months of the | months of the
the relevant relevant FY relevant FY |
FY r
: i
500.000 ! 100,000 i 200,000 200,000

_»—====Official Use Only
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3afi) Timely | (a) final | (a) final = (4) final | (a) Final | (a) Final . {a) Final
audit repert | accounts 202} | accounis accounts accounts 2024 | accounts | accounts 2027
published finalized by | 2022 2023 finalized by | 2025-2026 | finalized by
MOF; finalized by finalized by | MOF finalized by | MOF
MOF i MOF MOF |
|
150.099 25.000 /25,000 | 25.000 25,000 25,000 25,000
Ja.(il) + t{b) Clearance | (b) | (b) (b) Clearance [ (b) Clearance | (b) Clearance
( ;of  backlog: | Clearance of | Clearance of | of backlog: | of backiog. | of  backlog:
* Audit reports | backlag: | backlog: i Audit teports | Audit reports | Audit reports
! 2005-2006 Audit reports | Audit reports | 201 [-2012 2013-2016 2017-2018
! | 2007-2008 | 2009-2010
180,060 20,000 i 15,000 15,000 ; 15,000
__ 20,006 15.000 . |
3a.(ii) {c)  Audit | (¢) Auwdit (¢) Audil | (0) Audit | {c) Audil | (c) Audit
report 2021 | report 2022 report 2023 | report 2024 | report 2025- | report 2027
published published published published 2026 | published
| published |
| 156.000 25,000 25,000 25.000 25.000 25.000 | 25.000 !
3a.(iv) (d) Reporiing | (d) (d)- ! {d)- Reporting | (d) Reporting | (d) Reporting |
on the siatus | Reporiing on | Reporting on | on the stats | on the stafus | on thesiatusof
of the status of lhe status of | of of | recommendati
recommendati | recommenda  recommenda | recommendati | recommendati | ons. from
| ams. from | tions. Fom | tions. from | ons. from | oms. from | previous audit
| previous audit | previous previous previous audit | previous audit | reports
| | reports audit reports | audit reports | reports reports
100.608 20,080 26,060 15,000 15,000 15,000 | 15,000
3b(i) Fiscal | Fiscal (a) The first | (a) Year-end | (a) The first 6 ;| {a) Year-end Quarter 2 and
Performance | Performance |6  months | Fiscal months Fiscal | Fiscal 3 Fiscal
Report : Report of | Fiscal performance | Performance | performance Performance
| published | 2022 finalized | Performance | Report  of | Report  for | Report of | Repornt for
Repost  for | previous FY | current FY is | previous FY is | current FY is
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LOAN NUMBER 9644-LB
LOAN AGREEMENT

AGREEMENT dated as of the Signature Date between the LEBANESE REPUBLIC
(“Borrower”) and the INTERNATIONAL BANK FOR RECONSTRUCTION AND
DEVELOPMENT (“Bank™). :

WHEREAS the Borrower and the Bank, in its capacity as the administrator of the Lebanon
Financing Facility for Reform, Recovery and Reconstruction Multi-Donor Trust Fund (No.
TFOC3381) inténd to enter into a grant agreement for the purpose of providing a grant in an amount
not to exceed five million five hundred thousand United States Dollars (85,500,000) (“LFF Grant”)
to the Recipient to assist in financing the Project, dated the same date as this Agreement (“LFF
Grant Agreement”); and fimding from the Lebanon Financing Facility for Reform, Recovery and
Reconstruction Multi-Donor Trust Fund was received by the Bank for purposes of providing co-
financing to the Loan on terms and conditions set forth in the LFF Grant Agreement.

NOW THEREFORE, the Borrower and the Bank hereby agree as follows:

ARTICLE I — GENERAL CONDITIONS; DEFINITIONS

1.01. The General Conditions (as defined in the Appendix to this Agreement) apply to and form
part of this Agreement.

1.02. Unless the context requires otherwise, the capitalized terms used in this Agreement have
the meanings ascribed to them in the General Conditions or in the Appendix to this
Agreement.

ARTICLE II — LOAN

2.01. The Bank agrees to lend to the Borrower the amount of twenty-eight million and five
hundred thousand Dollars ($28,500,000), as such amount may be converted from time o
time through a Currency Conversion (“Loan”), to assist in financing Part 1.1, Part 1.2, Part
1.3(b), Part 2.1, Part 2.2, Part 2.3, Part 2.4 (b), Part 2.4 (c), Part 2.4 (d), Part 3, Part 4 and
Part 5 of the project described in Schedule 1 to this Agreement (“Project”).

202. The Bomower may withdraw the proceeds of the Loan in accordance with Section III of
Schedule 2 to this Agreement.

203. The Front-end Fee is one quarter of one percent (0.25%) of the Loan amount.

2.04. The Commitment Charge is one quarter of ope percent (0.25%) per annum on the
Unwithdrawn Loan Balance.

2.05. The interest rate is the Reference Rate plus the Variable Spread or such rate as may apply
following a Conversion; subject to Section 3.02(¢) of the General Conditions.




2.06.

2.07.

3.01.

401.

402,

5.01.

5.02.

5.03.

6.01,

The Payment Dates are June 15 and December 15 in each year.

The principal amount of the Loan shall be repaid in accordance with Schedule 3 to this
Agreement.

ARTICLE I — PROJECT

The Borrower declares its commitment to the objectives of the Project. To this end, the
Borrower, through the Ministry of Finance (MOF), shall carry out the Project in accordance
with the provisions of Article V of the General Conditions and Schedule 2 to this
Agreement.

ARTICLE IV — REMEDIES OF THE BANK
The Additional Event of Suspension consists of the following, namely that the Regulatory
Framework has been amended, suspended, abrogated, repealed or waived so as to affect

materially and adversely, in the opinion of the Bank, the ability of the Borrower to perform
any of its obligations under this Agreement.

The Additional Event of Acceleration consists of the following, namely that the event

specified in Section 4.01 of this Agreement occurs and is continuing for a period of sixty
(60)) days after notice of the event has been given by the Bank to the Borrower.

ARTICLE V — EFFECTIVENESS; TERMINATION

The Additional Conditions of Effectiveness consist of the following:

(a) The LFF Grant Agreement has been executed and delivered and all conditions
precedent to the effectiveness of said agreement have been fulfilled;

®) The Project Coordination Unit has been formally established within the MoF under
terms satisfactory to the Bank; and

(©) The Project Operations Manual has been prepared and adopted by the Borrower,
through the MoF, under terms satisfactory to the Bank.

The Effectiveness Deadline is the date one hundred and eighty days (180) days after the

Signature Date.

For purposes of Section 9.05 (b) of the General Conditions, the date on which the

obligations of the Borrower under this Agreement (other than those providing for payment
obligations) shall terminate is twenty (20) years after the Signature Date.

ARTICLE VI — REPRESENTATIVE; ADDRESSES

The Borrower’s Representative is its minister in charge of finance.
2



6.02. For purposes of Section 10.01 of the General Conditions:
(a) the Borrower’s address is:
Ministry of Finance
Riad El-Solh Square
Beirut
Lebanese Republic; and
(b) the Borrower’s Electronic Address is:

Facsimile:
+961 1 642 762

6.03. For purposes of Section 10.01 of the General Conditions:
(a) the Bank’s address is:
International Bank for Reconstruction and Development
1818 H Street, N.W.
Washington, D.C. 20433
"United States of America; and
(b) the Bank’s Electronic Address is:

E-mail:
jcarret@worldbank.org




AGREED as of the Signature Date.

—

Youssef € Elualil

" Authorized Representative

Name: voussef E1 Khalil

Title: Minister of Finance

Date: 27-Sep-2024

INTERNATIONAL BANK FOR
RECONSTRUCTION AND DEVELOPMENT

» Joan{lridople. (amnt

Authorized Representative

Name: Jean-Christophe Carret

Title: Country Director

Date: 15-7u1-2024




SCHEDULE 1

Project Description

The objective of the Project is to support the Borrower restore the basic functions for domestic
revenue mobilization and accountable allocation and use of public resources.

The Project consists of the following parts:
Part 1: stabilizing domestic revenue administration.

Provision of support to critical revenue functions which are essential for increasing the
collection of tax and non-tax revenues, including through: '

1.1 Strengthening the Large Taxpayer Office and a taskforce for large debts through, inter alia,
(a) the provision of operational support 10 enhance tax compliance, including with
regard to tax arrears recovery, and the implementation of a tax compliznce plan;
(b) the provision of Training and capacity building of staff, on, inter alia, taxpayer
education; and
(c) the provision of solar panels for electricity generation.

12  Restoring basic functions of Customs through, among others:
(a) the provision of operational support to ensure basic finctioning of the customs
administration in accordance with the Customs Law; and
(b)  the provision of Training and capacity building of staff, technical assistance for
supporting the preparation of a strategic plan; and
(c) the provision of solar panels for electricity generation.

1.3 Restoring revenue management ICT systems through, among others:
(a) ing out maintenance and upgrading of hardware, software, and the ICT
capacity of the tax and customs ICT systems; and
(b) integrating revenue and customs systems to enhance data sharing for critical
decision making and enhancing the review functions.

Part 2: Restoring fiscal controls.

Provision of support to help re-establish critical macro fiscal planning, budgeting, payment
processing and reporting pillars for allocating and utilizing resources to meet urgent fiscal control
needs and set the foundation for recovery, including through:

2.1 Strengthening budget preparation through, among others:

(@) operational support [0 achieve the timely preparation of the anmual budget,
underscored by a sound macro fiscal framework which supports the crisis response
and recovery,;

b) Traiming and capacity building, and technical assistance to staff for, inter alia, the
updating of the macro fiscal framework, preparation of budget ceilings, enhancing
of the macro fiscal framework budgeting methodologies, preparation of a fiscal

5
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risk analysis, preparation of budget policy statement setting the foundations for
gender-responsive and climate sensitive budgeting and enhancing citizen
engagement; and

(c) provision of solar panels for electricity generation.

2.2 Regularizing fiscal reporting and end-year financial reporting through, inter alia:

(a) operational support to regularize the generation of budget execution reports,
annual financial statements, and bank reconciliations for closely monitoring
budget execution and fiscal risks; and

{®) Provision of capacity building and Training to relevant staff engaged in fiscal
reporting and provision of related IT equipment,

(©) provision of solar panels for electricity generation.

2.3 Maintaining timely processing of public payment documentation and updating pension

files through, inter alia: ' :

(a) operational support for the timely review of public payment documentation, and
the timely preparation, review and updates of pension files for efficient and
effective payment function;

® Provision of capacity building and Training to relevant staff engaged in public
payment documentation and pension file updating, and provision of related IT
equipment; and '

(©) provision of solar panels for electricity generation.

2.4 Restoring cross-cufting Information and Communication Technology (ICT)
functionalities through, inter alia:

(@) supporting critical maintenance and upgrading of hardware, software, and the ICT
capacity of the budget and expenditure management systems;

®) provision of critical IT equipment and related software and licenses t0 provide
cross cutting support to expenditure management;

(c) integrating expenditure and revenue systems to enhance data sharing for critical
decision making on expenditure and revenue management; and

(@ supporting an ICT strategy, 2 business process review and a post implementation
review.

Part 3: Re-vitalizing Oversight and Accountability Institutions and procurement capacity
building.

Provision of support to help enhance (a) the role of oversight, audit and capacity of the
Court of Accounts (CoA), Central Inspection (CI), the Public Procurement Authority and other

selected public procurement institutions and expand their engagement with the citizens; and (b) the
role of capacity building of the Institute of Finance, including through:

3.1 Increasing core functions capacity of:

(@) the CoA through among others: (i) operational support to expedite the clearance of
the backlog of statutory audits and maintain timely audits thereafter, carry out

6



audits of automated environments and support citizen engagement activities on
audit recommendations; and (i) Training and capacity building to CoA staff,;

®) (i) the CI through among others operational support to carry out in-depth payroll
audits; and (i) technical assistance to carry out payroll audits and (jii) provision of
solar panels for electricity generation; (c) interconnectivity of CoA and Cl to carry
out their audits and inspections through the establishment of connectivity
platforms.

32 Supporting (2) the enhancement of capacity building functions of the Institute of Finance;
and (b) the professionalization of public procurement practitioners through, infer alia,
technical assistance and Training.

Part 4: Project Management
4.1 Project management

Supporting Project management and coordination; monitoring and evaluation; compliance
with the environmental and social standards; capacity building on gender sensitization for
Project implementation purposes; fiduciary administration, internal controls, and audits;
third-party monitoring, communication and outreach, and the establishment and
maintenance of a Grievance Mechanism (GM) and a citizen's engagement mechanism.

42  PBC verification and audit support
Providing technical assistance for the review and verification of results associated with

Performance-Based Conditions, and for the support of financial audit required for Project
fiduciary oversight.

Part 5: Contingent Emergency Response

Provision of immediate response to an Eligible Crisis or Emergency, as needed.

Y
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SCHEDULE 2

Project Execution

Section L. Implementation Arrangements

Institutional Arrangements.
MOF

Without limitation to the provisions of Article V of the General Conditions, the Borrower,
through the MOF, shall bave the overall responsibility for the implementation of the
Project.

Project Coordination Unit

Without limitation to the provisions of Article V of the General Conditions, and except as
the Bank shall otherwise agree, the Borrower, through MOF, shall maintain at all times
throughout the implementation of the Project, a Project Coordination Unit (“PCU”), within
the MOF, with composition, resources, terms of reference and functions acceptable to the
Bank, and as further detailed in the Project Operations Manual, including the obligation to:

(@ be responsible for the day-to-day implementation of the Project including
disbursement, procurement, monitoring and evaluation, reporting, and ensuring
compliance with environmental and social obligations and arrangements under the

Project, as further elaborated in the POM.

) not later than two (2) months after the Effective Date, or such later date as agreed
by the Bank, recruit and thereafter maintain throughout Project implementation,
the core staff of the PCU, including, inter alia, a Project coordinator, a financial
officer, a procurement officer, and an environmental and social specialist, all with
adequate experience, qualifications, and terms of reference acceptable to the Bank.

Project Steering Committee

The Borrower shall, no later than three (3) months after the Effective Date, or such later
date as agreed by the Bank, establish and maintain throughout Project implementation, a
steering committee, chaired by the Minister of Finance, with terms of reference,
composition, roles and responsibilities acceptable to the Bank and defined in the Project
Operations Manual (“Project Steering Committee™), to provide, inter alia, overall strategic
guidance and Project oversight, approve the Annual Work Plan and Budget, and review
implementation and evaluation reports, as applicable.
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Project Operations Manual

The Borrower, through MOF shall maintain a Project Operations Manual (POM), under
terms satisfactory to the Bank, which shall include the rules, guidelines, standard
documents and procedures for the carrying out of the Project, including infer alia the
following:

(a) a detailed description of the instjtutional and implementation arrangements of the
Project;

(b) the Project accounting, auditing, reporting, financial, and disbursement
procedures; the environmental and social obligations and arrangements for the
Project; the indicators to be used in the monitoring and evaluation of the Project
and procedures for Project monitoring, supervision and evaluation, including the
format and content of the Project Reports;

() detailed description of mechanisms of transfer of Allowances to Eligible
Beneficiaries as part of the Eligible Expenditures Program under the Project for
PBCs; including eligibility criteria, targeting mechanisms, and procedures in
selecting Eligible Beneficiaries, in accordance with the Regulatory Framework;

(d) the Grant Manual;
(e) the Verification Protocol; and
® the requirements of the Anti-Corruption Guidelines.

The POM may not be assigned, amended, abrogated or waived, or permitted to be assigned,
amended, abrogated or waived, or any provision thereof, in a manner which, in the opinion
of the Bank, may materially and adversely affect the implementation of the Project. The
POM may only be amended in consultation with, and after approval of, the Bank. In case
of any conflict between the terms of the POM and those of this Agreement, the terms of
this Agreement shall prevail.

Annual Work Plan and Budget
The Borrower, through the PCU, shall:

(@) unless otherwise agreed with the Bank, prepare and furnish to the Bank not later
than November 15 of each year during the implementation of the Project, starting
in 2024, a proposed Annual Work Plan and Budget for the next calendar year
containing; (i) all activities to be carried out under the Project during that calendar
year; and (ii)a proposed financing plan for expenditures required for such
activities, setting forth the proposed amounts and sources of financing; and

(b) provide the Bank a reasonable opportunity to exchange views with the Borrower
on each such proposed Annual Work Plan and Budget, and shall thereafier ensure
that the Project is implemented with due diligence during said following year, n
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accordance with such Annual Work Plan and Budget as shall have been approved
by the Bank; and not make or allow to be made any change to the approved Annual
Work Plan and Budget without the Bank’s prior written approval.

Environmental and Social Standards.

The Borrower shall ensure that the Project is carried out in accordance with the
Environmental and Social Standards, in a manner acceptable to the Bank.

Without limitation upon paragraph 1 above, the Borrower shall ensure that the Project is
implemented in accordance with the Environmental and Social Commitment Plan
(“ESCP™), in a manner acceptable to the Bank. To this end, the Borrower shall ensure that:

(a)

(b)
(©

@

the measures and actions specified in the ESCP -are_implemented with .due
diligence and efficiency, as provided in the ESCP;

sufficient funds are available to cover the costs of implementing the ESCP;

policies and procedures are maintained, and qualified and experienced staff in
adequate numbers are retained to implement the ESCP, as provided in the ESCP;
and

the ESCP, or any provision thereof, is not amended, repealed, suspended or
waived,-except as the Bank shall otherwisc agree in writing, as specified in the
ESCP, and ensure that the revised ESCP is disclosed promptty thereafter.

In case of any inconsistencies between the ESCP and the p;'ovisions of this Agreement, the
provisions of this Agreement shall prevail.

The Borrower shall ensure that:

(@

®)

all measures necessary are taken to collect, compile, and furnish to the Bank
through. regular reports, with the frequency specified in the. ESCP, and promptly
in a separate report or reports, if so requested by the Bank, information on the
status of compliance with the ESCP and the environmental and social instruments
referred to therein, all such reports in form and substance acceptable to the Bank,
setting out, inter alia: (i) the status of implementation of the ESCP; (ii) conditions,
if any, which interfere or threaten to interfere with the implementation of the
ESCP; and (iii) corrective and preventive measures taken or required to be taken
to address such conditions; and

the Bank is promptly notified of any incident or accident related to or having an
impact on the Project which has, or is likely to have, a significant adverse effect
on the environment, the affected communities, the public or workers, in
accordance with the ESCP, the environmental and social instruments referenced
therein and the Environmental and Social Standards.
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The Borrower shall establish, publicize, maintain and operate an accessible grievance
mechanism, to receive and facilitate resolution of concerns and grievances of Project-
affected people, and take all measures necessary and appropriate to resolve, or facilitate
the resolution of, such concerns and grievances, in a manner acceptable to the Bank.

The Borrower shall ensure that all bidding documents and contracts for civil works under
the Project include the obligation of contractors ,subcontractors and supervising entities to:
(a) comply with the relevant aspects of ESCP and the environmental and social instruments
referred to therein: and (b) adopt and enforce codes of conduct that should be provided to
and signed by all workers, detailing measures to address environmental, social, health and
safety risks, and the risks of sexual exploitation and abuse, sexual harassment and violence
against children, all as applicable to such civil works commissioned or carried out pursuant
to said confracts.

Contingent Emergency Response

In order to ensure the proper implementation of contingent emergency response activities
under Part 5 of the Project (“Contingent Emergency Response Part”), the Borrower shall
ensure that:

(a) 2 manual (“CERC Manual”) is prepared and adopted in form and substance
acceptable to the Bank, which shall set forth detailed implementation
arrangements for the Contingent Emergency Response Part, including: (i) any
structures or institutional arrangements for coordinating and implementing the
Contingent Emergency Response Part; (ii) specific activities which may be
included in the Contingent Emergency Response Part, Eligible Expenditures
required therefor (“Emergency Expenditures”), and any procedures for such
inclusion; (iii) financial management arrangements for the Contingent Emergency
Response Part; (iv) procurement methods and procedures for the Contingent
Emergency Response Part; (v) documentation required for withdrawals of
Financing amounts to finance Emergency Expenditures; (vi) a description of the
environmental and social assessment and management arrangements for the
Contingent Emergency Response Part; and (vii) a template Emergency Action
Plan;

(b) the Emergency Action Plan is prepared and adopted in form and substance
acceptable to the Bank; :

© the Contingent Emergency Response Part is carried out in accordance with the
CERC Manual and the Emergency Action Plan; provided, however, that in the
event of any inconsistency between the provisions of the CERC Manual or the
Emergency Action Plan and this Agreement, the provisions of this Agreement shall
prevail; and

(d) neither the CERC Manual or the Emergency Action Plan is amended, suspended,
abrogated, repealed or waived without the prior written approval by the Bank.



The Borrower shall ensure that the structures and arrangements referred to in the CERC
Manual are maintained throughout the implementation of the Contingent Emergency
Response Part, with adequate staff and resources satisfactory to the Bank.

The Bormrower shall ensure that:

(a) the environmental and social instruments required for the Contingent Emergency
Response Part are prepared, disclosed and adopted in accordance with the CERC
Manual and the ESCP, and in form and substance acceptable to the Bank; and

() the Contingent Emergency Response Part is carried out in accordance with the
environmental and social instruments in a manner acceptable to the Bank.

Activities under the Contingency Emergency Response Part shall be undertaken only after
an Eligible Crisis or Emergency has occurred.

Verification of Achievement of PBCs

For purposes of implementing PBC#1 to PBC#5 under Parts 1.1(2), 1.2(a). 2.1(a). 2.2(a),
2.3(a), 3.1 (a)(i) and 3.1(b)(i) of the Project, the Borrower shall engage an independent
verification agency by no later than three (3) months after the Effective Date, or such later
date as agreed with the Bank, with such qualifications and experience as determined in the
Verification Protocol and acceptable to the Bank (“Verification Agent”).

The Borrower shall cause the Verification Agent to carry out a verification process for the
achievement of PBCs which are set forth in the table in Schedule 4 to this Agreement, and
furnish to the Bank, not later than sixty (60) days after the verification of compliance of
said PBCs, reports on the results of said verification of compliance process of such scope
and in such detail as the Bank shall reasenably request.

Section IL. Proiect Monitorine Reporting and Evaluation / Financial Management

A.

(a)

Project Reports

The Borrower shall furnish to the Bank each Project Report not later than forty-five (45)
days after the end of each calendar quarter, covering the calendar quarter.

Other Financial Management Arrangements

To facilitate the efficient management of the financial management system, upon each
withdrawal of the proceeds of the Loan, the Borrower shall, through MoF, open additional
budget lines (budget classification number 1-8-2-123-14-1-3 equivalent to the amount of
such withdrawal of the Loan proceeds, provided that the total amount allocated to all such
budget lines during the life of the Project up until the disbursement deadline date (as

12



defined in the World Bank Disbursement Guidelines for Projects) shall not exceed the
amount of the Loan, For the purposes of this Loan, said additional budget lines may be
opened in the budget of a specific year up until January 31 of the following year and those
contracted or not contracted are carried forward per the request of the MoF.

Section .  Withdrawal of Loan Proceeds

Al General.

Without limitation upon the provisions of Article II of the General Conditions and in
accordance with the Disbursement and Financial Information Letter, the Borrower may
withdraw the proceeds of the Loan to: (a) finance Eligible Expenditures; and (b) pay: (i)
the Front-end Fee and (ii) each Interest Rate Cap or Interest Rate Collar premium; in the
amount allocated and, if applicable, up to the percentage set forth against each Category of

the following table:
Category Amount of the Loan Percentage of Expenditures
Allocated to be financed’
(expressed in USD) (inclusive of Taxes)

(1) - Eligible Expenditures | 12,300,000 100% of each PBC Amount

Program under Parts 1.1(2), set out in Schedule 4 (or such

1.2(a). 2.1(a). 2.2(a), 2.3(a), lesser percentage as represents

3.1 (a)(i) and 3.1(b)(i) of the the total Eligible Expenditures

Project paid by the Bomower under
the Eligible Expenditures
Program as of the date of
withdrawal)

(2) Goods, works, mnon- 16,128,750 100%

consulting  services, and

consulting services, Operating-

Costs, Training under the

Project (except for

expenditures under Category

(1) and Parts 1.3(a) and 2.4(2)

of the Project)

(3) Front-end Fee 71,250 Amount payable pursuant to
Section 2.03 of this
Agreement in accordance with
Section 2.07 (b) of the General
Conditions

(4) Interest Rate Cap or |0 Amount due pursuant to

Frterest Rate Collar premium Section 4.05 (c) of the Genéral
Conditions
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(5) Emergency Expenditures | 0 100%
under Part 5 of the Project '

TOTAL AMOUNT 28,500,000

1.

(@)

®)

(©

Withdrawal Conditions; Withdrawal Period.

Notwithstanding the provisions of Part A above, no withdrawal shall be made:

for payments made prior to the Signature Date, except that withdrawals up to an
aggregate amount not to exceed $2,000,000 may be made for payments made prior
to this date but on or after November 1, 2023, for Eligible Expenditures; or

for payments under Category (1) unless the Bank has. received. satisfactory
evidence that (i) the PBCs set forth in Schedule 4 to this Agreement for which
payment is requested have been met and verified in accordance with the
Verification Protocol and the POM to be verified by the Verification Agent; (if)
payments for the Eligible Expenditures Program have been made in accordance
and in compliance with the procedures set forth in the POM; and (jii) the Borrower
has adopted as part of the Regulatory Framework, a decree based on Article 25 of
Law No. 112 of the Borrower, setting forth, infer alia, the eligibility criteria,
governance arrangements, processing requirements and limit for Allowances
throughout the Project period, in form and substance satisfactory to the Bank.

for Emergency Expenditures under Category (5), unless and until all of the
following conditions have been met in respect of said expenditures:

(i) (A) the Borrower has determined that an Eligible Crisis or Emergency has
occurred, and has fumnished to the Bank a request to withdraw Loan
amounts under Category (5); and (B) the Bank has agreed with such
determination, accepted said request and notified the Borrower thereof;
and

(i) the Borrower has adopted the CERC Manual and Emergency Action Plan,
in form and substance acceptable to the Association.

Notwithstanding the provisions of Part A of this Section, payments under Category (1)

shall not exceed the maximum amounts allocated to the respective PBC(s) as provided in
Schedule 4 to this Agreement.

Notwithstanding the provisions of Paragraphs 1 and 2 of this Part B, the Borrower may

withdraw the amount, as may be stipulated in the DFIL, as an advance under Category (1),
provided, however, that if the PBCs in the opinion of the Bank, are not achieved (or only
partially achieved) by the PBC Achievement Due Date, the Borrower shall refund such
advance (or portion of such advance as determined by the Bank in accordance with the
provisions of Paragraph (4) of this Part B) to the Bank promptly upon notice thereof by the

14




Bank. Except as the Bank may otherwise determine, the Bank shall cancel all so amounts
refunded.

Notwithstanding the provisions of paragraphs 1 and 2 of this Part B, if the Bank shall
determine, based on the evidence provided by the Borrower under paragraph 3 of this Part
B, that any PBC(s) have not been achieved or have been partially achieved by the end of
the year during which such PBC(s) were scheduled to be met in accordance with Schedule
4 to this Agreement, the Bank may in its sole discretion, by notice to the Borrower:

(a) withhold in whole or in part the amount of the Loan allocated to such PBCs;

(b) disburse in whole or in part the amount of the Loan allocated to such PBC(s) at
any later time when such PBC(s) are met; and/or

(<) reallocate in whole or in part any amount of the Loan allocated to such PBC(s) to
other PBC(s) under Category (1) or to other Categories.

Notwithstanding the foregoing, if the Bank determines, at any time, that any portion of the
amounts disbursed by the Borrower under Category (1) was made for payment of
expenditures that are not eligible, or not in compliance with the provisions of the POM, the
Borrower shall promptly refund any such amount to the Bank as the Bank shall specify by
notice to the Borrower.

The Closing Date is March 31, 2027.
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SCHEDULE 3

Commitment-Linked Amortization Repayment Schedule
The following table sets forth the Principal Payment Dates of the Loan and the percentage of the
total principal amount of the Loan payable on each Principal Payment Date (“Installment Share”).

Level Principal Repayments’
Principal Payment Date Installment Share
On each June 15 and December 15
Beginning June 15, 2029

through June 15, 2047 2.63%
On December 15, 2047 2.69%

| The determination of the principal amounts of the Loan repayable on each Principal Payment Date is made
in accordance with Section 3.03 of the General Conditions.
16 et —.—'_'_'_". =3 .




SCHEDULE 4

Performance-Based Conditions under the Project

The following table specifies the Performance-Based Conditions (PBCs) and the allocation of the
amounts of the Loan to each PBC under Category (1):

Performance Description of Description Description of | Description of | Description of | Description of
Based achievement 6 of achievement | achievement achlevement achievement
Conditions months achievement 18  months | 24 months | 30 months | 36 months
following 12 months | following following following following
Effective Date following Effective Date | Effective Date | Effective Date | Effective Date
Effective Date
Amount of AIIIOII!It of Amnu?t ?f Amom.lt of | Amount of
financing  (in Amou.nt of | financing Gin | financing (in | floencivg (in fimancing (in
USD) financing (n | USD) USDh) USD) Usn)
USD)Y
1a. () New VAT  and | Atleast20% | At least 40 % | At least 60 % | At least 75 %
Increase im | Eligibility Income Tax | of the | of the | of the | of the
the timely | Criteria LTO (s) have | identified identified identified identified
filing of tax | adopted bythe | identified large large large large
declarations | MOF large taxpayers taxpayers taxpayers taxpayers
by large taxpayers timely file | timely  file | timely  file timely  file
taxpayers vsing  the | declarations | declarations declarations declarations
new criteria | and pay | and pay taxes; | and pay taxes; | .4 oo iaree
for review of | taxes; and and and pay ’
declarations and
2,662,000 750,000 393,000 375,000 394,000 375,000 375,000
1a. (i) Number of | Number of | Number of | Number of | Number of
Increase in large large large large large
the number taxpayers taxpayers taxpayers taxpayers taxpayers
of audits of aundited are at | andited are at | audited are at | audited are at |.audited are at
large tax least 3% of | least 3% of | least 3% of all | least 3% of all | {east 3% ofall
pavers  (of all large | all large | large. large large
Income Tax taxpayers taxpayers taxpayers taxpayers taxpayers
-and VAT) falling-under. | falling under | falling under | falling under | o\ °° a0
the New | the New | the New | the New h e N
Eligibility | Eligibility | Eligibility Eligibility SR
Criteria. Criteria. Criteria. Criteria. Eligibility
Criteria.
1,913,000 0 394,000 375,000 394,000 375,000 375,000




1b. Increase | Risked based | At least 25 | At least 30 | At least 35 | At least 40 | At least 45
in the | selection risk-based risk-based cases of risk- | risk-based risk-based
number of | system post post based  post | post clearance | post clearance
risk-based approved by | clearance clearance clearance audits for | audits for
desk and | the competent | audits of | audits  for | audits for | customs customs
premise post | authority and | customs customs customs clearances clearances
clearance adopted by the | clearances ‘clearances clearances through Port through Port
audits  for | MOF for | through Port | through Port | through Port | of Beirut are | o p.. 0 0
Port of | implementatio | of Beirut are | of Beirut are | of Beirut are conducted. Po
Beirut n. conducted. conducted conducted . b ’
castoms conducted.
976,000 150,000 188,000 150,000 188,000 150,000 150,000
2.()) Timely | (a) Updated | (a) @ Updated | (a) Completed | (a) Updated | a) Completed
submission of | MTFF for 3 | Completed MTFF for 3 | FY+l budget | MTFF for 3 | FY+1 budget
the Budget to | years FY+1 budget | years consultations | years consultations
the Council | submitted consultations within 7 within 7
of Ministers by within 7 months of the months of the
months  of relevant FY relevant FY
the relevant
FY
625,000 114,000 95,000 114,000 95,000 116,000 91,000
2.(if) ®) Issued | (b)Finalized | (b)Issued (b)Finalized ~ | (b) Issued | (b)Finalize
budget call | draft FY +1) | budget call | draft FY +1 budget call | drat  FY+1
circulars budget by | circulars budget by | circulars with | budget by
within 4 | within 8 | with within 8 | indicative within 8
months of the | months  of | indicative months of the | ceilings months of the
relevant FY the relevant | ceilings relevant FY within 4 | relevant FY
FY within 4 months of the
months  of relevant FY
the relevant
FY
626,000 114,000 95,000 114,000 95,000 117,000 91,000
2 (iif) (c)Submissio (c)Submission (c)Submissio
n of FY+1 of FY+1 n of FY+I
budget to budget to budget to
CoM within CoM within 9 CoM by
9 months of months of the within 9
the relevant relevant FY months of the
FY relevant FY
142,000 0 48,000 0 48,000 0 46,000




3a.()) Timely | (3) final | (2) final | (a) fmal | (a) Final | (a) Final | (2) Final
audit report | accounts 2020 | accounts accounts accounts 2023 | accounts 2024 | accounts 2025
published finalized by | 2021 2022 finalized by | finalized by | finalized by
MOF; finalized by | finalized by | MOF MOF MOF
MOF MOF
783,000 131,000 131,000 132,000 131,000 131,000 132,000
3a.Gi) (b) Clearance | (b) ®) (b) Clearance | (b) Clearance | (b) Clearance
of backlog: | Clearance of | Clearance of | of backlog: | of backlog: | of backlog:
Audit reports | backlog: backlog: Audit reports | Audit reports | Audit reports
2002-2004 Audit reports | Audit reports | 2009-2011 2012-2013 2014-2016
2005-2006 2007-2008
425,000 197,000 46,000 45,000 46,000 46,000 45,000
3a.(jii) (©) Audit| (0 Audit | (c) Aundit | (c) Audit | (c) Audit
report 2020 | report 2021 | report 2022°| report 2023 | report 2024
published published published published published
300,000 0 60,000 60,000 60,000 60,000 60,000
3a.iv) @ - (d)- Reporting | (d) Reporting | (d) Reporting
Reporting on | Reporting on | on the status | on the status | on the status
the status of | the status of | of of of
recommenda | recommenda recommendati | recommendati | recommendati
tions. from | tions. from | onms, from | ons. from | oms. from
previous previous previous audit | previous audit | previous audit
audit reports | audit reports | reports reports reports
330,000 0 68,000 63,000 68,000 68,000 63,000
3b.(f) Fiscal | Fiscal (a) The first | () Year-end | (a) The first 6 | (a) Year-end | Quarter 2 and
Performance | Performance | 6  months | Fiscal months Fiscal | Fiscal 3 Fiscal
Report Report of | Fiscal performance | Performance | performance Performance
published 2022 finalized | Performance | Report  of | Report  for | Report of | Report  for
Report for | previous FY |-cument FY is | previous FY is | current FY is
current FY is | is published | published published published
published within 45 | within 60 days | within45 days | within 45
within 60 | days end of | end of period days end of
days end of | period period
period,
750,800 292,600 64,000 72,200 129,000 64,000 129,000
3b.(ii) (b) Fiscal | (b)  Fiscal (b) Quarter 1
Performance | Performance Fiscal
Report of the | Report of the Performance
first 6 | last 6 months Report  for
months  of | of 2023 current FY is
2023 finalized published
finalized within 45 days
end of period
202,200 0 65,000 72,200 0 65,000 0




4.(i) System- | (@) Reduced | (a) Reduced | (3) Reduced | (a) Reduced | (a) Reduced | (a) Reduced
generated Time taken | Time taken | Time taken | Time taken | Time taken | Time taken
reports show | for supplier | for supplier for supplier | for supplier | for supplier for supplier
reduced time | payments to | payments to | payments to | payments to | payments to | payments to
for reviews of | 60 days 60 days 45 days 45 days 60 days 60 days
Payment
documents
for third
parties and
pension
payments
524,000 102,000 108,000 102,000 108,000 102,000 102,000
4.,(ii) (b) Pension | (b) Pension | (b) Pension () Pension | (b) Pension | (b) Pension
files files files files files files
completed completed completed completed completed completed
within 5 | within 5 | within 4 | within 4 | within 3 | within 3
months mouths months months months months
608,000 99,000 106,000 99,000 106,000 99,000 99,000
4.(iii) (c) Processing | (c) (c) (c) Processing | (c) Processing | (c) Processing
changes  in | Processing Processing changes in | changes  in | changes in
pension changes in | changes in | pension pension pension
beneficiaries | pemsion pension beneficiaries | beneficiaries | beneficiaries
within 4 | beneficiaries | beneficiaries | within 3 | within 2 | within 2
months within 4 | within 3 | months months months
months months
608,000 99,000 106,000 99,000 106,000 99,000 99,000
5.1) Regular | Preparation of | (a) payroll | (2) payroll | ()  payroll | (@) payroll | (2) payroll
Payroll audit plan audits of | audits of | audits of | audits of | audits of
Audits Lebanon Lebanon Lebanon Lebanon Lebanon
completed civilian civilian civilian public | civilian public | civilian public
and public public administration | administration | administratio
published administratio | administratio | staff and | staff and | n staff and
n staff and | n staff and | teachers teachers teachers
teachers teachers completed as | completed as completed as
completed as | completed as | per the last 6 | per the last 6 | per the last 6
per the last 6 | per the last 6 | month audit | month audit | month  audit
month audit | month audit | plan; plan; plan;
plan; plan
476,000 110,000 34,000 66,000 84,000 66,000 66,000
5.(1) ®) an | (b) an | (b) an | (b) an | {b) an
aggregate aggrepate aggregate aggregate aggregate
level payroll | level payroll | level payroll | level payroll | level payroll
audit report | andit report | audit report audit report | audit rteport
published for | published for | published for | published for | published for
the relevant | therelevant 6 | the relevant 6 | the relevant 6 | the relevant 6
6 months mounths months months months
244,000 0 56,000 44 000 56,000 44,000 44,000
TOTAL: 2,158,600 2,107,000 1,982,400 2,108,000 1,977,000 1,967,000
12,300,000




APPENDIX

Definitions

1.

10.

“Allowances” means the incremental costs incurred by the Borrower in the implementation
of Parts 1.1(a), 1.2(2). 2.1(a). 2.2(a), 2.3(a), 3.1 (a)(i) and 3.1(b)(i) of the Project by the
Eligible Beneficiaries, as permitted under the Borrower’s Regulatory Framework,
excluding Operating Costs and civil servant salaries.

“Annual Work Plan and Budget” means any or all of the work plans prepared annually by
the Borrower in accordance with the provisions of Section I.C of Schedule 2 to this
Agreement, as further detailed in the Project Operations Manual and as approved by the
Bank.

“Anti-Corruption Guidelines” means, for purposes of paragraph 6 of the Appendix to the
General Conditions, the “Guidelines on Preventing and Combating Fraud and Corruption
in Projects Financed by IBRD Loans and IDA Credits and Grants”, dated October 15, 2006
and revised in Janunary 2011 and as of July 1, 2016.

“Category” means a category set forth in the table in Section LA of Schedule 2 to this
Agreement. :

“CERC Manual” means the manual referred to in Section LE of Schedule 2 to this
Agreement, as such manual may be updated from time to time with the agreement of the
Bank, and which is an integral part of the Project Operations Manual.

“Central Inspection” or “CI” means the Borrower’s central inspection unit established and
operating within the Presidency of the Council of Ministers under Law of December 12,
1958, and the Legislative Decree No. 115 of June 12, 1959, or its legal successor.

“CoM™ means the Borrower’s Council of Ministers or its legal successor.

“Contingent Emergency Response Part” means any activity or activities to be carried out
under Part 5 of the Project to respond to an Eligible Crisis or Emergency.

“Court of Accounts” or “CoA™ means the Borrower’s administrative court established by
the Public Accounting Law of January 16, 1951, and operating to supervise the
management of public funds by auditing and setting the accounts of the Government, ruling
on validity and legality of its transactions, or its legal successor.

“Customs” means the Borrower’s customs administration, established and operating
pursuant to Decree No. 4461 of December 15, 2000, or its legal successor.



11.

12.

13.

14,

15.

16.

17.

18.

“Emergency Expenditures” means any of the eligible expenditures set forth in the CERC
Manual referred to in Section LE of Schedule 2 to this Agreement and required for the
Contingent Emergency Response Part. -

“Emergency Action Plan” means the plan referred to in Section LE, detailing the activities,
budget, implementation plan, and monitoring and evaluation arrangements, to respond to
the Eligible Crisis or Emergency.

“Eligible Beneficiary” means the Borrower’s civil servants eligible to receive an
Allowance under the Project in accordance with the Regulatory Framework and the terms
of the POM; and “Eligible Beneficiaries” means more than one Eligible Beneficiary.

“Eligible Crisis or Emergency” means an event that has caused, or is likely to imminently
cause, a major adverse economic and/or social impact to the Borrower, associated with a
natural or man-made crisis or disaster.

“Eligible Expenditures Program” means the Goods, works, non-consulting services, and
consulting services, Allowances for Eligible Beneficiaries, Operating Costs, Training
incurred by the Borrower for the implementation of Parts 1.1(a), 1.2(a). 2.1(a). 2.2(a),
2.3(a), 3.1 (a)(i) and 3.1(b)(i) of the Project.

“Environmental and Social Commitment Plan” or “ESCP” means the environmental and
social commitment plan for the Project, dated December 22, 2023, as the same may be
amended from time to time in accordance with the provisions thereof, which sets out the
material measures and actions that the Borrower shall carry out or cause to be carried out
to address the potential environmental and social risks and impacts of the Project, including
the timeframes of the actions and measures, institufional, staffing, training, monitoring and
reporting arrangements, and any environmental and social instruments to be prepared
thereunder.

“Environmental and Social Standards” or “ESSs” means, collectively: (i) “Environmental
and Social Standard 1: Assessment and Management of Environmental and Social Risks
and Impacts™; (ii) “Environmental and Social Standard 2: Labor and Working Conditions™;
(iii) “Environmental and Social Standard 3: Resource Efficiency and Pollution Prevention
and Management”; (iv) “Environmental and Social Standard 4: Community Health and
Safety™; (v) “Environmental and Social Standard 5: Land Acquisition, Restrictions on Land
Use and Involuntary Resettlement”; (vi) “Environmental and Social Standard 6:
Biodiversity Conservation and Sustainable Management of Living Natural Resources™;
(vii) “Environmental and Social Standard 7: Indigenous Peoples/Sub-Saharan Historically
Underserved Traditional Local Communities”; (viii) “Environmental and Social Standard
8. Cultural Heritage”; (ix) “Environmental and Social Standard 9: Financial
Intermediaries”; (x) “Environmental and Social Standard 10: Stakeholder Engagement and
Information Disclosure”; effective on October 1, 2018, as published by the Bank.

“Fiscal Performance Report” means the monthly comparative report on total revenues and
expenditure (on a cash basis) published by the Ministry of Finance.

2



19.

20.

21

22,

23.

24.

25.

26.

27.

28.

“Fiscal Year” or “FY” means the Borrower’s fiscal year, running from January 1 to the
next following December 31.

“General Conditions” means the “International Bank for Reconstruction and Development
General Conditions for IBRD Financing, Investment Project Financing”, dated December
14, 2018 (Last revised on July 15, 2023).

“Grant Manual” means the manual adopted by the Borrower, describing and setting forth
procedures for implementation of Part 1.3(a) and Part 2.4(a) of the Project and institutional
arrangements, consistent with the provisions of the LFF Grant Agreement, and as the same
may be amended from time to time with the prior written approval of the Bank.

j
“Grievance Mechanism” or “GM” means the grievance mechanism established,
publicized, maintained and operated by the Borrower to receive and facilitate the resolution
of concerns and grievances in relation to the Project, in accordance with the ESCP.

“Institute of Finance” means “Institut des Finances Basil Fuleihan”, the Bomrower’s,
specialized autonomous public institution that contributes to capacity development in
public financial management and governance through policy research, training and
partnership building, established and operating under MOF pursuant to Article 49 of the
Borrower’s Budget Law no. 497/2003 or its legal successor.

“TT”" means information technology.

“Large Taxpayer Office” or “LTO” means the dedicated unit for administration of taxes of
the largest taxpayers, established and operating pursuant to the Borrower’s Decree no.
10063 of 2003.

“LFF Grant” means the Grant No. TF0C3381 in an amount not to exceed five million five
hundred thousand United States Dollars ($5,500,000) to be provided by the Bank in its
capacity as the administrator of the Lebanon Financing Facility for Reform, Recovery and
Reconstruction Multi-Donor Trust Fund, to assist the Borrower in financing the Project.

“LFF Grant Agreement” means the agreement of the same date of this Agreement, between
the Borrower and the Bank in its capacity as the administrator of the Lebanon Financing
Facility for Reform, Recovery and Reconstruction Multi-Donor Trust Fund for the LFF
Grant to assist in financing the Project. “LFF Grant Agreement” includes all appendices,
schedules and agreements supplemental to the LFF Grant Agreement.

“MOF” means the Borrower’s ministry in charge of finance, or any legal successor thereto
acceptable to the Bank.



29.

30.

31

32.

33.

34,

3s.

36.

37.

“MTFF” means medium-term fiscal framework tool of the MOF used for medium term
budgeting and fiscal planning,

“New Eligibility Criteria” means the eligibility criteria for taxpayers falling under the
Large Taxpayers Office to be established to include only the largest taxpayers by revenue
threshold across tax types, including VAT, corporate income tax (CIT) and pay as you €am
(PAYE) for the purposes of PBC#3.

“Operating Costs” means incremental costs incurred on account of the Project
coordination, implementation and monitoring, including expenditures for vehicle operation
and maintenance, audit fees; legal fees (as required), maintenance of equipment, office
supplies and consumables, utilities, communication, translation and interpretation, bank
charges, Project-related travel, including per diem'and accommodation, and other
miscellaneous costs directly associated with the Project implementation and salaries of
Project staff, but excluding salaries of the Borrower’s civil servants, meeting allowances,
other sitting allowances, salary top ups and all honoraria.

“Oversight and Accountability Institutions™ means, the Central Inspection, the Court of
Accounts, Public Procurement Authority and other public procurement institutions selected
for their oversight, audit, and/or inspection mandates, to be selected by the Borrower for
the purposes of Part 3 of the Project with the prior approval of the Bank.

“Performance-Based Condition” or “PBC” means a performance-based condition referred
to in Schedule 4 to this Agreement; and “PBCs” means more than one PBC.

“Procurement Regulations™ means, for purposes of paragraph 85 of the Appendix to the
General Conditions, the “World Bank Procurement Regulations for [PF Borrowers”, dated
September 2023.

“Project Coordination Unit” or “PCU” means the unit within MOF in charge of the day-
to-day management, implementation, monitoring and evaluation of the Project, as referred
to in Section LA.2 of Schedule 2 to this Agreement and as further detailed in the Project
Operations Manual; or any successor thereto acceptable to the Bank.

“Project Operations Manual” or “POM™ means the manual referred to in Section LB of
Schedule 2 to this Agreement, adopted by the Borrower, describing and setting forth
procedures for implementation of the Project and institutional arrangements, consistent
with the provisions of this Agreement, and as the same may be amended from time to time
with the prior written approval of the Bank.

“Project Steering Committee” means the committee established for the overall oversight
of the Project, as referred to in Section 1.A.3 of Schedule 2 to this Agreement and further
detailed in said Project Operations Manual, or any successor thereto acceptable to the Bank.



38.

39.

40.

41.

42.

43,

“Public Procurement Authority” means the Borrower’s specialized autonomous public
institution on public procurement, established and operating pursuant to the Borrower’s
Public Procurement Law No. 244/2021, or its legal successor.

“Regulatory Framework” means the Borrower’s Law No. 112 dated December 6, 1959;
decree to be issued by the Council of Ministers pursuant to Article 25 of Law No. 112
regarding the compensation and Allowances of civil servants, as referred to in paragraph 1
of Section I1L.B of Schedule 2 to this Agreement, and any subsequent related implementing
decisions, as applicable.”

“Signature Date” means the later of the two dates on which the Borrower and the Bank
signed this Agreement and such definition applies to all references to “the date of the Loan
Agreement” in the General Conditions.

“Training” means Project related study tours, training courses, seminars, workshops and
other training activities, not included under service providers’ contracts, including costs of
training materials, space and equipment rental, reasonable and necessary local and
international travel by participants in training activities, reasonable lodging and
accommodation, subsistence and local and international per diem of trainees and trainers,
registration, tuition and facilitators’ fees, translation and interpretation, and other training
related miscellaneous costs, all based on budgets acceptable to the Bank.

“VAT” means value-added tax.

“Verification Agent” means an independent verification agency or agencies, satisfactory
to the Bank, hired under the Project to conduct technical audit as provided under Section
LF of Schedule 2 to this Agreement.

“Verification Protocol” means the Recipient’s protocol detailing the means by which the
fulfillment of the Performance-Based Conditions will be verified under the Project, as
further described in the Project Operations Manual. '




AGREED MINUTES OF NEGOTIATIONS BETWEEN
THE LEBANESE REPUBLIC
AND
INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT (IBRD)

REGARDING PROPOSED FINANCING FOR THE LEBANON: FISCAL MANAGEMENT

PROJECT

December 22, 2023 — January 3,2024

L

Introduction: Technical Discussions followed by Negotiations related to the proposed financing
(“Financing”) from the International Bank for Reconstruction and Development (“IBRD” or
“World Bank™) in the amount of twenty eight million five hundred thousand United States Dollars
(USS$ 28,500,000) and the Lebanese Financing Facility for Reform, Recovery and Reconstruction
Multi Donor Trust Fund (“LFF”) in the amount of five million five hundred thousand United States
Dollars (US$ 5,500,000) to the Lebanese Republic for the Lebanon: Fiscal Management Project
(P181155) (the Project) were held virtually through Teams videoconference and in-person in Beirut
between December 21 and December 22, 2023. The list of participants to the negotiations
representing the Borrower (the “Borrower Delegation”) and representing IBRD (the “IBRD
Delegation™) is attached as Annex 1 to these Minutes (collectively the Borrower Delegation and the
IBRD Delegation are referred to as the “Parties”). These Minutes record the key agreements and
conclusions reached during the negotiations.

Authority to Negotiate: The Borrower Delegation provided a letter to the IBRD Delegation, dated
December 19, 2023, signed by His Excellency Minister of Finance, indicating the members of the
Borrower Delegation authorized to participate in the negotiations and appointing His Excellency
Mr. Youssef El Khalil (Minister of Finance), as the head of the Borrower Delegation.

Documents Discussed: The Parties reviewed and agreed on the negotiated draft versions of the
following: (i) the Project Appraisal Document; (ii) the draft Loan Agreement (LA), (iii) the draft
LFF Grant Agreement; (iii) the draft Disbursement and Financing Information Letter, (iv) the
Environmental and Social Commitment Plan (ESCP), and (v) the Procurement Plan. The proposed
corrections and edits were directly incorporated into the documents, and the draft Loan and Grant
Agreements was agreed upon after a thorough discussion (Annex 2).

Project Development Objective and Components: The Project Development Objective (PDO)
was slightly amended by replacing ‘government of Lebanon® with “Lebanese Republic™.
Accordingly, the PDO of the Project is “to support the Lebanese Republic restore the basic
functions of domestic revenue mobilization and accountable allocation in the use of public
resources.”

The Project design and components weré reviewed, and no major modifications were identified.
Considering the currently expected date of presentation for Board of Executive Directors’ approval
on February 14, 2024, the periods for PBCs reflected in the PAD have been adjusted. It was
discussed that for the non-PBC intermediate indicator on ‘reduced bank accounts outside of the
main account 36, the baseline will be determined within 2 months of Project implementation and

T



10.

11.

12.

. Closing Date: It was agreed to set the Project’s Closing Date to March 31, 2027.

recorded in the ISR. The Project Appraisal Document (Annex 7) describes the detailed Project
design and components.

Implementation Arrangements: Key features of the implementing arrangements were agreed as:
(a) a Steering Committee comprising of heads of relevant agencies and directorates chaired by the
Minister of Finance or a person nominated by the Minister; (b) A Project Coordination Unit (PCU)
will monitor and facilitate day to day project implementation activities and liaise with and report
progress to the World Bank task team; (c) an interim Project team will be appointed by the MOF
until the PCU is established and staffed under the Loan Agreement; (c) the agencies and
departments involved in Project activities will be involved in the procurement decision making,
managing consultants and implementing Project activities in their respective areas; (d) an
independent verification agent will verify the achievement of the Performance Based Conditions;
(e) external auditor will audit the project financial statements and the payment of staff allowances;
and (f) a Project Operations Manual, including a Grant Manual, will describe the work flow
procedures and the internal controls of the Project.

Regulatory Framework: The Parties clarified that MoF will immediately inform the World Bank
of any proposed modification to the Regulatory Framework in accordance with Section 5.10 of the
General Conditions and Section 2.10 of the Standard Conditions. In this regard, without prejudice
to the World Bank’s right to exercise any legal remedies in accordance with Article IV of the Loan
Agreement and the General Conditions as well as Article IV the LFF Grant Agreement and the
Standard Conditions, respectively, if in the opinion of the World Bank, any such modification will
affect materially and adversely the Borrower’s ability to perform any of its obligations under the
Loan Agreement and/or LFF Grant Agreement, the World Bank intends to consult with the
Borrower in line with Section 5.10 of the General Conditions and Section 2.10 of the Standard
Conditions.

The following clarifications were agreed upon by the parties:

Section 5.01(b) of the Loan Agreement: ‘Establishment’ of a PCU means issuing a decision by the
Minister of Finance describing the mandate, the composition, and the resources available for said
PCU, as well as a timeline for the recruitment of the staff of the PCU that is aligned with the terms
of the Loan Agreement;

Section 5.01(a) of the Loan Agreement: “The LFF Grant Agreement has been executed and
delivered-and all conditions precedent to the effectiveness of said agreement™ means that the LFF
Grant Agreement shall be duly signed by the parties, and all related conditions of effectiveness
shall be fulfilled; .

Manuals: Considering that the LFF Grant Agreement is subject to the approval by the Cabinet of
Ministers, while the Loan Agreement is subject to the ratification by the Parliament, the
Delegations discussed that the LFF Grant may become available before the IBRD Loan. As such,
in order to ensure timely implementation of the LFF Grant, a separate grant manual will be prepared
for the LFF Grant as an effectiveness condition to the LFF Grant Agreement, under terms and
conditions satisfactory to the Bank. Said Grant Manual will be incorporated in due course into the
Project Operations Manual (POM). The POM is set as an effectiveness condition to the Loan
Agreement.

The term “Allowances” is defined in the Appendix, including in the definition of the &erm “Eligible
Expenditures Program” for PBCs.

-



14.

15.

16.

17.

19.

20.

Opinions as Effectiveness Conditions.

Loan Agreement: The Delegations discussed that, considering the caretaker status of the
Government, the Bank will require a legal opinion from the Borrower as a condition of
effectiveness pursuant to Article 9.02(a) of the General Conditions, showing that the Loan
Agreement has been duly authorized or ratified by, and executed and delivered on its behalf of the
Borrower and is legally binding upon it in accordance with its terms.

LFF Grant Agreement: As part of the evidence to be furnished pursuant to Section 5.01(b), on
effectiveness, there shall be furnished to the Bank an opinion satisfactory to the Bank showing that,
on behalf of the Recipient, this Agreement has been duly authorized or ratified by, and executed
and delivered on its behalf and is legally binding upon it in accordance with its terms.

The Government Delegation informed the Bank Delegation that the counsel from the Ministry of
Justice will provide in due course both legal opinions for the Project to become effective.

. Disbursement and Financial Information_Letter (DFIL): The DFIL, covering both the IBRD

Loan and the LFF Grant, was discussed and agreed between the Parties. The Parties clarified that
the Designated Account mentioned in the DFIL will be held at the Borrower’s Central Bank, in
USD. Disbursements will follow the guidelines and the modalities specified in the Loan and Grant
Agreements and in the Disbursement and Financial Information Letters. The advance to the DA
will be based on a six-month expenditure forecast. The LFF Grant will use only the direct payment
method. The documentation of eligible expenditures will be based on Interim Financial Reports
(IFR). Details about disbursement methods are available in the DFIL. The negotiated version of the
DFIL, incorporating all the changes, is attached in Annex 3 to these minutes. .

Financial Management: The Borrower, through the Project Team/PCU (as applicable), shall
prepare and fumnish to the Bank, not later than forty-five (45) days after the end of each calendar
quarter, consolidated interim unaudited financial reports (“IFR”) for the Project covering the
quarter. Each audit of the consolidated Financial Statements shall cover the period of one fiscal
year of the Project, commencing with the first year in which the first withdrawal was made. The
audited consolidated Financial Statements for each such period shall be furnished to the Bank not
later than six (6) months after the end of such period. The PCU will recruit an Independent
Verification Agent and an external auditor with Terms of Reference acceptable to the Bank to
review and validate Project activities. Details of the approach, methodologies and terms of
references will be elaborated in the POM. It was agreed that the Loan funds will be channeled from
the World Bank to the MOF Treasury Account at the Central Bank, and then in turn transferred by
the MOF to the Project Designated Account in the Central Bank in USD. The option of direct
payment will be available as stated in the DFIL. The reimbursement option is available for the
Loan Agreement.

Loan’s terms, charge, and amortization schedule: The proposed 28.5 million USD variable
spread loan will be repaid in line with Borrower repayment terms in loan choice worksheet
(LCW) dated December 21, 2023 with a total maturity of 24 years, including a grace period of 5
years, repayment dates of June 15 and December 15 for commitment linked, level repayments
with front-end fees financed out of loan proceeds, with the option of financing caps and collars.
The amortization schedule is based on an estimated WBG Board approval date of February 14,
2024. Should the Board date change, the amortization schedule may be affected, and will be
updated and shared with the Borrower accordingly. The Closing Date is confirmed as March 31,
2027. The signed Loan Choice Worksheet (LCW) and the discussed and agreed amortization
schedule are both attached to these minutes (Annex 4 and Annex 5, respectively).



21.

22,

24.

25.

26.

Procurement: The IBRD Delegation clarified that procurement will be carried out in accordance
with the World Bank Procurement Regulations for Investment Project Financing, dated September
2023, the Procurement Plan approved by IBRD and the procurement procedures to be outlined in
the POM. The Project Procurement Strategy for Development (PPSD) and Procurement Plan will
be cleared by IBRD prior to launching any procurement process. Both documents will be updated
as needed throughout Project implementation, with IBRD prior approval. The initial procurement
plan dated December 2023is attached to the minutes of negotiations (Annex 8).

Environmental and Social Framework (ESF): The Parties agreed on the ESCP, dated December
22, 2023 (Annex 6). The IBRD Delegation noted that the implementation of the document is part
of the obligations to be fulfilled under the Loan Agreement and the LFF Grant Agreement, and
contains mandatory requirements for the Borrower.

- Access to Information: Pursuant to the World Bank Policy on Access to Information, IBRD will

disclose the Project Appraisal Document, the related legal agreements and other information related
to the operation and the legal agreements, including any supplemental letters. The Borrower’s
Delegation confirmed that the Bank may publicly release this Project Appraisal Document upon
the approval of the operation by the Bank’s Executive Directors. The agreed version is attached to
these Minutes as Annex 7.

Project Reports will cover only the LFF Grant Agreement until the Loan Agreement becomes
effective.

Signing of the Legal Agreements, The Bank Delegation reminds that as of July 1, 2023, the Bank
migrated to the use of electronic signatures (e-Signatures) as a default modality for signing all
IBRD/IDA financing agreements concluded with the Bank where both Bank and Borrower are
expected to sign electronically via DocuSign. If the Lebanese Republic is unable to use e-Signatures
only, it can use the ‘dual modality’ where (i) both parties will first sign fully electronically in
DocuSign; and thereafter (ii) Borrower prints out the fully e-signed agreement as needed and
countersigns manually, in wet ink, next to their electronic signature. The Borrower Delegation
indicated the Lebanese Republic’s readiness to electronically sign the Loan Agreement by using
the *dual modality’ above, after the approval of the Project by the Bank’s Board of Executive
Directors and Senior Management (RVP), as applicable.

Next Steps. Upon the signing of these Minutes, the Borrower’s Delegation has confirmed that no
further actiorr is necessary from the Borrower to authorize the submission of the Project to the
World Bank Board of Executive Directors for consideration. The proposed Project is expected to-
be presented to the Board on February 14, 2024. The notice of approval will be communicated to
the Borrower and the MOF will request authorization of the Council of Ministers to sign the Loan
Agreement and the LFF Grant Agreement. Upon approval, the Borrower Delegation and the Bank
Delegation will arrange for the signing of the Loan Agreement and the LFF Grant Agreement

‘between the Borrower and the IBRD using the modality described in the paragraph above of these

Minutes.



On behalf of the Lebanese Republic On behalf of the International Bank for
Reconstruction and Development

Youssef € Eralil Swanka B, Witkramasinghr

~
H.E. Youssef El Khalil /
. : -
Minister of Finance {
Ministry of Finan : -
Head of Delegatig Head of Delegation

Signed on: U3-Jan-2024 Signed on;__03-Jan-2024

ATTACHMENTS

Annex 1: List of Participants

Annex 2a: Negotiated Draft of the Loan Agreement

Annex 2b: Negotiated Draft of the LFF Grant Agreement

Annex 3: Negotiated Draft of the Disbursement and Financial Information Letter
Annex 4: Loan Choice Worksheet

Annex 5: Amortization schedule

Annex 6: Negotiated ESCP

Annex 7: Project Appraisal Document

Annex 8: Procurement Plan
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DATASHEET
. BASIC INFORMATION
RiGiRe: Operzation Name
Beneficiary(ies) 3
Lebanon Fiscal Management Project
. . . Environmental and Social Risk
Operation 1D Financing Instrument
Classification
| 1 t Project
P181155 r?ves r'nen s Moderate
Financing (IPF)
Financing & Implementation Modalities
[ ] Multiphase Programmatic Approach (MPA) [ ] Contingent Emergency Response Component (CERC)
[ ] Series of PrOJects {SOP) [ ] Fragile State(s)
[v] Performance-Based Condmons (PBCs) [ ]1Small State(s)
[ ] Financial Intermediaries (Fl) [ 1 Fragile within a non-fragile Country
[ ] Project-Based Guarantee [ ] Conflict
[ ] Deferred Drawdown [ 1 Responding to Natural or Man-made Disaster
[ ] Alternative Procurement Arrangements (APA) [ ]Hands-on Expanded Implementation Support (HEIS)
Expected Approval Date Expected Closing Date

14-Feb-2024 31-Mar-2027
Bank/IFC Collaboration

No

Proposed Development Objective(s)
Project development objective is to support the Lebanese Republic restore the basic functions for domestic revenue
mobitization and accountable allocation and use of public resources.

Dec 28, 2023 2 - ‘ Page 0 of 56
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Fega =

Components

Component Namsa

1. Stabilizing revenue administration
2. Restoring fiscal controls

3. 'Re-vitélizihg" 6vérsight and aécbur{tability institutions anc'i'procurement

Cost {USS)
14,100,000.00
12,400,000.00

. o 5,000,000.00
capacnty_bmldlng
4. Project Management 2,500,000.00
5. Contingent Emergency Response Component (CERC) 0.00
Organizations
Borrower: Minister of Finance
Implementing Agency: Ministry of Finance
PROJECT FINANCING DATA (USS, Millions)
Maximizing Finance for Development
Is this an MFD-Enabling Project (MFD-EP)? No
Is this project Private Capital Enabling (PCE)? No
SUMMARY
Total Operation Cost 34.00
Total Financing 34.00
of which IBRD/IDA 28.50
Financing Gap 0.00
DETAILS
World Bank Group Financing
International Bank for Reconstruction and Development (IBRD) 28.50
Non-World Bank Group Financing
Trust Funds 5.50
Dec 28, 2023 Page 1 of 56
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Lebanon Financing Facility 5.50
Expected Dlsbursements (Uss, Mllllons)
W Fiscal Year '“ 2024 2025 2026 2027
Annual 4.14 11.66 11.20 7.00
Cumulative 4.14 15.80 27.00 34.00
PRACTICE AREA(S)
Practice Area (Lead) Contributing Practice Areas
Governance Macroeconomics, Trade and Investment
CLIMATE
Climate Change and Disaster Screening
Yes, it has been screened and the results are discussed in the Operation Document
- SYSTEMATIC OPERATIONS RISK- RATING TOOL (SORT)
Risk Category Rating
1. Polltlcal and Governance @ High
2. Macroeconomlc e High
3. Sector Strategles and Po||c1es ¢ Substantial
4. Technical DeSIgn of PrOJect or Program 9 Substantial
5. Instltutlonal Capacrty for lmplementatlon and Sustainability ® High
6. Flduuary & High
7 Enwronment and SOCIal Moderate
8. Stakeholders & High
9 Other
Dec 28, 2023 Page 2 of 56
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10. Overall ® High

POLICY COMPLIANCE
Policy
Does the project depart from the CPF in content or in other significant respects?

[1Yes [V]INo

Does the project reguire any waivers of Bank policies?
[ 1Yes [V]No

' ENVIRONMENTAL AND SOCIAL

Environmental and Social Standards Relevance Given its Context at the Time of Appraisal

E & s Standafds Reievance
ESS 1 Assessment and Management of Environmental and Social Risks and

Relevant
Impacts
ESS 10: Stakeholder Engagement and Information Disclosure Relevant
ESS 2: Labor and Working Conditions Relevant
ESS 3: Resource Eff|C|ency and Pollutlon Preventlon and Management Relevant
ESS 4: Commumty Health and Safety Relevant

ESS ShLand Acqu15|t|on Restnctlons on. Land Use and Involuntary Resettlement, Not Currently Relevant

ESS6: BlodlverSIty Conservation and Sustainable Management of lemg Natural
Resources

ESS 7: Ind|genous Peoples/Sub -Saharan African Hlstorlcally Underserved
Tradmonal Local Communities

Not Currently Relevant

Not Currently Relevant

ESS 8: Cultural Heritage ' Not Currently Relevant

ESS 9: Financial Intermediaries Not Currently Relevant

NOTE: For further information regarding the World Bank’s due diligence assessment of the Project’s potential -
environmental and social risks and impacts, please refer to the Project’s Appraisal Environmental and Social Review

Summary (ESRS).

LEGAL
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Legal Covenants
Sections and Description
schedule 2 Section 1 A3 (lo‘a'n agreement). The Berrovt/erish-a_il, no later than three (-3_)-m'onths after the Effective bate,
or such later date as agreed by the Bank, establish and maintain throughout Project implementation, a steering
committee, chaired by the Minister of Finance, with terms of reference, composition, roles and responsibilities
acceptable to the Bank and defined in the Project Operations Manual (“Project Steering Committee”}, to provide, inter
alia, overall strategic guidance and Project oversight, approve the Annual Work Plan and Budget, and review
|mplementat|on and evaluatlon reports as apphcable

Schedule 2 Section 1 A2 (Iea—n agreement) The Borrower shall no later than two (2) months after the Effective Date or
such later date as agreed by the Bank, recruit and thereafter maintain throughout Project implementation, the core
staff of the PCU, including, inter alia, a Project coordinator, a financial officer, a procurement officer, and an
environmental and social specialist, all with adequate experience, qualifications, and terms of reference acceptable to
the Bank..

Schedule 2 Section 1 F1 (Ioan agreement) For purposes of |mplement|ng PBCH#1 to PBC# 5 under Parts 1. 1(a) 1. 2(a)
2.1(a). 2.2(a), 2.3(a), 3.1 (a){(i) and 3.1(b)(i) of the Project, the Borrower shall engage an independent verification agency
by no later than three (3) months after the Effective Date, or such later date as agreed with the Bank, with such
qualifications and experience as determined in the Verification Protocol and acceptable to the Bank (“Verification
Agent”)
Schedule 2 Section 1 A2 (grant agreement) The ReCIplent through MOF shall not later than one (1) month after the
Effective Date appoint staff from the MOF as part of a Project team within the MOF, with composition, resources, terms
of reference and functions acceptable to the Bank

Conditions
Type Citation Descr;ptten ' Financing Source
o o _ o " The LFF Grant Agreement
: has been executed and
i delivered and all conditions
Effectiveness " Article V 5.01 (a) i precedent to the * IBRD/IDA
. effectiveness of said
' agreement have been
i fulfilled )
'I:he Projecthtoord.ination
! Unit has been formally
Effectiveness Article V 5.01 (b) * established within the MoF  IBRD/IDA
' with under terms
satisfactory to the Bank
' The Project Operations
‘ Manual has been prepared
¢ and adopted by the
Borrower, through the

Effectiveness Article V 5.01 (c) IBRD/IDA
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- Schedule 2. Section Il
: B.1.{b)

Article V 5.01 (a)

Article V 5.01 (b)

of this Agreement on:

" MoF, under terms
: satisfactory to the Bank

No withdrawal shall be
made for payments under
Category (1) unless the
Bank has received
satisfactory evidence that
{i) the PBCs set forth in

* Schedule 4 to this
~ Agreement for which

payment is requested have
been met and verified in
accordance with the

. Verification Protocol-and-

. the POM to be verified by

. the Verification Agent; (ii)

* payments for the Eligible

© Expenditures Program have .
" been made in accordance

- and in compliance with the
. procedures set forth in the

. POM,; and (iii) the Borrower
. has adopted as part of the

_ IBRD/IDA

Regulatory Framework, a
decree based on Article 25

- of Law No. 112 of the
: Borrower, setting forth,

inter alia, the eligibility

" criteria, governance
* arrangements, processing

requirements and limit for

* Allowances throughout the
. Project period, in form and
: substance satisfactory to
- the Bank
The Grant Manual has been
" adopted by the Recipient

. Trust Funds
under terms satisfactory to

! the Bank

(b) Evidence satisféctoi’y to

the Bank has been

furnished to the Bank that  Trust Funds
the execution and delivery
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actions
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|. STRATEGIC CONTEXT

A. Country Context®

1. For more than three years, Lebanon has been impacted by the most devastating, multipronged crisis in its
modern history.2 The unfolding economic and financial crisis that started in October 2019 has been further
exacerbated by the dual economic impact of the COVID-19 pandemic and the massive Port of Beirut explosion
in August 2020. Real gross domestic product (GDP) contracted by 34 percent between 2018 and 2022, wiping
out more than 15 years of economic growth. After five consecutive years of contraction (2018-2022), real GDP
is expected to grow in 2023 by a mere 0.2 percent. in July 2022, Lebanon was reclassified by the World Bank as
a lower middle-income country, which represents a downgrading from its previous status as an upper middle-
income country. Since the onset of the economic and financial collapse in 2013, the Lebanese pound has lost
more than 98 percent of its value. Triple digit inflation and currency depreciation show no signs of abating,
inducing a pervasive and growing dollarized, cash-based economy. Inflation averaged 171.2 percent in 2022 and
is projected to reach about 231 percent in 2023.2 Inflation is highly regressive, disproportionally affecting the
poor and vulnerable — especially since basic goods, including food items, are the primary drivers of overall
inflation in Lebanon,

2. Public finances have all but collapsed, prompting an acute collapse in public service delivery. In the absence
of immediate fiscal consolidation measures and the initiation of debt restructuring in the context of a
comprehensive crisis resolution plan, a passive approach to fiscal policy continues to drive a near complete
collapse of public finances. The primary spending downturn has severely hindered public service delivery, and
the collapse in revenue generation has impeded wage corrections to offset the dramatic erosion of public sector
wages, allowances, and pensions driven by inflation. The fiscal deficit stood at 2.9 percent of GDP in 2022.
Revenues are estimated to have declined from an already low 13.1 percent of GDP in 2020 to 6.1 percent of
GDP in 2022, one of the lowest rates globally. At the same time, total public expenditures declined from 16.4
percent of GDP in 2020 to 9 percent of GDP in 2022, highlighting reduced state capacity amid the unfolding
crisis.

3. Foreign currency reserves at the central bank are steadily depleting. The insolvency of the banking sector and
its inability to extend credit have rendered the Banque du Liban (Bank of Lebanon) (BdL) the main financier of
government external and fiscal deficits in the past four years. Usable gross foreign exchange reserves at the BdL
stood at US$8.414 billion as of the end of September 2023, having declined by USS22.5 billion since the onset
of the crisis in October 2019. Lebanon has also relied on limited external financing and the International

1 The country context section does not accourtt for the ur oW ! r=gional events since October 7, 2023.

2 World Bank, “Lebanon Economic Monitor, Spring 2021: Lebanor Sinking (To the Top 3)” (2021). (Link)

3 World Bank, “Lebanon Economic Monitoe, F2lt 2622: Tame “or 20 Equstable Banking Resolution.” {2022).{Link)

World Bank, “Lebanon Economic Moniter, Soring 2022: The Nor—aization of Crisis Is No Road for Stabilization” (2023). (Link)

World Bank, “Lebanon Macro Poverty Ounook,” Fall 2023 (202Z5).
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Monetary Fund (IMF) SDR allocation in 2021 to finance critical imports, such as medicine and wheat. Once the
interim governor assumed his role on August 1, 2023, the Sayrafa® platform ceased operations. The Bdl is
working on replacing it with a platform operated by Bloomberg, which will have limited to no interference from
the BdL. This represents a step toward floating and unifying the exchange rate.

B. Sectoral and Institutional Context

Public Financial Management

4.Public finances have deteriorated, contributing to a breakdown in public service delivery. Years of lack of fiscal
discipline have contributed to weak public finances, which have been exacerbated by the crisis. Revenues are
estimated to have declined from an already low 13.1 percent of GDP in 2020 to 6.0 percent of GDP in 2022. At
the same time, total public expenditures declined from 16.4 percent of GDP in 2020 to 5.7 percent of GDP in
2022, highlighting reduced state capacity amid the unfolding crisis. The Parliament ratified a new Public
Procurement Law, No 244 in 2021. The Budget for 2023 is not ratified, while the parliamentary discussion of the
Budget for 2024 has commeniced. Meanwhile ad-hoc and piecemeal measures on both the expenditure and
revenue sides of the government budget continue to be adopted. Mis-valuation of value-added taxes (VAT),
customs, excises, and a lack of correction for inflation in specific excises resulted in losses to revenues equivalent
to 5.6 percent of GDP in 2022.°

Pre-crisis legacy

5. The current crisis unfolded within the context of long-standing issues regarding weak institutional capacity, a
lack of transparency, and structural issues leading to poor financial governance. For example, since 2015 the
Open Budget Survey consistently assessed budget oversight by the legislature and audit institutions to be weak,
and consistently gave Lebanon some of the lowest scores for transparency. The World Bank’s 2022 Public
Finance Review (PFR)indicated that, for over 30 years, the “Government consistently and acutely departed from
orderly and disciplined fiscal policy to serve the larger purpose of cementing political-economy interests.”

6. Informality and inefficient tax organization structures have had an impact on revenue collection. The shadow
economy in Lebanon was estimated at around 35 percent of GDP in 2015°%, with only half of workers employed
in the formal sector.” Tax evasion is endemic. For instance, the IMF estimated that 46 percent of potential VAT
collections were lost through non-compliance in 2016. Opposition from the business community to comply with
customs formalities is also common. An unintegrated tax organization is an additional challenge, as separate tax
organizations for VAT and for income taxes remain in place. This has long been recognized as an impediment to
improving tax compliance in Lebanon.

4 please refer to the “Spring 2023 Lebanon Economic Monitor” for a discussion on Sayrafa.

5 IMF, “Lebanon: Technicai Assss—=nce Report on Putting Tax Policy Back on Track.” January 13, 2023.

https://www imf.org/en/Publications/CR/Issues/2023/01/13/Lebanon-Technical-Assistance-Report-on-Putting-Tax-Policy-Back-on-Track-528121

§ Corinne Deichas and 1e=nc— Me=Sna, “What Do We Know about the Informal Economy?” in The Global Informal Workforce, (International
Monetary fuzd, 20215, Dther rece 2stimates, using different methodologies estimated the shadow economy at 39 percent of GDP in 2015. See,
for exarmpe, V. Karsh, “The S="=— =F the Tax System in Lebanon — an Impossible Equation?” (University Pantheon- Sorbonne. 2020).

7 Le Borgne ard l2cohs “Lekencr Promoting Poverty Reduction and Shared Prosperity,” Systematic Country Diagnostic, {World Bank Group 2016).
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7. In Lebanon, the government budget has traditionally not been explicitly policy oriented; maintaining fiscal
discipline has been an overarching issue. Public spending was not governed by a budget for 13 years between
2005 and 2017, as no budget was passed by the Parliament. However, in 2018, Lebanon achieved an important
milestone by passing a budget — and passing it on time, even as the budget was delayed in subsequent years.
However, these budgets have not been informed.by a fiscal strategy. Consequently, the budgets have been in
deficit and have failed to reflect the overarching fiscal policies of the government. Another challenge in the
national budget planning processes is the lack of inclusion of the National Commission for Lebanese Women
(NCLW) in budget debates. This has ultimately contributed to gaps in the consideration of gender issues in
budgets, with limited visibility at the national (macro) level concerning the need of financial resource allocation
to address gender disparities®. Lebanon does not track the proportion of the national budget that is invested in
the promotion of gender equality and the empowerment of women.? Also, Lebanon ranks a low 132 of 146
countries rated in the Global Gender Gap Index for 2023, scoring poorly in terms of economic participation and
political empowerment.!® Regarding Sustainable Development Goal (SDG), Target 5.c.1 (Proportion of countries
with systems to track and make public allocations for gender equality and women’s empowerment), no data is
available for Lebanon. A lack of transparency of extra-budgetary entities adds to the fiscal risks. The non-
availability of fiscal information for monitoring and decision making, as well as weak cash planning, has further
augmented the fiscal risks. A 20-year backlog in year-end financial reporting occurred between 1997 and 2017.1t
was only recently cleared. There are no audit reports for the period 2000-2016, as the focus has been on backlog
reduction during recent years. Fragmented information technology (IT) systems also led to a duplication of
efforts and cumbersome reporting practices, thereby contributing to the reporting delays. Findings of the 2021
Open Budget Survey (OBS) indicate that Lebanon has a budget transparency score of 9 out of 100 and public
participation score of 0 out of 100, indicating space for rapid improvement. For example, only two of the eight
key budget documents that should be made available to the publicin a timely manner during the fiscal year
were published™®.

8. The public oversight institutions, such as the Court of Accounts (CoA) and Central Inspection (Cl), face
common challenges. These include operating under outdated legislation and regulations; limited capacities; and
a lack of staff and financial resources. All of these challenges undermine their ability to uncover and address
increased risks of corruption and the misuse of public funds. Public procurement represents 20 percent of
central government expenditures and 6.5 percent of the country’s GDP. However, thereisa lack of a mechanism
for lodging complaints regarding public procurement transactions, and procurement performance information
or dataare not available!? - The-new Public Procurement Law No. 244 of 2021 replaces a fragmented set of
regulations. It establishes a Public Procurement Authority as a regulator and foresees the creation of a
Procurement Complaint Authority that the government has yet to establish. Lebanon still needs to exert
significant efforts to implement the National Public Procurement Action Plan approved in 2022 by the Council
of Ministers (CoM). This is necessary to enhance the public procurement system with a focus on capacity and
technology gaps, which have resulted in continuing inefficiencies and high risks of corruption.

8 The National Strategy for Women in Lebanon (2011-2021} is led by the National Commission for Lebanese Women {NCLW) in cooperation with the United Nations
Sooxanea Fund (UNFPA).

2 _wy WOMEN. The official report on progress made in the implementation and identification of challenges to implement the Beijing Platform for Action 2019.

= wor! Sonomic Forum, Gender Gap Report (2023). https://www3 weforum.org/docs/WEF GGGR 2023.ndf.

11 The =ight key budget documents are: (1) the Pre-Budget Statemen, (2) the Executive * s Budget Proposal, (3) the Enacted Budget, (4) the Citizens Budget, (5) In-
Year Reoorts, (6) Mid-Year Review, (7) Year-End Report and (8) the Audit Report. Of which, only the Enacted Budget and the Citizens Budget were available.

= = s—o Promoting Poverty Reduction and Shared Prosperity.” Systematic Country Diagnostic. (World Bank Group, 20186).
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Context during the crisis

9.

10.

11.

12,

The crisis has caused staff attrition and absenteeism in the public sector, severely impacting the government’s
ability to respond to the crisis, maintain core government operations and basic services for citizens, as well
as its ability to create the foundations for recovery. Currency devaluation has eroded public sector salaries,
rendering them too low for civil service staff to afford fuel costs to commute and basic day-to-day necessities.
As a result, a significant number of staff have left the public sector, either for the private sector where salaries
have been partially adjusted or for opportunities abroad, thereby leaving a critical skills gap in the public sector.
For staff that remain, there are high absenteeism rates, with many staff only coming into the office one day of
the week.

The customs duties and tax revenues fell sharply during the crisis, rendering it difficult for domestic revenues
to play a role in regaining economic stability, fiscal sustainability, as well as in funding critical social services
at a time when the government has no borrowing capacity. Total revenues fell from pre-crisis levels of over 20
percent of GDP (2018) to 13.1 percent by 2020. They are estimated to have declined further to only 6 percent
in 2022. Tax revenues dropped from pre-crisis levels of 15 percent (2018) to 10 percent (2020), and an estimated
4.8 percent in 2022. The VAT and custom revenues experienced the biggest declines. The volume and value of
foreign trade almost halved from 2019 to 2020, thus reducing the tax base. Revenue-related administrative
responses further impacted domestic revenue mobilization (DRM). However, the most serious concerns at
present are the severe staff shortages that prevent the performance of revenue-critical activities, as well as the
lack of funding to meet the daily running costs of government offices.

In this time of severe economic constraints, the lack of a national budget inhibits maintaining aggregate
expenditure at an affordable level, responding effectively to the crisis, and funding the recovery. However,
the 2022 budget was approved nine months into the fiscal year. However, the budget had not yet been
presented to Parliament as of September 2023. Treasury advances are at an all-time high for unbudgeted
activities, thereby weakening fiscal controls. Furthermore, fiscal information and audit reports are not avaitable
to support decision making and ensure accountability. Due to staff shortages and absenteeism in the respective
agencies, the effort to clear the backlog of year-end financial statements and the finalization of audit reports
has been discontinued. The year-end financial statements have not been prepared since FY20. In-year fiscal
information has not been available since 2022. Public accountability is further eroded by the delays in
operationalizing the Public Procurement Authority (PPA), the Procurement Complaint Authority, and the
National Anticorruption Commission {(NACC). Moreover, the systematic training and professionalization of the
public procurement workforce could not be deployed to support the appropriate implementation of the Public
Procurement Law (244/2021).

Well-functioning public institutions are critical to effectively addressing the crisis, as well as to laying the
foundation for stabilization and recovery. However, the crisis-induced compression in revenues and
expenditures has resulted in budget cuts and lower service provision in key sectors, such as health and
education. At the same time, the dramatic debreciation in wages has led to high levels of staff attrition and
absenteeism, which have crippled the operations of public institutions. Recently announced revenue
mobilization measures aimed at correcting the mis-valuation in the exchange rate for customs and taxes are
expected to increase revenues. However, with weaknesses in tax administration, realizing the full potential of
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these policy changes will be a challenge. For Lebanese citizens to be willing to contribute to public revenues,
they must trust in the State’s capability to discharge its basic functions and deliver public services. Therefore,
this project will harness this link between revenues and expenditures by guiding the budget allocations toward
critical functions via technical assistance and the enhancement of the accountability and transparency of the
State in the use of public finances This will be achieved by encouraging timely reporting that is available
internally for decision making and oversight. It will also be published for citizens. If the issues in revenue
administration and public expenditure management are not addressed as a matter of priority, Lebanon will
remain in a vicious cycle. The proposed operation will curtail the rapid deterioration of institutions carrying out
core public financial functions and set the essential foundations to increase revenue collection in the medium
term. The operation will also improve the strategic allocation of public resources to respond to the crisis more
effectively in the short term and facilitate stabilization and recovery over the medium term.

C. Relevance to Higher Level Objectives

13. The proposed project contributes to advancing the Lebanon Country Partnership Framework (CPF) FY2017-
FY22 objectives, and it is consistent with the updates introduced in the FY22 Performance and Learning
Review (PLR).2 The CPF has two focus areas that aim to renew the social contract between the State and its
citizens: (1) expand the access to and quality of service delivery; and (2) expand economic opportunities and
increase human capital development. The CPF also has governance as a cross-cutting theme. Therefore, the
proposed project supports the cross-cutting theme of strengthening financial management and public
procurement systems. It will also support: (i) focus area 1 targeting an increase in fiscal space (as a result of the
supported DRM measures); (i) strengthening budget allocations; (iii) improving the predictability of cash flows
to sectors; and {iv) contributing to human resource capacity through more efficient wage bill management.

14. The reforms supported under the project are directly aligned with the corporate priorities of the World Bank.
They also align with the Middle East and North Africa (MENA) Regional Strategy, which focuses on restoring
trust and renewing the social contract with citizens through improved governance. In addition, they contribute
to World Bank efforts vis-a-vis gender, climate, and citizen engagement in the region. The proposed project
also broadly addresses fiscal discipline, accountability and transparency issues that were key drivers in causing
fragility in_Lebanon. The World Bank will contribute to preventing future fragility by staying engaged to build
resilience, which is at the heart of the World Bank Group’s Strategy for Fragility, Conflict and Violence for 2020-
2025. This will be achieved by protecting core public financial management (PFM) institutions from further
deterioration, as well as by restoring their basic functions. indeed, these functions are essential for a country to
effectively respond to a crisis and stabilize over the medium term.

Paris Alignment and Climate Change

15. Lebanon’s climate projections show a deterioration in current conditions with warmer temperatures,
decreased rainfall, and more extreme weather events. By the end of this century, the increase in temperature
could reach up to 4.9°C. Spatial variation is also expected, with coastal regions and the Bekaa being
disproportionately impacted. Precipitation projections estimate a decrease of 6.6 and 20.5 percent by 2040

13 4| ehanon - Performance and Learning Review of the Country Partnership Framework for the Period of FY17-FY22.” (English). (Washington, D.C.:
World Bank, 2022) T T

-
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16.

17.

18.

under different scenarios (that is, Representative Concentration Pathway [RCP] 4.5 and RCP 8.5, respectively).
Consequently, the number of consecutive dry days will increase in the next 20 years, including higher risks of
droughts. Under a 2°C increase, droughts are expected to shift temporally, occurring 15 days to a month earlier,
while also impacting snowmelt and increasing flood risks. Heatwaves also pose a significant threat to Lebanon,
as they are expected to increase both in intensity and duration. Heatwaves are also expected to increase the
risks of wildfires. Through mid-century, the number of days where temperatures exceed 35°C to 40°C are
expected to double. Extreme events such as floods, droughts, heatwaves, and storms are already becoming
more recurrent. Since 2010, floods are estimated to have increased in frequency, with three times the number
of flood incidents recorded in 2015. Excessive rainfall patterns have caused flooding of river basins and cities,
posing risks to citizens, agricultural lands, and infrastructure. In addition, flash floods have become more
prevalent throughout the years, particularly in the North, Bekaa, and East of Lebanon.*

Despite Lebanon’s small contribution to global emissions (less than 0.1 percent), and the severity of its
ongoing crisis, the country has put forward ambitious climate commitments. The updated 2020 Nationally
Determined Contribution (NDC) includes a commitment for a 20 percent unconditional and 31 percent
conditional greenhouse gas (GHG) emission reduction target compared to the business-as-usual scenario.
Lebanon’s NDC also presents six guiding adaptation principles, including: (i) achieving food and water security;
(i) enhancing the resilience of infrastructure in urban and rural areas; (iii) ensuring and protecting public health,
well-being, and safety of all communities through climate-resilient systems; (iv) incorporating nature-based
solutions as a first line of defense from the adverse impacts of climate change; (v) combating desertification and
land degradation; and (vi) substantially reducing the risk of climate- and non-climate related disasters. Lebanon
is drafting its Long-Term Strategy for Low-Emission and Resilient Development, as well as the National
Adaptation Plan.

Although Lebanon has been ambitious concerning the climate policy and planning agendas, the absence of
implementation and the difficulty of accessing finance have hindered any real progress. Lebanon’s governance
deadlocks and collapsing public finance functions regarding revenue administration and expenditure
management significantly constrain the implementation of climate action, thus leading to the inability of the
government to co-finance climate funds and strategically allocate resources for climate change mitigation and
adaptation.

Against this backdrop, the project is consistent with Lebanon’s NDC and other climate-related strategies and
actions plans. Lebanon’s 4™ National Communication on Climate Change highlights that effective climate action
in Lebanon requires robust governance mechanisms, regulations, and partnerships. It outlines six Climate Action
Enablers, including: (i) improved governance and institutional capacities; (i) incentivized action and fiscal
reform, such as tax incentives for clean technology uptake; (iii) strengthened partnerships; (iv) innovative
research and development, including partnerships with academic bodies, and the encouragement of innovation
labs; (v) comprehensive integration, including gender institutions, youth groups and vulnerable communities;
and (vi) enhanced monitoring and transparency. As such, through restoring the core public functions, this
project directly contributes to the Climate Action Enabler (i) mentioned above. Overall, recovering the core
finance functions of the Ministry of Finance and other critical accountability institutions is among the key pre-
conditions for any tangible climate action in Lebanon. The project is also aligned with the Lebanon Country

14 “| ebanon Country Climate and Development Report (CCDR).” (World Bank, forthcoming}.
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Climate and Development Report (CCDR). Thus, it will support the implementation of its recommendations,
namely, those pertaining to suggestions linked to reactivating public sector capacity.

Il. PROJECT DESCRIPTION

A. Project Development Objective

Project Development Objective (PDO) Statement

19. The project development objective is to support the Lebanese Republic restore the basic functions of domestic
revenue mobilization and accountable allocation in the use of public resources.

PDO Level Indicators

s Increased number of tax declarations filed by large taxpayers (performance-based condition {PBC)) and an
increase in the number of audits of large taxpayers (for income tax and VAT (PBC)).

e The annual budget is submitted to the Council of Ministers at least 3 months prior to the start of the fiscal year
(FY) (PBC).

s Timely completion and publication of annual audited financial reports (PBC).

B. Project Components

20. Progress toward achieving the PDO will help restore public services to prevent further erosion of the economy
and to prepare the ground for a sustainable recovery. As the crisis has deepened, it has also eroded institutional
capacity to effectively respond to the crisis and manage a recovery. The project aims to change this dynamic by
restoring and recovering core public financial management functions. This includes: (a) stabilizing revenue
administration including tax and customs; (b) restoring fiscal controls, which include budgeting and reporting;
and (c) revitalizing oversight and accountability institutions and procurement. The activities that aim to
strengthen budget allocations to critical and strategic functions will complement the sector-level initiatives of
the World Bank, such as in education and health, as well as in enhancing accountability at the sector level.
Project activities have been selected using the following criteria. Activities must: (a) be urgent and critical; {b)
include immediate foundational work required for medium-term recovery; and (c) contribute to the
achievement of prior actions under the IMF Staff-Level Agreement (SLA) reached in April 2022 with reform
actions still under implementation.

21. The project will benefit from parallel co-financing from the multi-donor Lebanon Financing Facility {LFF) for
Reform, Recovery and Reconstruction. The LFF Trust Fund will provide a total of US$6 million to support the
strengthening of public financial management. An amount of USS$5.5 million will be executed by the government
and USS$0.5 millionwill be executed by the World Bank to support advisory and capacity-building activities.

22. The World Bank intervention through Investment Project Financing (IPF) combines both input-based and PBC-
based disbursements. PBCs aim to incentivize the restoration of core PFM functions for both expenditure
management and domestic revenue mobilization, as well as to provide the necessary PFM stability to focus on
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recovery (see table 1). This proposed financing instrument aims to incentivize critical staff at the Ministry of
Finance (MoF), the Court of Accounts and Central Inspection. Eligible expenses for the PBCs will be the essential
operating and capital costs (see table 2) that will ensure staff availability and suitable working conditions to
achieve the PBCs. Eligible expenses will be incurred directly by the project, and they will not support government
budget lines. Staff allowances are supported in principle by the current civil service legal framework (Legislative
Decree No. 112 with additional flexibility provided by lifting the ceilings on the allowances until December 2024,
as per Article 115 of the 2022 annual Budget Law. Furthermore, eligible expenditures will be incremental to
government spending. They will be transitional in nature, and they will not replace current government
spending in any form. The project will provide a six-month advance to meet the funding needs for these
expenditures. In addition to the PBCs, there will be financing for technical assistance consultancies, essential
training and capacity building, and information and communication technologies {ICT) equipment for PFM
functions. The project will also include funding for solar energy. However, the government may explore grant
financing for the solar component if resources become available from donorsin a timely manner in response to
project implementation needs. This approach applies to all project components where funding for solar energy
is envisaged. A PFM and Payroll Assessment (P180151) has informed the design of these activities.

23. The project will include retroactive financing. This financing will have a ceiling of USS$2 million for eligible
expenditures made on or after November 01, 2023 and up to signing dates. This will include procurable
expenditures that comply with the World Bank’s procurement and anti-corruption guidelines. The government
has adequate internal controls in place to ensure that these expenses are incurred efficiently, effectively, and
for the intended purposes.

Table 1: Performance-Based Conditions

Result Area Performance Based Conditiens Subcomponent(s]
Improved DRM PBC #1 a. Increase in the number of tax declarations and the audits of large | 1.1
functions taxpayers (of iIncome tax and VAT}.
PBC #1 b. Increase in the number of risk-based desk and premises post
clearance audits for port of Beirut customs. 1.2
| Timely budgeting PBC #2. Timely submission to the Council of Ministers (ColM), of a budget | 2.1
(Timely budget consultations, preparation and submission and a
preparation process closely linked to the macro fiscal framework}.
Improved availability PBC #3 a. Timely completion and publication of annual audited financial | 2.2 and 3.1
of fiscal and financial reports (timely financial reporting and tFimely audit report{s} published]}.
performance
information PBC #3 b. Eiscal Performance Report published {quarterly, mid-yearand end | 2.2
of fiscal yvear reports).
Enhanced efficiency in PBC #4. Timely review of supplier and pension payrment docurnentation. 23
paynment processing
Enhanced integrity in PBC #5. Regular payroll audits. 3.1
payroll

15 hitps://www.cib.gov.lb/ar/node/2005)
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Table 2: Eligible Expenditures Associated with PBCs

Type of Expenditure

Rationale

Allowances for key staff in Implementing Ministries,
Departments and Agencies (MDAs) directly
responsible for achieving the PBCs.

Salaries have deteriorated to the extent that even the
recent increase in salaries is insufficient to cover
transportation costs. This has reduced staff
attendance. Regular attendance is essential to
restoring basic PFM functions, as well as to preparing
the recovery. The incentive will be sufficient to
improve the current levels of attendance — and to
provide an Incentive for staff to achieve results.

Contracted personne! hired from the market to
undertake specific urgent and critical activities.

Due to the detertoration in public sector wages, the
public sector is facing staff attrition and key positions
remain vacant. There Is currently a staffing freeze,
and the government has no fiscal space to fill the
vacancies.

The project will provide funds to hire contracted
personnel for a Hmited period and for specific
activities, for instance, to clear the significant backlog
of work that is critical for advancing current reforms.
These expenditures are less than 5 percent of the PBC
funding allocation. They will not be retained for
longer periods as substitutes to civil servants.

IT equipment and refated IT consumables for end
users responsible for achieving results.

User [T needs to achieve results, such as laptops,
printers and scanners, will be included.

24, The project includes the following four components:

Component 1: Stabilizing Revenue Administration in Domestic Revenue Mobilization (US$14.1 million: loan uss
10.6 million and grant USS$ 3.5 million)

25. This component aims at providing essential support to critical revenue functions, which is a pre-condition to
increasing the collection of tax and non-tax revenues. This component will receive funding upon the
achievement of PBC # 1a and PBC #1b. The component will fund technical assistance, training, and essential
revenue IT system maintenance and upgrades. Additionally, funding will be provided to install solar panels (at a

cost of approximately US$1 million) for electricity generation in the buildings of these agencies as required.

Subcomponent 1.1: Strengthening Large Taxpayer Office and a Taskforce for Large Debts (US$5.2 million: loan UsS5.2

million and grant USS0)

26. The aim of the subcomponent is to enhance tax compliance. Operational support will be provided to re-launch
the Large Taxpayer Office (LTO) under new eligibility criteria, including the administration of income tax and
VAT functions for large taxpayers. Currently, the Income Tax and VAT Directorates are running a pilot for
integration of their functions for the administration of income tax and VAT for large taxpayers. Support to the
LTO will include operationalization of a task force targeting for prioritized collection of large tax arrears.
Operational support will be provided to implement a compliance improvement plan to drive the compliance
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agenda further, including support to the timely filing of declarations and payment of taxes by large taxpayers,
as well as the conducting of market surveys to identify taxpayers required to register. The government will
establish a critical functions workforce to carry out these tasks. Operational support under this subcomponent
will consist of allowances to staff, end user IT and temporary IT staff. It will be funded upon the achievement of
PBC# 1a. Additionally, funding will be provided for training and capacity building for critical staff. The project
will also fund taxpayer education training that will facilitate better voluntary compliance.

Subcomponent 1.2 Restoring Basic functions of Customs (US51.9 million: loan US$1.9 million and grant Usso)

27. The project will support the implementation of the existing Customs Law through training and capacity
building. This will help to ensure basic functioning of the customs administration, as well as alignment with
international obligations, notably, the Trade Facilitation Agreement (TFA), the Revised Kyoto Convention (RKC),
and the World Customs Organization (WCO) Safe Framework of Standards (SAFE). This also entails adjusting the
“customs dollar” {the preferential rate currently applied to imports) to the market rate, which is a policy decision
of the government. Customs will complete the transfer of staff from non-critical to revenue-critical positions to
carry out core functions. The project will provide operational support to the team by way of allowances and
end-user IT equipment upon the achievement of the PBC #1b. A local domestic revenue mobilization
coordinator will be supported for day-to-day coordination with the VAT, Revenue Directorate, and the Customs
authorities. Additionally, the coordinator will support the international expert hired under the French
Development Agency {(Agence Francaise de Développement) (AFD), in providing advisory services for the
preparation of the Customs Strategic Plan, including a new organization and governance model.

Subcomponent 1.3: Restoring Revenue Management ICT systems (USS7 million: loan US$3.5 million and grant
US$3.5 million)

28. The subcomponent will provide support to maintain and undertake critical upgrades to the hardware,
software, and ICT capacity of the tax and customs ICT systems. Experts will be hired for software enhancements
(including developing the e-filling and e-declarations systems, VAT module upgrade, implementation of
additional IT modules at Customs such as risk management, and so on). The IT experts will also document the
IT source code of the existing platforms to facilitate system maintenance, as well as to provide training to
existing staff where needed to maintain the upgraded systems. Support also includes the renewal of critical
software licenses to revenue platforms and the renewal of the ASYCUDA support contract with UNCTAD for an
additional three years. In addition, it will entail support to integrate revenue and custom systems to enhance
data sharing for critical decision making and enhancing the review functions.

Component 1: Classification of Activities

Category Activity :

Urgent for restoration ® Activities to enhance tax declarations and collections.
Critical IT maintenance and enhancements.
Operationalize the LTO and Large Debtor task force.
Conduct risk-based, post-clearance customs audits.
Capacity building to implement the existing Customs Law.

Foundations for  medium-term [ ¢ Operational support to task force and the Large Debtor Unit.
recovery - * Prepare Customs Strategic Plan.

Support  to IMF___ Staff-Level | Implementation support for revenue policies included in the SLA under
Agreements {SLAs) consideration.
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Component 2: Restoring Fiscal Controls (USS 12.4 million: loan US$10.4 million; grant US$ 2 million}

29. The objective of the proposed component is to reestablish the critical pillars for allocating and utilizing
resources to meet urgent needs, as well as to set the foundation for recovery. The proposed activities under
this component will be funded upon the completion of the targets under PBC #2, PBC #3a, PBC #3b and PBC #4.
In addition, the proposed component provides technical assistance, training and ICT equipment in budget
preparation areas, including procurement planning, and fiscal and financial reporting. Furthermore, funding will
be provided to install solar panels for electricity generation (at a cost of approximately USS1 million) in the
buildings of these departments and agencies as required. The component supports the following
subcomponents:

Subcomponent 2.1: Strengthening Budget Preparation (US2.1 million: loan US$2.1 million; grant Usso)

30. The subcomponent will support the resumption of a budget preparation process with the aim of facilitating
a timely and balanced annual budget, underpinned by a sound macro-fiscal framework supporting crisis
response and recovery. The subcomponent will provide operational funding to support this process upon the
completion of PBC #2. Operational support under this subcomponent will consist of primarily allowances to staff
and end user IT. The subcomponent will support a local budget expert to provide regular on-the-job training
and complement the work of an international budget expert (funded from the LLF BETF). The local budget
expert will advise about credible budgeting in the current context, supported by enhancements to the budgeting
methodologies, including a fiscal risk analysis and budget policy statement as a basis for deliberation of the
budget. Additionally, funding will be provided to a local macro-fiscal expert for on-the-job training to
complement the work of the international non-resident macro-fiscal expert funded by the AFD in updating the
macro-fiscal framework and preparing budget ceilings. The proposed project will fund technical assistance and
awareness-raising activities to implement a communications campaign. It will be used to create awareness
among political stakeholders, especially the Council of Ministers, regarding the fiscal consequences of their
policy decisions. The proposed subcomponent will set the foundations for gender-responsive and climate-
sensitive budgeting. This proposed project will establish processes (during budget preparation) that will enable
a closer link between the National Commission for Lebanese Women’s {NCLW) strategic gender objectives
(currently in the process of being updated with a new strategy) and national budget allocations. The planned
Gender Impact Assessment to be carried out by technical experts from the Mashreq Gender Facility {(MGF) in
Lebanon will further inform budget decisions. The project will enhance the visibility of gender-related issues and
budget needs in the form of a publishable gender annex to be included in the overall budget report that will be
submitted to Parliament. A similar annex will be prepared to mainstream climate priorities into budgetary
processes. Furthermore, the Ministry will institutionalize by setting up procedures to scale up project-based
consultations and feedback/complaint management processes already outlined in the SEP and building capacity,
the public consultation mechanism and the public feedback/complaint management mechanism for the budget
cycle. Consultations for budget preparation will be convened online and in-person to include diverse
representation and perspectives, and a summary consultation report outlining feedback received and
government response will be prepared in conjunction with the Executive’s Budget Proposal. The
feedback/complaint management mechanism will receive, process and respond to feedback provided on an
ongoing basis throughout the budget process. Finally, internal action plans will be prepared on an iterative basis
to manage and implement public feedback received through the budget consultation and feedback mechanism.
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Subcomponent 2.2: Regularizing Fiscal Reporting (US$2.1 million: loan US$2.1 million; grant USS0)

31. The subcomponent will regularize the generation of budget execution reports, annual financial statements,
and bank reconciliations that are essential for closely monitoring budget execution and fiscal risks. Upon the
completion of PBC #3b and some of the milestones of PBC #3a, this subcomponent will provide operational
support in terms of allowances and end-user IT equipment. Technical assistance will be provided to develop
dashboards with key fiscal information and trends for decision makers. This information will then be
disseminated to citizens. Government will reduce the number of bank accounts related to ministries outside the
Treasury Bank Account (TBA)*).”” This will help to enhance the efficiency of bank reconciliations and improve
the reporting function.

Subcomponent 2.3. Maintaining Timely Payments (US$2.2 million: loan US$2.2 million; grant usso)

32. This subcomponent supports the maintenance of an efficient payment review function. In this regard,
operational support in terms of allowances and end-user IT equipment is provided upon the completion of the
PBC #4. The subcomponent supports the timely review of suppliers’ payment documentation, as well as the
timely preparation, review and updates of pension files.

Subcomponent 2.4 Restoring Cross-cutting ICT Functionalities (US$6 million: loan US$4 million; grant USS$2 million)

33. The subcomponent will replace urgent hardware, software and licenses that provide cross-cutting support to
expenditure management. This includes support for the replacement of the main hardware (including computer
servers, storage devices, routers, and switches) and software utilities, as well as the renewal of critical software
licenses that provide cross-cutting support to expenditure management systems (the payroll platform, for
example) and revenue platforms. Additionally, the IT support function will also be strengthened with additional
IT consultants to document the current system; manage data migration from current to new hardware; train
end users; fix glitches; and carry out minor updates to the current software, other system developments, and
soon. In addition, a business process review, a post implementation review and a medium-term IT strategy for
the MGE will be conducted to provide the Ministry with a way forward, including a vision for future IT platforMs
for the Ministry.

Companent 2: Classification of Activities
Category Activity ]
Urgent for restoration - A balanced budget aligned with the macro framework and
priority crisis response actions.
Urgent IT restoration.
Timely fiscal reporting.
“A budget aligned with priorities for recovery;
A business process review. ~
ICT Strategy.
. New'software.

Foundations . for medium
term recovery ]

Support to IMF Staff-Level Timely budget approval.
Agreemenis

16 TBA includes several bank accounts under account no. 36
17 TBA includes several bank accounts under account no. 36
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Component 3: Revitalizing Oversight and Accountability Institutions and Procurement Capacity Building (USD$5 million:
loan USS$5 million; grant US$ 0)

34. Oversight and accountability organizations have a large role to play in creating an accountability culture in
public finances and, more broadly, across the Lebanese government. This component aims to support the
Court of Accounts (CoA), the Central Inspection (Cl) and the Public Procurement Authority 8 in, their role of
oversight, audit, and building capacity . It also aims to expand their engagement with the citizens. In addition,
the component will support the Institute of Finance (loF) in providing capacity building and awareness of the
application of the public procurement law. The proposed activities under this subcomponent will be funded
upon the completion of the targets under PBC #3a and PBC #5. Additionally, technical assistance, training, and
IT enhancements will be funded. Finally, funding will be provided to install solar panels in the buildings of these
agencies, as required for electricity generation (at a cost of approximately US$0.8 million).

Subcomponent 3.1 Increase Capacity to Oversight and Accountability Institutions (US$4.5 million: loan US$4.5 million;
grant USS0)

35. In the short term, support will be provided to strengthen the capacity of the CoA and CI in performing some
of their core functions. This includes operational support to the CoA’ for allowances, end-user equipment and
temporary audit teams, if needed to expedite the clearance of the backlog of statutory audits {to connect the
accountability chain to current issues), as well as to maintain timely audits thereafter, upon the completion of
PBCH#3a. Further technical assistance in terms of methodology and capacity building will be provided to carry
out audits of automated environments. The subcomponent will also support citizen engagement activities vis-
3-vis audit recommendations by funding awareness-raising activities and the generation of citizen-friendly
reports. Female participation in citizen engagement activities will be tracked and encouraged. To support Clin
carrying out in-depth payroll audits, operational support in terms of incentives and end-user IT support will be
provided upon the completion of PBC#5. The Cl’s capacity to conduct payroll audits will also be strengthened
through training, especially on-the-job training. To address the limitations in data access and the timely
availability of information for the CoA and Cl to carry out their audits and inspections, connectivity platforms
will be established under the subcomponent for the requisite interface with the auditees, such as with MoF,
local municipalities, and so on. To increase audit and inspection efficiencies and effectiveness, the provision of
ICT equipment and audit/inspection software will also bes supported by this subcomponent.

Subcomponent 3.2 Procurement Certification Programs and Training (US$0.5 million: loan USS0.5 million; grant Usso)

36. The proposed initiative will support the establishment of a certification program in public procurement. This
will include the design of a professionalization framework for public procurement practitioners with
competency clusters covering planning to contract management, as well as ethics and anticorruption. The
framework will be subject to consultations with stakeholders to: (a) design the mechanism, (b} identify actors

18 Any other public procurement institutions for oversight established in the future may also be included, such as the procurement
Complaint Authority.
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for delivery and (c) other arrangements for execution. Professionalization process will integrate the extended
training proposed under this subcomponent®, that ranges from on-the-job training, to online training
supported by a learning management system, and specialized training covering the following topics: 1)
procurement planning; 2) standard procurement documents; 3) contract management; 4) building the capacity
of the CoA, Ci and State Council; 5) e-procurement; 6) risks of corruption and mitigating measures; 7)
procurement techniques ensuring that sustaina bility is respected through access to public bidding by smalland
medium enterprises (SMEs) and women-owned enterprises, including training and awareness of gender-
sensitive public procurement implementation decrees pla nned under the MGF?%; 8) supporting the environment
and social integration in procurement through green procurement; and 9) framework agreements. In addition,
the project will raise awareness among private sector contractors/suppliers/consultants about public
procurement opportunities and enhance their access to public procurement. Communication and citizen
engagement will be an integral part of the capacity building, including the development of technical tools, such
as guides and notes on procurement techniques for effective planning, market analysis, integration in the
budget cycle, and innovative procurement approaches as an economic enabler. IT equipment, office supplies,
and software for the operations and for training shall also be supported.

Component 3: Classification of Activities

Category, ' Activity

Urgent for restoration e Regularize audit reports.

e Payroll audits to enhance credibility of the payroll.
Foundations for medium- | e Follow up and greater transparency concerning
termrecovery . audit récommendations. :

e Datassharing IT platforms.

° Prqéurement training.

Component 4: Project Management (US$2.5 million: loan US$2.5 million; grant USS$ 0)

37. This component will support the management, coordination, communications and monitoring and evaluation
(M&E) for project activities. The component will fund the maintenance of a Project Coordination Unit (PCU)
under the Ministry of Finance. The PCU will be staffed with a full-time project coordinator, fiduciary specialists
and a monitoring and evaluation specialist. In addition, a part-time Environmental and Social (E&S) Specialist
will be assigned to manage the E&S requirements during the project. Also, communication expertise will be
contracted or assigned as needed. Project management staff salaries, allowances, training, and basic facilities
for managing the project will be funded under this component. In addition, the component will fund the cost
of an independent verification agent to verify the PBCs.

Cohponent 5: Contingent Emergency Response Component - CERC (USS$ 0)

19 Trainings shall be monitored against different considerations such as gender, environment, social, economic dimension, etc.

20 Gender and procurement consultations highlighted direct relevance of procurement policies in overcoming barriers in women'’s participation. As
such, there are plans to study the market to assess feasibility and inform policies related to women-owned enterprises in the future.
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38. This component will support the provision of an immediate response to an Eligible Crisis or Emergency?, as
needed. It will be considered in the case of a relevant emergency event. In light of the overall political and
economic situation in Lebanon, the project will contribute to providing an immediate and effective response in
the event of an eligible emergency or crisis that affects the public or financial sector. in the event that the CERC
is activated, a CERC Operations Manual will be prepared during project implementation to govern the operation
of the component.

C. Project Beneficiaries

39. The primary beneficiaries are the participating government entities and their staff; secondary beneficiaries
are the citizens of Lebanon, who will benefit from the activities related to restoring and recovering core public
financial management functions. This includes the MoF (including the IOF), the Court of Accounts, Central
Inspection, and procurement institutions and their relevant staff. institutional benefits will accrue from the
resumption of core processes, for example, the preparation of an annual budget, the implementation of the
customs law, and the upgrading of IT systems to resolve issues of attrition and absenteeism. Civil servants will
directly benefit from training and capacity building, as well as improved productivity resulting from institutional
improvements. Improvements to PFM that will support the restoration of public services and prepare the
ground for sustainable recovery will ultimately benefit the people of Lebanon. These groups will benefit from
improved public service delivery resulting from improved management and the more efficient allocation and
use of public resources.

D. Results Chain
40. The proposed project will yield development results by restoring critical public financial management
functions. The causal effects depicted in the results chain in table 3 outline how these urgent and critical
initiatives to restore domestic revenue mobilization, expenditure management and oversight of public finances
will contribute to economic recovery. Recovery would be driven by an increase in fiscal space, the strategic
allocation of resources, improved fiscal discipline, greater transparency and accountability of public finances
and improved service delivery.

Table 3: Theory of Change

21 An Eligible Crisis or Emergency is defined as an event that has caused, or is likely to imminently cause, a major adverse economic and/or social
impact associated with natural or man-made crises or disasters
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E. Rationale for Bank Involvement and Role of Partners

41. Fiscal accountability remains a critical agenda item in Lebanon, and there is an expectation by the client and
the development partners regarding World Bank support for PFM reforms. The project is aligned with
Lebanon’s Reform, Recovery and Reconstruction Framework (3RF). The 3RF is a platform designed to respond

e,
AT
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42,

to Lebanon’s national reform challenges. It is conducted in partnership between the Government of Lebanon,
civil society, and the international community. The 3RF features a Civil Service and Pu blic Administration Reform
Working Group, which includes two strategic priorities that the project largely covers: (i) public financial
management and public procurement; and (i) anticorruption, integrity, and transparency.

There are several active development partners, such as the European Union (EU), the IMF, and the United
Nations Development Program {UNDP) in the PFM and public sector space; thus, development partner
coordination will be key to avoiding duplication of efforts. However, except for the National Public
Procurement Action Plan/ Strategy (2022), the government does not have any master reform plans that can act
as a tool for development partner coordination. In addition, it does it have the capacity to embark on such an
exercise in the current context. Therefore, a concerted effort will be made in this project to enhance information
sharing and coordination with other development partners. The PCU under the MoF is envisioned as the
facilitator of periodic development partner coordination meetings to communicate project progress, as well as
to provide a platform for development partner engagement. In addition to this project-specific coordination
effort, under the 3RF process, the Working Group on Anticorruption, PFM, Civil Service and Public
Administration Reform serves as a forum for coordination among international partners, government
ministries/agencies and civil society. The 3RF Working Groups recently renewed their focus on reforms. As such,
they will serve e as a consultative forum for debating, promoting and supporting critical reforms, including the
reforms supported by this project.

F. Lessons Learned and Reflected in the Project Design

43.

44.

implementing reforms in a crisis setting calls for innovative approaches. In the context of this severe crisis,
where civil servants have very irregular attendance and where there are serious staffing gaps, traditional
technical assistance efforts by development partners rarely translate into actual reforms on the ground.
Prerequisites to train staff are not present due to absenteeism, and reform recommendations are generally
shelved due to several factors, including a lack of leadership, fiscal constraints, and a lack of staff. As a result,
reform actions are slow and close to non-existent. Taking this into consideration, the technical assistance will
be coupled with operational funding to improve staff attendance, given that this is one the key bottlenecks for
reform implementation during this crisis. The project will go-a step-further and tie in the operational funding
with results, for an added incentive. The World Bank has deployed similar support in other countries that faced
severe capacity constraints similar to those in Lebanon. The common features of these initiatives include: (1)
the recognition that immediate and temporary, staff-related support is needed at a time of severe capacity
constraints before any reform can be effectively undertaken; and (2) the need for a parallel focus on an exit
strategy, which comes in the form of support to sustainable reforms.

Windows of opportunity are important for reforms, and, at times, fiscal pressures can create this window. A
conducive environment with an appropriate commitment from the top is essential for PFM reforms to be
successful. At this time of crisis, with severe fiscal pressures, .there is renewed interest in PFM reforms from the
new leadership in the MoF and other heads of agencies. The project aims to seize this opportunity, focus on
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restoring the most urgent functions, and implementing basic reforms?? as an effective and appropriate response
to the crisis and fragile institutional context of the country. This aligns with recent lessons that PFM reforms
should be problem-driven and focus on priority functions. 2 Part of this process includes the identification of
why certain bottlenecks exist and making informed decisions about which instrument to use. Accordingly, part
of the project will be supported by the PBCs to foster an interest in results.

45. One of the important lessons learned in previous World Bank-financed projects on public financial
management in Lebanon, mainly the Fiscal Management Reform 2 project (FMR2- P133226), is that
compartmentalized projects with limited cross-directorate or cross-ministerial involvement have the best
potential for success. Hence, the proposed project will clearly identify the activities for each of the directorates,
along with the PBCs. World Bank-financed projects further highlight that a project is more effective with fewer
components and with more realistic targets and objectives. Hence, the proposed project’s objectives are
narrowly focused on addressing the most critical bottlenecks related to the ongoing crisis. The objectives have
been carefully developed and agreed with the government, with due consideration to the real immediate and
short-term needs that are achievable given the current constraints.

Ill. IMPLEMENTATION ARRANGEMENTS

A. Institutional and Implementation Arrangements

46. The PCU under the MoF will be responsible for project coordination and liaising with the departments that
implement the project. The PCU will include a full-time Project Director and other full-time and part-time
project staff. The decision by the MoF to establish a PCU will be an effectiveness condition and the staffing of
the PCU will be a dated covenant {within 2 months of effectiveness) for the loan. The MoF will be responsible
for the coordination of grant activities if the loan is not effective when grant funded activities are being
implemented. MoF will assign within 1 months of effectiveness, existing staff on part time basis to a ‘project
team’ for project coordination and other functions similar to the PCU. The project will have a multi-stakeholder
Project Steering Committee within 3 months of effectiveness, that the MoF will convene periodically established
within 60 days of project effectiveness and maintained throughout. It will consist of the heads of relevant
agencies to discuss cross-cutting areas. The project will also have periodic development partner forums. These
will serve as an information-sharing platform to enhance development partner coordination. An independent

22 For example, this could include targeting easy-to-collect and/or high-yielding taxes, simplifying organizational structures for
revenues; gaining control of the annual budget; implementing basic controls for budget execution; and consolidating cash resources
in accordance with the International Monetary Fund (IMF). “Building Fiscal Capacity in Fragile States.” IMF Policy Paper. No. 31.
June. (Washington, DC: International Monetary Fund, 2017).

2 \erena Maria Fritz, Marinus Verhoeven, and Ambra Avenia. “Political Economy of Public Financial Management Reforms:
Experiences and Implications for Dialogue and Operational Engagement.” Working Paper. {Washington, D.C.: World Bank Group,

2017). hitps://documentsl.worldbank.org/curated/en/5962815 10894572778/pdf/121436-REVISED-PUBLIC-PE-of-PFM-Reforms-
Report-Web.pdf.

e
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verification agent will also be hired by the project within 90 days of project effectiveness, to independently
verify the PBCs. A robust internal control process will be followed for all project payments, and these will be
reflected in the grant manual and project operations manual (POM) 24 - a condition for effectiveness of the grant
and loan respectively. A thorough identification process will be followed for the payment of staff allowances,
including a verification process by the external auditors, who will check the authenticity of the information and
track the payments to the beneficiaries. The project will follow the direct payment method for large payments.
A phone line will be maintained to receive any complaints, and this will be incorporated in a broader grievance
redressal mechanism for the project. Additionally, an advisory committee consisting of relevant external
stakeholders, such as civil society organizations and academia, will be formed to discuss project progress and
obtain feedback.

B. Results Monitoring and Evaluation Arrangements

47. Project M&E will be measured and monitored in accordance with the PDO and intermediate indicators of the
results framework. The results framework provides indicators that are assessed under each component,
including baselines and details concerning the reference data, target values, and frequency of data collection,
as well as source and methodology. The PBCs will be verified in accordance with the PBC results verification
protocol by an independent verification agent (IVA), which will be a reputable consultancy firm hired by the
PCU. For its part, the PCU will be responsible for the overall coordination with institutions/agencies for the
monitoring of the results framework and reporting to the Steering Committee. The PCU’s M&E Officer will
coordinate with responsible staff from the MoF to collect the relevant data; provide analysis; lead the
preparation of implementation reports on a semi-annual basis; and establish and maintain and online
dashboard, which will be accessible to key stakeholders. Finally, the MoF will prepare grant and project
operations manuals that will include details about results indicators, data collection methodologies, and
institutional arrangements for data collection and reporting.

C. Sustainability

48. The sustainability of the project is based on the participation and commitment of the government, alignment
with government priorities, and a project design that focuses on building systems and institutional capacity.
First, ownership of the project has been developed by extensive consultations with counterparts during project
preparation. Second, the project aligns with the 3RF, as outlined above. Third, the project integrates
sustainability into the components, including strengthening DRM for greater fiscal sustainability, and promoting
sustainable planning, budget allocations, and expenditures. Fourth, sustainability will also be achieved through
capacity building.

IV. PROJECT APPRAISAL SUMMARY
A. Technical, Economic and Financial Analysis

50. There is a strong link between institutions (and trust in them) and growth, which is also associated with a
development dividend . The deterioration of public institutions in the current crisis context is expected to further....

24 | FF Grant may become available before the IBRD Loan. As such, in order to ensure timely implementation of the LFF grant, a separate grant
manual will be prepared for the LFF Grant. The said Grant Manual will be incorporated in the POM in due course.
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51,

52.

53

reduce already low levels of institutional quality and trust in authorities (that is, vertical trust). There is also
evidence that once institutional quality and vertical trust are lost, they are difficult to rebuild. Also, a loss in
vertical trust further contributes to a decline in social capital (that is, horizontal trust). This makes a compelling
case for preserving and building vertical trust and institutional guality, as the costs associated with a further
deterioration in trust could be very high. Vertical trust and institutional quality can be increased by
strengthening the effectiveness and reliability of the public administration, the efficiency of public service
delivery, as well as the transparency and accountability of public institutions and policies. The project-supported
PFM reforms and the strengthening of oversight institutions are expected to support core public services. As
such, it will contribute to improved institutional quality and vertical trust, which is expected to positively impact
growth. If critical IT systems are allowed to fail, there is also the risk of losing vital data and records forever, thus
preventing any accountability and audit trails.

The DRM reforms supported by the project are expected to help generate domestic revenue in the medium-
term, which is critical to help generating much-needed fiscal space that can be used for growth-enhancing
investments in human capital and infrastructure and/or debt reduction. To date, the LTO only deals with income
tax taxpayers. By revising the eligibility criteria for large taxpayers and also including VAT, it is expected that,
going forward, the will LTO will cover about 60 percent of all tax revenue, include the biggest employers in the
future. This would be in line with International Survey on Revenue Administration (ISORA) survey data that put
the median revenue share for LTO revenues for 161 countries at 58 percent in 2019.% The 90 largest debtors
account for a reported amount of Lebanese Pound (LBP) 1.146 billion (US$ 13 million) in VAT arrears®. Asthe
same debtors likely also own large pay as you earn (PAYE) tax amounts, there is a significant revenue potential
from increased compliance by these large debtors.

Restoring the basic functions of customs will lead to direct revenue potential. Customs in Lebanon, as in most
developing countries, has been a major contributor to customs duties, as well as other taxes and fees. In
Lebanon, apart from customs duties, Customs collects excise taxes, VAT on imports, container fees, protection
fees, yearly warehouse royalties, stamp fees, municipality fees, and car warehouse royalties, among others. The
customs contributions to revenue collection in Lebanon amounted to 2.8 percent of GDP (2018). In addition,
customs was a major contributor to the collection of VAT on imports, amounting to 2.8 percent of the GDP out
of the total VAT revenue collection of 4.6 percent of the GDP). Thus, restoring the basic functions of customs
will help to restore direct revenue potential.

The restoration of the automated processes and e-declarations of both taxes and customs will also bring
multiple payoffs. Both the tax and customs automation systems are at risk of failure. Therefore, the restoration
of the automated processes and e-declaration will support: (i) a reduction in the taxpayer compliance costs; (ii)
greater transparency; (iii) reduced interaction of taxpayers with tax officials, in turn, reducing the potential for

25 Results for the 2021 ISORA survey. The International Survey on Revenue Administration {ISORA) collects tax administration data from national or
federal tax administrations. It surveys tax administration operations and other characteristics based on common questions and definitions agreed by
four international organizations, including: the Inter-American Center of Tax Administrations (CIAT), the International Monetary Fund (IMF), the Intra-
European Organization of Tax Administrations (10TA), and the Organization for Economic Co-operation and Development (OECD).

% |MF, “Republic of Lebanon Short- and Medium-Term Actions for Stabilizing Revenue Administration.” Washington, DC: IMF, 2022)).
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corruption; and (iv) timely data availability to enhance risk assessment and compliance management and
facilitate informed decision making of tax administrations.

The reforms supported by the project, which also covers budget preparation, fiscal reporting, and payments,
are essential for the restoration of core government functions and public confidence in the legitimacy of state
structures. Supporting the timely approval of the annual government budget is critical to fiscal discipline,
reducing extrabudgetary spending, and establishing a mechanism for allocation of funds to address the crisis
and medium, term recovery. The project will also establish mechanisms for citizen engagement and improved
transparency in public spending which are essential to building trust with taxpayers and international partners
in order to increase government revenue. Improved efficiencies in the payment processes to third parties will
improve supplier confidence and increase engagement in government procurements, resulting in improved
services and a reduction in costs of services. Finally, improving efficiencies in pension payments will improve
the standard of living for pensioners by providing timely and predictable support.

Further rebuilding of citizens trust in public financial Institution will take place under the project by Improving
the capacity of oversight institutions. It will help to provide assurances that the work of the other supported
PFM agencies and departments is done in a transparent and accountable manner. Project will provide assistance
to help build and augment the capacity of the Court of Accounts and Central Inspection so that they can better
play their roles of assuring that Lebanon'’s financial accounts and payroll are accurate, up-to-date and free of
leakages and improve their outreach to citizens. Public procurement forms a core function of budget from
planning, preparation, execution and then evaluation of performance. A robust legal framework is a cornerstone
in procurement reforms and the government achieved a key milestone by introducing a new public procurement
law (244/2021), an update of procurement regulations in seventy years. To ensure implementation and
awareness of this new law, capacity will be built across the public sector and with potential contractors and
suppliers. Project hopes to build a floor under the loss of vertical trust and begin to rebuild citizen support for
core public administration functions.

Paris Alignment and Climate Change

56.

57.

The operation is aligned with the goals of the Paris Agreement on Climate Change in terms of both mitigation
and adaptation.

Assessment and reduction of mitigation and adaptation risks. Given the nature of the project activities —
restoring and recovering core public financial management functions — the risks from climate hazards are not
expected to have any material impact on the project, meaning that no measures to reduce adaptation risks are
needed. Also, the project is not expected to have a negative impact on the country’s low-GHG emissions
development pathway. The project does not finance any hard infrastructure, economic activities, or related
investments that could be affected by climate change in terms of physical or transition risks. Moreover, activities
in the public administration sector, which basically covers public financial management, are considered
universally aligned. The project supports the provisioh of IT hardware and software to support core PFM
functions. These are not expected to be large-scale systems, such as major data centers. Thus, it is expected
that there is a low level of risk that climate change could affect the IT equipment in the project area.
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58. The project will help Lebanon establish the foundational pre-conditions necessary to enabling climate-related
action. For example, some estimates show that the annual investment needs to unlock Lebanon’s mitigation
and adaptation potential amount to around US$1.2 billion for the next 10-15 years, which is a significant amount
for a relatively small country facing multiple crises.?” Therefore, recovering key public financial management
functions and restoring access to public finance will be pivotal steps in supporting Lebanon’s climate change
adaptation and mitigation agenda in the short, medium, and long term. Domestic revenue mobilization will be
foundational in creating the fiscal space for climate action. Also, the preparation of a reform-oriented budget
will be essential to embarking on a strategic allocation of resources for sequenced climate action.

59. The implementation of the Public Procurement Law (PPL) provides for environmental and social sustainability
considerations in its principles and articles. The PPL provisions are reflected in the standard procurement
documents (SPDs) as a second level of legislation. Technical specifications, terms of reference, evaluation
criteria, and contract implementation monitoring will ensure the alignment with the goals of the Paris
Agreement regarding both climate adaptation and mitigation. Training and communication are expected to
build the capacity of the practitioners, policy makers, and the private sector.

B. Fiduciary

(i) Financial Management

60. The project will be implemented following the World Bank rules and procedures governing financial
management. A financial management assessment was conducted for the MoF. Based on the results of the
assessment, the financial management risk rating, which is part of the overall fiduciary risk rating, is considered
Substantial {for details about risks and mitigating measures, refer to financial management annex). The financial
management function will be centralized in the PCU. If grant activities are ready to proceed before the PCU is
established and staffed, the Directorate General of Finance at the MoF has adequate capacity to manage the
FM activities of the grant. A project Designated Account (DA) will be opened at the Central Bank in US dollars
under the MoF in the name of the project. Funds will be channeled from the World Bank to the MoF treasury
account and then transferred to the DA. The grant financing will be disbursed strictly using the Direct Payment
{DP) method:As for the loan financing, both the DP and the DA will be available. The PCU will handle payments
and transfers from the DA to pay for eligible expenses. The PCU will prepare consolidated reports under the
project, including quarterly financial reports and yearly financial statements, which will be audited by an
external independent auditor through one single audit for the project. The Project Operation Manual and grants
manual, will be prepared with financial management chapters. An Independent Verification Agent (IVA) will also
be hired to verify the PBCs. The external auditor will verify the eligibility of the staff receiving the incentive
payment. A full-time project finance officer will be hired by the PCU to carry out these tasks.

(ii) Procurement

61. Procurement will be carried out in accordance with the World Bank Procurement Regulations for Investment
Project Financing Borrowers dated September 2023 (Procurement Regulations). The provisions of the

27 World Bank. “Designing and Operationalizing a Lebanon Green Investment Facility.” (Washington, DC: World Bank, 2022).

P
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Borrower’s Procurement Plan for the project (Procurement Plan) provided for under Section IV of the
Procurement Regulations will apply, as the same may be updated from time to time in agreement with the
World Bank. The borrower will also ensure that the project is carried out in accordance with the provisions of
the ”Guidelines on Preventing and Combating Fraud and Corruption in Projects Financed by International Bank
for Reconstruction and Development (IBRD) Loans and International Development Association (IDA) Credits and
Grants”, dated October 15, 2006, and revised as of July 1, 2016 (Anti-Corruption Guidelines). Considering the
nature of the expected procurement activities, the high perception of corruption, the deteriorating local
currency, market volatility and track record delays in procurement processing and contracting, the procurement
risk is rated as High. The project will be subject to a high-risk prior review threshold. To speed project
implementation, advance procurement processes may be used. Retroactive financing is made available for
eligible expenditures of up to one year prior to the date of signing of the Legal Agreement. As specified in Section
V (paragraph 5.1 and 5.2) of the applicable Procurement Regulations, the procurement procedures, including
advertising, shall be consistent with Sections |, Il and Il of the Procurement Regulations. In addition, contracts
that were procured prior to the signing of the Loan Agreement will be eligible for retroactive financing, if the
contract/supplier/consultant has explicitly agreed to comply with the relevant provisions of the World Bank’s
Anti-Corruption Guidelines, including the World Bank’s right to inspect and audit all accounts, records, and other
documents relating to the project that are required to be maintained pursuant to the Loan Agreement. A
preliminary procurement capacity assessment of the MoF revealed that the PCU requires a dedicated
procurement specialist.

C. Legal Operational Policies

Legal Operational Policies Triggared?
Projects on International Waterways OP 7.50 No
Projects in Disputed Area OP 7.60 No

D. Environmental and Social

62. The project has a “moderate” Environmental and Social risk classification. The-following Environmental and
Social Standards (ESSs) apply: ESS1,-ESS2, ESS3, ESS4 and ESS10. The client will prepare the following E&S
instruments, which will be cleared and disclosed by appraisal: the Preliminary Stakeholder Engagement Plan
(SEP), and the Environmental and Social Commitment Plan (ESCP). The remaining, relevant E&S instruments will
be prepared and disclosed three month after project effectiveness as per the ESCP. These will include: Labor
Management Procedures (LMP), and Occupational Health and Safety Plan (OHS), and the Waste Management
Plan (WMP). In addition, the SEP will be updated to reflect feedback from additional consultations conducted in
October 2023, as well as in line with the provisions of the ESCP. The implementing agency, the Ministry of
Finance, conducted stakeholder consultations with identified stakeholders as indicated in the SEP during June,
July and October 2023. The MoF will build on its existing grievance uptake channels to meet the ESS10
requirements, and it will ensure ongoing consultations according to the SEP. The MoF will also hire/appoint an
E&S specialist on a part-time basis two months after project effectiveness (and as part of the overail PCU
staffing) to ensure satisfactory implementation of the E&S instruments in line with the ESCP. The MoF will alse
compile all E&S updates and will submit those in quarterly progress reports in accordance with the ESCP.

/’ " T—
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Regarding potential solar panel investments, the environmental and social impacts and respective mitigation
measures are assessed in the relevant instruments, including the SEP, LMP, OHS and WMP plans.

V. GRIEVANCE REDRESS SERVICES

Grievance Redress. Communities and individuals who believe that they are adversely affected by a project supported
by the World Bank may submit complaints to project-level grievance mechanisms or to the Bank’s Grievance Redress
Service {GRS). These entities ensure that complaints received are promptly reviewed to address any project-related
concerns. Project-affected communities and individuals may submit their complaint to the Bank’s independent
Accountability Mechanism (AM) at any time after concerns have been brought directly to the attention of Bank
Management via the GRS, and after Management has been given an opportunity to respond. The AM houses the
Inspection Panel, which determines whether harm occurred, or could occur, as a result of Bank non-compliance with its
policies and procedures. Also, the Dispute Resolution Service provides communities and borrowers with the opportunity
to address complaints through dispute resolution. For information about how to submit complaints to the Bank’s GRS,
visit http://www.worldbank.org/GRS. For information about how to submit complaints to the Bank’s Accountability
Mechanism, visit https://accountability.worldbank.org.

V1. KEY RISKS

63. Overall (High). Lebanon is a high-risk environment for PFM reform. The overall residual risk to the project in
achieving its objectives over the project period is judged to be High, with five high-level risks: political and
governance, macroeconomic, stakeholder, institutional capacity and fiduciary. The main residual risks are: (1)
the government’s weak macroeconomic environment, which restricts its ability to ensure staff availability to
support project implementation. This results in weak capacity and a high risk to the implementation and
sustainability of the reforms; (2) the large number of stakeholders and the vested interests, which leads to a
lack of a common position and commitment to reforms; (3) an elevated perception of corruption; and (4) the
existence of multiple exchange rates amidst a deteriorating currency, as well as the lack of hard currency leading
for payment issues. Ensuring a high-level government commitment at the outset of project preparation will
require continuous stakeholder engagement; appropriate technical design with operational support
strengthened by the PBCs; and the inclusion of strong fiduciary and anticorruption measures. These are some
of the critical risk-mitigating measures.

64. Political and Governance risks (High). The high governance and political risks are inherent to Lebanon due to
the confessional governance system and related political uncertainty, which are beyond the project’s direct
control. The ongoing political deadlock in Parliament and delays in electing a new President and appointing a
new government have limited the Government’s overall ability to take expedient policy actions to address
current challenges. The high level of risk in these areas has the potential to negatively impact the restoration of
public services. However, the proposed project has strong ownership from the offices of the Prime Minister and
the Minister of Finance, as well as the heads of the agencies involved in the technical implementation of the
project. Project interventions are focused on the MoF and specific independent agencies. They are designed to
be implemented, even if the ongoing political stalemate continues during project implementation. Moreover,
project components have a strong linkage with the IMF program. However, the residual risk in this area remains
high.
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Macroeconomic Risks (High). In the absence of macroeconomic stabilization, the outlook for the Lebanese
economy remains bleak. The proposed project relies on government staff to implement project activities, given
that the project supports core PFM government functions. Due to the weak macroeconomic situation, the
government is unable to pay salaries at adequate levels to make it feasible for staff to attend work and
implement reforms. To mitigate this risk, the project will pay the required allowances for staff to attend work
and achieve the key deliverables. Comprehensive macroeconomic reforms are urgently needed to put the
Lebanese economy on a recovery track. An IMF program is seen by many as a critical part of a credible and
sustainable recovery strategy. The project will support the completion of some of the prior actions for the SLA
which, if leading to an IMF program, will be critical for restoring macro-financial stability. The project will further
create fiscal space by supporting DRM. Through the proposed ASA accompanying the project, the World Bank
is also planning to provide technical assistance to the government for devising credible budgets going forward,
with a realistic and unified exchange rate as a key parameter.

Sector Strategies and Policies {Substantial). In its Financial Recovery Plan for 2022, the government committed
to carrying out the necessary public sector reforms with regard to: (i) the public financial management legal
framework; (ii) the establishment of a Single Treasury account and improvements in cash management
practices; (iii) effective arrears management and control; (v) a strong phased fiscal adjustment, focused on
improving tax compliance and revenue; and (vi) the adoption of a public procurement law and its effective
implementation. The financial recovery plan also commits to transparent governance based on accountability,
with a particular focus on preventing and combating corruption, as one of the core reforms. Lebanon has also
started implementing the first national anti-corruption strategy (2020). More recently, in 2022, the government
endorsed the National Public Procurement Strategy and Action Plan. However, a comprehensive master plan
for the financial recovery pian’s implementation is not in place. Hence, it is important to ensure coordination
among the international community partners, governmental institutions and the various stakeholders to
provide effective sector aid support.

Technical Design (Substantial). The risk arises from the urgency and complexity of reforms, as well as the
volume of work involved. Another risk is sustainability and the ability to exit smoothly. Reintroducing practices
that have been neglected for years, at a time when there are high levels of absenteeism and staff turnover, is
risky. To mitigate this risk, the decision-making for and implementation of project activities will be aligned with
the existing institutional mandates of the respective implementing agencies involved in the project. Rewarding
the achievement of results and providing funding to facilitate staff attendance are some of the other key risk-
mitigating measures. Stopping further deterioration of PFM functions that can have a trickledown effect on all
government functions is the most urgent priority, even if an exit strategy is not immediately visible. However,
the medium-term focus of some of the activities is designed to improve sustainability.

Stakeholder {High). The risk stems from the number of stakeholders and vested interests concerned. The
reforms advocated under this project, especially those that address the root causes of the crisis, involve changes
that affect the interests of stakeholders. There will be win-lose situations, thus preventing the universal
acceptance of a common position. Understanding the relative power and influence of stakeholders will help to
reconcile their claims on the project. In this context, the political economy analysis that is taking place has
assisted in this endeavor and informed the project design. In addition, the lack of a development partner
coordination mechanism and overall masterplan for PFM support may result in duplication of efforts and

Dec 28, 2023 e Page 31 of 56



7= The World Bank
Fiscal Management Project (P181155)

o S o ol T T T © i s TS el T T L R e i B e £ U e g e L T P e S e A N L S AT

incoherent strategies. To mitigate stakeholder risks, the project will seek continuous engagement with all
stakeholders, as currently the government does not have the capacity to engage in an elaborate exercise of
preparing a PFM master plan. However, despite the stated mitigation measures, the residual risk associated
with stakeholders remains high.
69. Institutional Capacity for Implementation and Sustainability (High). The public services that the proposed
project is aiming to restore have been crippled due to staffing issues. Therefore, implementation capacity is
weak and can pose a high risk. Short-term capacity will be provided by the proposed project to mitigate this risk.
This will be achieved by supporting the government to fill gaps through temporary support, including temporary
financial support to critical staff who currently cannot afford to attend work. While addressing these urgent
capacity constraints through temporary measures to implement actions that are critical for the government’s
crisis response, the project will also focus on more medium- to long-term sustainability measures. Key
interventions that the project will support to enhance sustainability and facilitate recovery include, among
others, medium-term revenue and customs measures and strategic allocations of the budget for growth. .

70. Fiduciary Risks (High). The combined fiduciary risk is rated as high. The financial management risk rating is
substantial due to the overall situation in the country and the elevated perception of corruption, as well as the
many cross-cutting issues. These issues include: (i) the limited availability of public servants due to ongoing
strikes; (ii) the deterioration of the local currency; (iii) delays in transfers and payments due to the depletion of
hard currency at the Central Bank; and (iv) the limited capacities of public oversight institutions. The
procurement risk rating is high due to the instability of market availability, price fluctuations, and exchange rate
volatility. Regarding sustainability, contractors are looking to regional and international markets. Competition
is narrowed due to the survival of large firms and collapse of small enterprises. Lengthy procurement
transactions add to the lack of confidence in the public sector. Contractors are challenged due to the
dysfunctional banking sector and limited access to guarantees or loans for liquidity, if needed. The preparation
of the PoM, the hiring of fiduciary staff, the appointment of an independent verification agent and the
recruitment of project auditors will help to mitigate the risks and reduce the fiduciary risk ratings.

71. Environmental and Social (Moderate). The project does not involve infrastructure or major civil works. Overall,
the project is associated with positive social impacts.
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Monitoring & Evaluation Plan: PDO Indicators by PDO Outcomes

' Ouicome 1. Reveniie mobiliz:

Increase in the timely filing of tax declarations by large tax payers and increase in number of audits of large tax payers {of Income Tax and VAT)
(PBC#1a)

Increased timely filing of tax declarations by and increase in audits of large taxpayers (of Income Tax and VAT)

Description

Frequency Semiannual

Data source Progress reports submitted by MoF LTO

Methodology for Data MoF LTO will prepare this report in a summarized form supported by system generated reports and other evidence as
Collection required that will be specified in the PoM

Resporgsxblhty for Data PCU

Collection

Outcome2. Resources Allocation

Timely submission of the budget to the council of ministers (CoM) (PBC#2)

Description This indicator measures whether the draft budget was prepared on time after timely consultations and released by
the MoF to the CoM in a timely manner. It also measures if updated MTFF is in place to inform budget ceilings.

Frequency Semiannual
Duly certified up to date MTFF by the budget directorate, dated budget consultaton completion reports prepared by

Data source the budget directorate and draft budgets with 2 dated cover letters: {a) submitted to the Minister of Finance by the
Budget Directorate; and (b) submitted to the CoM by the Minister of Finance

Methosiology iopbats MoF Budget Directorate will submit the above documents to the PCU

Collection

Respon_snblll-ty for Data PCU

.-Collection

Outcome3. Accountability

Timely audit report published (PBC#3a)

Timely preparation of annual financial reports and timely preparation and publication of audit reports; timely follow

Description . ) . )
up of the impementation status of audit recommendations

Freguency Semiannual

signed unaudited annual financial statements (final accounts) by Public Accounting Directorate and Audit Reports that

Data source ) 9 i .
include inter alia the status of recommendations, published in CoA website

Methodology for Data signed final accounts which is an internal document until the finalizaton of the audit, will be shared by the Public
Collection Accounting Directorate and Audit Reports Published in CoA website

Responsibility for Data

PCU
Collection ¢

Monitoring & Evaluation Plan: Intermediate Results Indicators by Components

nit 1: Stabilizing révenue administration

Increase in the number of risk-based desk and premise post-clearance audits for Port of Belrut customs
(PBCH#ib)

Increased number of risk-based desk and premise post clearance audits for Beirut port customs

Description
clearance

/"'-——}-"‘w\_\
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Frequency Semi-annually

Written evidence of approval and adoption of the risk-based criteria; MoF Customs will prepare
periodically (as specified in the PoM), a summary progress report with the information required to
monitor this indicator and supported by relevant system generated reports and other evidence as
required that will be specified in the PoM

Data source

Duly approved and adopted risk-based criteria and progress reports submitted by implementing entity —

Methodology for Data Collecti
e ology for Data Collection P

Responsibility for Data Collection PCU

Improved interoperability of PFM IT platforms

Description The number of expenditure management systems that are connected to the revenue systems
Frequency Annally

Progress reports by the MoF IT department on the status of integration of the expenditure mgt systems

Data source i
such as budget, accounting and reporting, treasury and payroll with the tax and customs IT systems.

MoF IT department will provide periodic (as specified in the PoM) progress reports on the status of the

Methodology for Data Collection . )
i integration

Responsibility for Data Collection PCU

‘Component2: Restoring fiscal controls
Fiscal Performance Report published (PBC#Sb)

Description Fiscal Performance Report, issued by Treasury Directorate, is published
Frequency Semiannual
Data source Fiscal Reports published in MoF website

Methodology for Data Collection | Fiscal Reports published in MoF website
Responsibility for Data Collection | PCU

Timely review of supplier and pension payment documentation (PBC #4)
Time taken to review and take action on the payment documentation relating the third party supplier

Description payments, new pensioners and changes in pension beneficiaries, by the Directorate of Expenditure at the
MoF
Frequency -Annually

Progress reports submitted by implementing entity supported by system information — MOF Directorate
of Expenditure

Methodology for Data Collaction | Progress reports submitted by implementing entity — MOF Directorate of Expenditure

Responsibility for Data Collection | PCU '

Reduced Treasury advances

Data source

Description Reduced Treasury advances as a percentage of expenditures for the year
Frequency Annually
Data source Progress reports submitted by implementing entity - MOF Treasury directorate

Methodology for Data Collection Progress reports submitted by implementing entity — MOF Treasury directorate
Responsibility for Data Collection | PCU
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Reduced bank accounts outside of the main account 36

Description Reduced bank accounts outside of the main account 36
Freqguency -Annually
Data source Progress reports submitted by implementing entity — MOF treasury

Methodology for Data Collection Progress reports submitted by implementing entity - MOF treasury

Responsibility for Data Collection PCU
Enhanced Citizens engagement and transparency of budget information

Publication of a citizen feedback report on the Executive’s budget proposal supported by the preparation
of internal, recurrent action plans to address feedback received through budget consultations and the

D ipti
escription feedback mechanism. Budget transparency is further enhanced by reporting on the suport provided in
the budget to the climate and gender agendas and strategies of government.
Frequency Annually

Citizen consultation reports that categorizes and summarizes citizens feedback and government’s
responses to address the feedback

Budget Directorate in partnership with the Institute of Finance will prepare the budget consultation
reports

Responsibility for Data Collection PCU

Sub Indicator 1 of the above indicator: Enhanced Gender Information in budget documents

Description Improved visibility of gender related support embedded in the government budget

Freguency Annually

Gender based budgeting guidelines and the gender-related budget allocation annex in the budget report
that is submitted to parliament.

Methodology for Data Collection The gender budget guidelines and gender annex will be submitted by the MoF budget directorate
Responsibility for Data Collection PCU

Sub Indicator 2 of the above indicator: Enhanced climate information in budget documents

Description Improved visibility of climate related support embedded in the government budget

Data source

Methodology for Data Collection

Data source

Frequency Anually
Climate sensitive budgeting guidelines and the climate-related budget allocation annex in the budget
report that is submitted to parliament

Methodology for Data Collection | The climate budget guidelines and climate annex will be submitted by the MoF budget directorate
Responsibility for Data Collection pPCu

Data source

_ Component 3: F ing 6Versight and accountability institutions and procurement capacity building

Regular Payroll Audits published (PBCHS)

Description Regular Payroll Audits published
Frequency Annually
Data source Aggregate level payroll audit reports- published inCl website

Methodology for Data Collection Payroll Audit Reports- Cl website
Responsibility for Data Collection PCU

T
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Verification Protocol: Performance Based Conditions

1.A : Increase in the timely filing of tax declarations by large tax payers and increase in number of audits of large tax payers {of Income Tax and

VAT) (Text )
Formula Number of large taxpayers and the extent of their voluntary declarations; Number of large tax payers subject to audit
Description This measures the improvements in the identification of large tax payers, and their increased level of voluntary

compliance. It also audits to detect non-compliance.

Data source/ Agency

Progress reports submitted by implementing entity — MoF LTO

Verification Entity

IVA

Procedure

The IVA reviews the progress reports submitted by the implementing agency to assess the increase in the number of
large taxpayers and the improvements in the number of tax declarations. On-site visits will be undertaken to assess the
measures in place to identify large tax payers at the LTO.

1.B: Increased number of risk-based desk and premises post clearance audits for Beirut port customs clearance (Text )

Formula

MoF Approved risk based selection system adopted by Customs; Number of post-clearance audits conducted during the
period

Description

This measures the increase in the post-review audits conducted

Data source/ Agency

Written evidence of approval and adoption of the risk-based criteria; Progress reports submitted by implementing entity
—MoF Customs

Verification Entity

IVA

Procedure

The IVA will ascertain that a approved and adopted risk based criteria is ni place. IVA will also review the progress
reports and verify the details presented via a spot check of the post-clearance audit reports and other logs maintained
by the Customs. In addition, physical, in-person no-notice visits will be undertaken during the period to assess the
quality of the audits.

2 : Timely submission of the budget to the council of ministers (CoM) (Text )

Formula

Dates of actual finalzaton and submission will be verified using the following documents Duly signed up to date MTFF,
dated budget consultation completion reports and draft budget (a) submitted to the Minister; and (b) submitted to the
CoM; by MoF Budget Directorate

Description

This indicator measure whether the draft budget was prepared on time after timely consultations and released by the
MoF to the CoM in a timely manner. It also measures if an up to date MTFF is in place to inform budget ceilings.

Data source/ Agency

The documents above will be submitted by the MoF Budget Directorate

Verification Entity

IVA

Procedure

IVA reviews the dates of submission of the draft budgets and the availabiity of an updated MTFF . Any defays and
deviations will be noted in the IVA report.

3.A : Timely audit report published (Yes/No )

Date of certification of the annual financial reports (final accounts); Date of publication of audit report on the CoA

Formula ] I ] AL . R - -
website; availability of audit recommendation impementation status information in the audit report.
This indicator measures timely preparation of annual financial reports and timely preparation and publication of audit
n - reports; timely follow up of the impementation status of audit recommendations
Description

Data source/ Agency

Published audit reports and status of recommendations — CoA website; finalized and certified annual financial reports —
MoF Public Accounting Department

Verification Entity

IVA
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The IVA reviews the date of the audit report issuied, the publication dates, and the dates of certification of the annual
financial reports . Any delays will be noted in the IVA report.

3.B : Fiscal Performance Report published (Text )

Formula

Month of publication on the MoF website

Description

This indicator measures the timeliness of the fiscal performance report publication.

Data source/ Agency

Fiscal Reports published on the MoF website

Verification Entity

IVA

Procedure

The IVA reviews the dates that fiscal reports were published. The IVA will also check if the fiscal performance reports
follow the eagreed-upon template and the coverage. Any delays will be noted in the IVA report.

4 : Reduced time for reviews of Payment documents for third parties and pension payments (Text )

Formula

Average Time taken by the Directorate of Expenditure at the MoF, to review and take action on the payment
documentation relating the third party supplier payments, new pensioners and changes in pension beneficiaries,

Description

This indicator measures improvements in the average time takento review payment documentation each category of
payment monitored by the indicator — suppliers, pensioners

Data source/ Agency

Progress reports submitted by implementing entity — MOF Directorate of Expenditure.

Verification Entity

IVA

Procedure

The IVA will receive progress reports supported by system-generated reports on the time taken to review and and take
action payment documentation . The IVA will request additional verification documents as needed.

5 : Regular Payroll Audits completed and published {Text )

Formula

Alignment of audits with the audit plan; date of issue and publication of the payroll audit reports.

Description

This indicator measures if the payroll audits are comprehensive and done according to a plan pre-agreed with the Bank
at the start of the period.

Data source/ Agency

Payroll Audit Reports- Ci website

Verification Entity

IVA/CoA

Procedure

The IVA reviews the audit reports against the plan for alignment and checks the date of finalization and publication for
timeliness. Any deviations and/or delays will be noted in the IVA report.
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ANNEX 1: Implementation Arrangements and Support Plan

COUNTRY: Lebanese Republic
Fiscal Management Project

1. The Ministry of Finance (MoF), as the loan and grant recipient, is the project’s implementing agency. It will
oversee the implementation of all the project’s activities. The MoF will also have the primary responsibility for
ensuring that the World Bank’s guidelines and procedures are adhered to. To facilitate comprehensive and
continuous oversight, the MoF will establish a Project Coordination Unit (PCUL), financed by the loan proceeds. It
will have the primary responsibility for daily project implementation and coordination of activities under the
project’s components, as well as those carried out by other agencies (including the CoA, Ci, as well as the loF and
the Central Tender Board [CTB]).) Establishment of the PCU will be a loan effectiveness condition and staffing of
the PCU will be a dated covenant of the loan. If grant activities progress ahead of loan effectiveness, the
Directorate General of Finance at MoF will carry out all activities related to project coordination until the PCU is
established and staffed with loan funding. The directorate wiil form a ‘project team’ by 1 months from
effectiveness and assign existing staff on a part time basis to serve the team.

2. The PCU will be comprised of full-time, dedicated staff. A project manager will be serving as the key interlocutor
for the Bank’s Task Team Leaders, responsible for ensuring consistency between the beneficiary departments
within the ministry and other agencies. The project manager will be supported by a Financial Officer (FO), a
Procurement Officer (PO), a Project Assistant (PA) and other technical staff as needed. The ‘project-team’ for the
grant will replicate the same positions as the PCU. The FO and PO will be managing the daily financial management
and procurement activities of the project, and the PA will provide administrative support to the Project
Coordination Unit (PCU). Financial management and procurement arrangements are outlined in subsequent
sections.

3. The Ministry of Finance has built expertise and know-how in managing and executing similar PFM reform
projects, such as the Engineering Facilities Management information System (EFMIS) project, the Fiscal
Management Reform (FMR)2 project and others. This provided them with some knowledge and relevant
experience in implementing World Bank guidelines and procedures. The project will disburse upon achievement
of the PBCs, and it will also fund expenditures directly. The PCU will coordinate these activities in collaboration
with the Minister and Director General of the MoF, who will play a strategic guidance role.

4. The project will be implemented in a manner consistent with the government’s overall recovery and reform
efforts. The PCU will be overseen by the MoF and the Minister of Finance, who will be informed of progress
under the project on a regular basis and consulted as needed. The World Bank will have a supervisory and
implementation facilitation role. It will monitor the project’s deliverables, provide no-objection on the various
activities, and-engage with the MoF, CoA, Cl, CTB and IOF’s senior management, technical staff, PCU and hired
experts to advise on the implementation of the project in line with the recovery support and reform priorities.
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Two separate Operations Manuals will be prepared by MoF for the grant and the project as a whole. The two
manualsare effectiveness conditions of the grant and loan respectively. The manuals will describe the
arrangements, procedures, roles and responsibilities of all stakeholders. The manuals will be cleared by the Bank,
and will not be modified or amended without acquiring the approval of the Bank.

5. A Project Steering Committee (PSC) will be established and take responsibility for strategic policy and decision
making, as well as technical coordination across the departments and agencies. The PSC will be established no
later than 60 days from the date of effectiveness and maintained throughout the implementation of the project.
The PSC will be led by the Minister of Finance, or a person nominated by the Minister. and the PSC will be
comprised of the heads of relevant agencies and directorates. The PCU will act as the Secretariat of the PSC, and
it will provide all necessary updates required to facilitate the discussions. More details about the terms of
reference and other operational details will be provided in the PolMs.

6. An independent verification agent (IVA) will be appointed to verify the performance-based conditions. The
achievement of the PBCs will be verified by an IVA based on the verification protocols outlined in the POM. An
IVA will be appointed within 90 days of project effectiveness.

Procurement

7. Applicable Procurement Regulations. Procurement will be carried out in accordance with the World Bank
Procurement Regulations for Investment Project Financing for Borrowers dated September 2023 (Procurement
Regulations). The provisions of the Borrower’s Procurement Plan for the project (Procurement Plan)), provided
for under Section IV of the Procurement Regulations will apply, and the same may be updated from time to time
in agreement with the World Bank. The borrower will also ensure that the project is carried out in accordance
with the provisions of the ‘Guidelines on Preventing and Combating Fraud and Corruption in Projects Financed by
IBRD Loans and IDA Credits and Grants’, dated October 15, 2006, and revised in January 2011 and as of July 1,
2016 (Anti-Corruption Guidelines). In addition, the Project will require bidders/primary suppliers of solar-powered
cold-chains {and other material, as applicable) to provide two declarations: a Forced Labor Performance
Declaration (which covers past performance), and a Forced Labor Declaration (which covers future commitments
to prevent, monitor and report on any forced labor, cascading the requirements to their own sub-contractors and
suppliers). The Borrower will include enhanced language on forced labor in the procurement contracts as per
Bank’s Standard Procurement Documents.

8. Project Procurement Strategy for Development (PPSD). The procurement strategy is aimed at broadening the
social and employment benefits of the project, while also ensuring the quality of project execution. The Borrower
has developed the PPSD, and it will be updated as needed during project implementation.

9. Systematic Tracking of Exchanges in Procurement (STEP). The STEP is the World Bank’s online procurement
planning and tracking tool used to prepare, clear, and update Procurement Plans and conduct procurement
transactions, as referred to in Section V,'article 5.9 of the Procurement Regulations. The Procurement Plans for
the life of the project will be progressively developed by the implementing agency. Any contract not uploaded in
STEP, with award notification not being uploaded prior to the signing of contracts, will not be eligible for financing.
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In addition, procurement advertisements and contracts awards will also be published on the Public Procurement
Authority (PPA) portal.

10. Procurement Plan. An initial Procurement Plan is developed and cleared by the World Bank. It will be uploaded
in the Systematic Tracking of Exchanges in Procurement (STEP) as soon as it becomes available. The procurement
plan will be updated in STEP as needed.

11. Advance Procurement. To speed implementation, an advance procurement process may be used. These activities
include: (a) preparation of Terms of Reference (ToRs), (b) Preparation of expressions of interest, (c) identification
of qualified consultants, and (d) launching bidding when applicable up to the award of contracts.

12. Retroactive Financing. Retroactive financing is made available for eligible expenditures incurred by government
on or after November 01, 2023. As specified in Section V (paragraph 5.1 and 5.2) of the applicable Procurement
Regulations, if contracts are to be eligible for retroactive financing, the procurement procedures, including
advertising, shall be consistent with Sections |, Il and Ill of the Procurement Regulations. In addition, contracts
that were procured prior to the signing of the Loan Agreement will be eligible for retroactive financing, if the
contract/supplier/consultant has explicitly agreed to comply with the relevant provisions of the Worid Bank’s Anti-
Corruption Guidelines, including the World Bank’s right to inspect and audit all accounts, records, and other
documents relating to the project that are required to be maintained, pursuant to the Loan Agreement

13. Procurement Risk Rating and Prior Review Threshold. The procurement risk rating is high due to the instability
of market availability, price fluctuations, and exchange rate volatility. Regarding sustainability, contractors are
looking to regional and international markets. Competition is narrow due to the survival of large firms and the
collapse of small enterprises. Lengthy procurement transactions add to the lack of confidence in the public sector.
Contractors are challenged due to the dysfunctional banking sector and limited access to guarantees or loans for
liquidity, if needed. The project will be subject to the high prior review threshold.

14. Procurement Capacity Assessment: A preliminary assessment was carried out, and it was established that a full-
time procurement specialist is required for the PCU. The assessment will be updated two times per year.

Financial Management

15. The project will be implemented following the World Bank rules and procedures governing financial
management. The Ministry of Finance will be the implementing agency. Financial management functions will be
centralized at the Project Coordination Unit (PCU), which will be established under the MoF. The PCU will include
a full-time financia!l officer who will handle activities under the loan. The Directorate General of Finance at the
MoF has the capacity to manage grant funded activities, and if necessary, will aiso sign staff to manage direct
payment, reporting, and audit requirements under the grant in case the grant becomes effective before the ioan.
A financial management assessment was conducted for the MoF. Based on the results of the assessment, the
financial management risk rating, part of the overall fiduciary risk rating, is considered Substantial.

16. The following are the identified risks:
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- Overall, there is a high perception of corruption in the country due to the deteriorating socioeconomic situation.

- Although the MoF had previous experience in implementing Bank-financed projects, the heavy bureaucratic and
administrative processes may impede progress in project implementation.

- The use of a new instrument (IPF with PBCs) will necessitate additional support and guidance, as well as a stringent
verification process to ensure that the results will be achieved in a satisfactory manner.

- The continuous devaluation of the Lebanese Pound (LBP) against the US Dollar would impact the value of the
transfers made to local beneficiaries as payments from the DA in the Central Bank that are made in LBP.

- The project will include financing of recurrent costs through the payment of allowances to a selected number of
staff at the MoF. This will involve a substantial number of transactions, thus increasing the risk of divergence and
misuse of project funds.

- The MoF does not have an accounting system that complies with the Bank requirements in terms of recording the
daily project transactions, including the ability to produce periodical financial reports.

- The MoF’s rules and procedures for internal controls are institution specific. Thus, they do not adhere to Bank
project requirements.

- The country’s public oversight body, the Court of Accounts (CoA) has the mandate to audit all public funds,
however, currently the CoA has limitations in resources to audit the project’s financial statements in a timely and
comprehensive manner..

The following arrangements and measures will be implemented by the MoF to mitigate the financial management
risks. These measures will reduce the risk level from Substantial to Moderate.

Financial Management Arrangements

17. The MoF will establish a ring-fenced system based on Excel spreadsheets to record the daily transactions and
produce the quarterly financial reports. The basis of accounting will be the International Public Sector Accounting
Standards (IPSAS) cash basis PCU method. The PCU will be responsible for preparing the yearly budget for the
project, as well as for producing the quarterly interim Financial Reports (IFRs). These are to be submitted to the
Bank 45 days after the end of each quarter. The IFRs model and content will be agreed upon with the MoF.

18. Financial management procedures will be guided by the POMs. The POMs will be prepared by the PCU, and it
will include a detailed financial management chapter. Disbursements for the PBCs will be made upon the
verification by the IVA and the value of the PBCs. If the expenditures incurred are in excess of the PBC values, the
difference will need to be refunded by the MoF. The external auditors will also verify that the funds from the
achieved PBCs are paid to eligible beneficiaries and that they are based on the criteria agreed upon {(which will be
detailed in the POM of the loan). See table 4 below.

19. The criteria and process of selecting the eligible staff to receive the incentives, as well as the allowance ceiling
and other controls and monitoring process will be included in the POM of the loan, supported by a government
decree. The government decree will be either in force throughout Project implementation or it will be issued on
a yearly basis. The External Auditors will be verifying the eligible beneficiaries in accordance with the criteria set
in the POM, thus validating the system of control and monitoring put in plagiand confirming that all eligible

(1
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beneficiaries have received their allowances. The external auditors will also conduct spot checks during the audit
cycle to verify that the staff are actually present at their work premises. The beneficiaries will be paid through a
money transfer operator on a monthly basis.

Table 4: PBC Values and Disbursement Schedule

Result Area Performance-Based Total Disbursements US$ ‘000

Conditions Value Total disbursements per period and disbursements for

us$’ 000 each target
Year 1 Year 2 Year 3

Improved DRM | PBC#1 a Increased 4,575 750 787 750 788 750 750
functions number of tax (a.50%; | (a.50%; | (a.50%; | (a.50%; | (a.50%;

declarations by b.50%) | b.50%) | b.50%) | b.50%) | b.50%)

large taxpayers {(of

Income Tax and

VAT); and increased

audits of large tax

payers.

PBC #1b Increase in 976 150 188 150 188 150 150

the number of risk-

based desk and

premise post-

clearance audits for

Beirut port customs

clearance.
Timely PBC#2 Timely 1,393 228 238 228 238 233 228
budgeting submission of the (2.50%; (2.40%; | (2.50%; | (3.40%; | (a.50%; | (a.40%;

annual government b.50%)' b.40%; | b.50%) | b.40%; | b.50%) | b.40%;

budget to the c.20%) c.20%) c.20%)

Council of Ministers
Improved PBC #3a Timely 1,843 328 305 300 305 305 300
availability of | audit report (2.40%; | (2.43%; | (a.44%; | (a.43%; | (a.43% | (a.44%
fiscal and | published b.60%) | b.15%; | b.15%; | b.15%; | b.15%; | b.15%;
financial c.20%; c.20%; | c.20%; | c.20%; | c.20%;
performance d.22%) | d.21% | d.22%) | d.22%) | d.21%)
information 5B u3p Fiscal 953 2926 | 129 1444 |129 |129 |129

Performance Report (a.50%,; | (a.50%; (a.50%;

published b.50%) | b.50%) b.50%)
Enhanced PBC #4 Timely 1,840 300 320 300 320 300 300
efficiency  in | review of supplier

and pension

_.--__,“"-:'-T-.—""-—::\‘\
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payment payment (a.34%; | (a.34%; | (a.34%; | (a.34%; | (a.34%; | (a.34%;
processing documentation b.33%; | b. 33%; | b. 33%; | b. 33%; | b. 33%; | b. 33%;

¢.33%) | ¢.33%) |c.33%) |c33%) |c33%) | c.33%)
Enhanced PBC #5 Regular 720 110 1400 110 140 110 110
integrity in | payroll audits (a. (a. (a. (a. {a.
payroll 60%; 60%; 60%; 60%; 60%;
b.40%) | b.40%) | b.40%) | b.40%) | b.40%)
Total 12,300

20. The funds will be channeled from the World Bank to the Treasury account at the MoF and then transferred to
a project Designated Account (DA). It will be opened at the Central Bank of Lebanon and will be used exclusively
for project expenditures. Through the PCU, the MoF will handle all payments under the project. The disbursement
methods to be used for the project will include: advances, reimbursements, and direct payments (table 5).
However, the grant financing will be disbursed strictly using the Direct Payment {DP) method. The MoF and/or
the PCU will be responsible for preparing and submitting withdrawal applications to the Bank on a regular basis
with appropriate supporting documents. Advances to the DA will be based on a six-month expenditure projection,
and the documentation will be based on the IFR. Disbursements and reporting on eligible expenditures will be
detailed and governed by the Disbursement and Financial Information Letter (DFIL).

Table 5: Categories of Expenditure for the Loan

Category Amount (USS) Percentage of Financing
(inclusive of taxes)
1 - Eligible expenditures related to 12,300,000 100%
the PBCs
2 - Goods, consulting services, non- 16,128,750 100%

consultant services, training and
incremental operational costs
Front-End fees 71,250 100%

Total 28,500,000

The categories of expenditures related to the grant part can be found in table 6.

Table 6: Grant Related Categories of Expenditure and Amounts

Category Amount (USS) Percentage of Financing
(inclusive of taxes)
1 - Goods, consulting services, 5,500,000 100%
non-consultant services and 1
training T I
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Total 1 5,500,000 ]

21. The project will be managed independently from other activities undertaken by the MoF. Therefore, the
Ministry will enter into a contract with an independent external private auditor. Terms of References acceptable
to the Bank will be used to hire the firm. The auditor will be responsible for auditing the project’s annual financial
statements and will issue an audit report and a management letter covering each fiscal year. The audit report and

management letter will be submitted to the Bank no later than 6 months after the end of each fiscal year.

coordination
between the
MoF and other
agencies,
resulting in
uncoordinated
project
implementation

at the MoF, and it will be
staffed with experienced
consultants who will
ensure the coordination of
project activities among
the different entities.

2.Designation of focal
points at each.of the
implementing entities to
coordinate with the PCU,

include a project
coordinator, a
procurement officer,
and a financial
officer.

effectiveness date

2. At the project
effectiveness date.

ANNEX 2
Governance and Accountability Action Plan
Core Actions: Corruption Mitigation Measures

No, Potential Implementation Monitoring

Governance and Arrangements L

it Action Plan Steps rrangement Timeline
Accountability
Risks

1. | Weak 1. A Project Coordination (1. A PCU will be 1.Within one month [1.Project Progress Reports,

institutional Unit (PCU) will be hosted  [created, and it will of the project performance reviews, and IFRs.

2. | Weak project
transparency
could resultin a
misutilization of
resources

1. The financing
instrument embeds the
PBCs. They will be verified
in accordance with the
PBC results verification
protocol.

2. Publishing up-to-date
information of major
procurements, project
activities and updates

1. An VA, a reputable
independent
jgovernment agency,
or an international
consultancy firm, will
be hired by the PCU.

2. PCU

1. Within 3 months
after the
effectiveness date

2. The STEP system
will be used in a
timely manner, and
the MoF website
will be updated

1. IVA Report

2. Actions through STEP and
Project Progress Report.

checks by the Task Team

through the STEP system regularly
and on the MoF website. throughout the 6. Forms part of the 6-monthly
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duration of the
project.

3. Reconciliation of the
flow of funds, and the
disbursements with the
project expenditures.

3. Regularly through
the duration of the
project.

4. Details of staff entitled
to receiving the
allowances will be shared
with the Bank, including
their job descriptions and
the rationale for their
selection. Their details
regarding attendance and
other matters will be
shared with the IVAin
accordance with the
verification protocols.

5. At the start of
enrolling the staff in
the performance
allowance scheme,
and updates every 6
months.

1. Project Supervision Report

1. Quarterly

basis.

P —
World Bank and 1. Governance and

MoF protocols operational reporting

on reporting on template to be developed

project activities that is filled by the PCU

(IFRs, Aide and discussed monthly
Memoires, ISMs, with the World Bank Task
procurement Team and the MioF.

reviews, ex-post
audits, and s0
on) experience
delays.

4. | No Internal audit 1 The project will provide
function within capacity and support to
the MoF the Central Inspection (@)
to strengthen its resources
and capacity to carry out
internal control reviews
and risk-based internal
audits.

Project Supervision Report and
Audit Reports

Within 3 months
after the effective
date

2.Cl and PCU

2. Starting from the
6th month after the
effectiveness date

2. Internal reviews of
project activities to be
carried out periodically (3
months) and reports to be
shared with the World
Bank.

PCU in collaboration 1. Within 4- 6 weeks |L. Project Supervision Report

1. Fiduciary Specialists
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Accountability hired within the PCU to with the MoF, CoA, after the
for guide and review Cl, loF and CTB effectiveness date
implementation | compliance with hands-on and throughout the [2. Spot checks by World Bank
of project support, as needed, project Task Team
activities provided by the World
Bank fiduciary team. 2. Within 4 weeks
after the
2. Grievance redressal effectiveness date
system to be designed and
put in place. 3. Starting from 4-6
weeks after the
3. Grievance redressal effectiveness date
procedures to be
publicized among citizens
and stakeholders. 4, Throughout the
project duration
4. Regular monitoring of
complaints received and 5. Throughout the
resolved. project duration 6. Post-procurement review
reports
5. Semi-annual review of  |World Bank
complaints received and
responses to identify
corruption vulnerabilities 6. Throughout the
and determine mitigation project duration
efforts.
6. Post-procurement
reviews to be conducted
at least once a year.
Weak 1. Project Stakeholder PCU in collaboration | 1. Within 3 months |1, Project Supervision by the
accountability to | Engagement Plan to be with the MoF for after the effective  [World Bank Task Team
citizens and formulated. steps 1to 3. date
stakeholders
2. Project Progress Reports
2. A project oversight body 2. Within two
that includes public months after the 3. Project Supervision by Task
representatives and effective date ITeam
representatives of civil
society organizations
{(CSOs). 3. Throughout the
project duration
3. Citizen feedback on
project activities to be
obtained periodically.

Fiduciary-related Governance Issues

Dec 28, 2023

Page 54 of 55



., The World Bank
Fiscal Management Project (P181155)

ETETEnTR AT

Pt s YOIl

T S S ey )

o TR T

o e e P e T D e e

Delays and
bottlenecks in
disbursements of
funds resulting in
delays in
implementation.

Disbursement time-lags to
be monitored and
continuous dialogue with
the Treasury, CoA and BdL
will be made to reduce lag
times.

PCU in collaboration
with the World Bank.

Within three
months after the
effectiveness date.

Project financial management
lsupervision

Spot checks by World Bank
Task Team

Emergency
situations used
as a basis for
substantial
variations in
workplans and
procurement
plans, thereby
leading to cost
overruns, and
ineligible
expenditures.

1.Any changes to the
workplan must be
approved/No Objection
from the World Bank, and
must be accompanied by a
clear indication of any
changes to procurement
plans as well.

2.Financial audits and ex-
post procurement
assessments to confirm

1.PCU

2. PCU (Financial
audits) and WB (ex-
post procurement
reviews)

Throughout the
project duration

Throughout the
project duration

3. Within 3 months

Project Supervision Reports
Audit reports

3.Procurement plans and
notices will be published

deviations from work 3. PCU with the MoF.| of project
plans and procurement effectiveness.
procedures.
3. Project to adopt
stronger internal control
procedures for
emergencies, which will
be reflected in a project
operations manual.
Opportunities for | The project will apply the [PCU, MoF Throughout the 1. Project Supervision Report
fraud and World Bank Procurement project duration
corruption, for Regulations and will use
example, bid the World Bank standard
rigging and procurement documents.
inflation of prices
of goods and 2.The project will be PCU 2. Project Progress Reports
servn?,e.s, carried out in accordance
RIS By (S with the provisions of the
:rs:ec:;ency ‘Guidelines on Preventing
and Combating Fraud and
RIEEUTEIREnt Corruption in Projects
procedures. )
Financed by IBRD Loans
and IDA Credits and
Grants’ (Anti-Corruption |pcy
Guidelines.
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through the STEP system
and MoF website.

2. Regular and periodic

spot checks of
procurement transactions
to assess integrity and

efficiency of procurement
process and outcomes.

PCU, World Bank

implemented by
multiple
agencies, thus
rendering
financial
management
coordination and
implementation
more

Projects activities

A PCU will be hosted at the
MoF. A ring-fenced system
with strict and specific
controls will be reflected in
the financial management
chapter of an operational
manual.

PCU, MoF, Cl, lof,
CoA, and CTB.

At effectiveness
date

allowances to a
select number of
staff at the MoF.

substantial
number of
transactions,
thus increasing
the risk of
divergence and

funds.

This will involve a

misuse of project

will be available to use as
needed. This will be agreed
as with other World Bank-
financed projects
conducted with the BdL.

The IVA’s scope will be
expanded to verify the
payments to eligible staff.

challenging.

Project will Payments made under the [MoF, BDL, and World | At effectiveness 1. Legal agreement
include financing | project will be in US Dollars [Bank date

of recurrent to preserve the value of

costs through the | the funds. In addition, the

payment of direct payment method

The country’s
public oversight
body, the Court
of Accounts
(CoA), audits all
public funds;
however, it does
not have the
capacities/
resources to

The project will be audited

by an independent
external auditor with
terms of reference

acceptable to the Bank.

PCU, World Bank

Submit project audit

reports within 6
months at the end
of each year.
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which would give
limited assurance
regarding the use
of the funds.
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ABBREVIATIONS AND ACRONYMS

ASYCUDA Automated System for Customs Data
DRM Domestic Revenue Mobilization

FMP Lebanon Fiscal Management Project

FM Financial Management

GolL Government of Lebanon

IBRD International Bank for Reconstruction and Development
IFMIS Integrated Financial Management System
P Implementatim:l Progress

ISR implementation Status and Results Report
ITAS Integrated Tax Administration System
LFF " Lebanon Financing Facility

LTO L-arge Ta-xpayer bfﬁce

ME&E Monitoring and Evaluation

MﬂoF ' Ministry of Finance

MS Moderately Satisfactory

PBCs Performance-Based Conditions

RDO Project Development Objectives

PFM Public Financial Management

RKC Revfsed Kyoto éon;fention

SAFE safe Framework of Standards

TFA 'I;rade Facilitation A:greement

VAT Value Added Tax

WCO World Customs Organization
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BASIC DATA

Product Information

Operatian ID - ‘ Oplération Name
P181155 Fiscal Management Project
Prodﬁc.t/Financinglnstrument - iéeogr-aphical Identifier
Investment Project Financing (1PF) : Lebanon
A[;).[.Dr;)val bate B T o Current Closi;g Date

I 31-Mar-2027

14-Feb-2024

Environmental and Social Risk Classification {ESRC)

Moderate

Organizations

Borrower T ” Respbhsible A'gehcy' h -
The Lebanese Republic Minister of Finance

OPERATION STATUS

Project Development Objective (DO)

Original Development Objective
Project development objective is to support the Lebanese Republic restore the basic functions for domestic revenue
mobilization and accountable allocation and use of public resources.

Disbursement Sumimary {in USD million)

Undisbursed % Disbursed

Source of Funds Net Commitment Disbursed
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IBRD 28.50 0.00 28.50 0.00
IDA = = - 1]
Grants 5.50 0.65 4.85 11.80
policy Waivers

Does this restructuring trigger the need for any policy

waiver(s)? No
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1. PROJECT STATUS AND RATIONALE FOR RESTRUCT URING
Project Status

1. The US$28.50 million loan and the US$5.5 million grant from the Lebanon Financing Facility (LFF) for the Lebanon
Fiscal Management Project (FMP) were approved by the World Bank Board of Executive Directors on February
14, 2024, with 2 closing date of March 31, 2027. The Project pevelopment Objectives (PDO) is to support the
|ebanese Republic restore the basic functions of domestic revenue mobilization and accountable allocation and
use of public resources. The project comprises five components: (1) Stabilizing Domestic Revenue Administration;
(2) Restoring Fiscal Contrals, (3) Revitalizing oversight and Accountability |nstitutions and procurement Capacity
Building, (4) Project Management, (5) Contingent Emergency Response Component - CERC. The project design
includes an allocation of US512.3 million to be disbursed hased on the achievernent of five performance-Based
Conditions (PBCs).

2. Project Performance. The grant agreement for the LFF grant was signed on Suly 22, 2024, and was declared
effective on October 15, 2024, while the loan agreement for the IBRD loan was signed on September 27, 2024,
and the deadline for declaring the Joan effective was extended to August 11, 2025, at the Government's request.
Due to the delay in declaring the loan as effective, the Project pevelopment Objective (PDO) and Implementation
Progress (IP) are rated Moderately satisfactory (MS). Financial Management (FM}, Procurement, and Monitoring
and Evaluation (M&E) are rated Moderately Satisfactory {MS). There are no audit reports due yet; the first audit
report will cover fiscal year 2025 and will be due by June 30, 2026. The status of implementation of the Project
components is summarized below.

3. Component 1 Stabilizing Domestic Revenue Administration {(Us$14.1 million, of which loan U5510.6 million
and grant US53.5 million). This component aims at providing essential supportto critical revenue functions, which
is a pre-condition 10 increasing the collection of tax and non-tax revenues. This component will receive funding
upon the schievement of PBC# 1a and PBC #1b. The component will fund technical assistance, training, operating
costs and essential revenue [T system maintenance and upgrades. Additionally, funding will be provided 10 install
solar panels (at a cost of approximately uss1 million) for elactricity generation in the buildings of these agencies
as required. The procurement for the acquisition of ICT hardware and software was launched for US543.5 million,
out of which US$1.5 million are committed and under implementation (fully financed from the LFF grant).

4. Component 2: Restoring Fiscal Controls {us$ 15 million: Joan US$13 million; grant us$ 2 million). The objective
of the component is to reestablish the critical pillars for allocating and utilizing resources to meet urgent needs,
as well as to set the foundation for recovery. The activities under this component will be funded upon the
completion of the targets under PBC #2, PBC #3a, PBC #3b and PBC #4. In addition, the component provides
technical assistance, training, and ICT equipment in budget preparation areas, including procurement planning,
ancial reporting. Furthermore, funding will be provided to install solar panels for electricity

and fiscal and fin
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generation (at a cost of approximately Uss1 million) in the huildings of these departments and agencies as
required, The PRCHA “svstem-gznerated reports show reduced time for raviews of Payment documents for third
parties and pension payments” was achieved. Hence, It is dacided to drop that PBCHA in the restructuring.
Additionally, the procurement For ICT hardware and software for MoF of Us52 million were launched, contracts
were signed and are under implementation (fully financed by the LFF grant).

5. Component 3: Revitalizing Oversight and Accountability Institutions and Procurement Capacity Building
{UsDS$2.4 million: loan US$2.4 million; grant Us$0). This component aims to help enhance: (a) the role of
oversight, audit and capacity of the Court of Accounts (Coa), Central inspection (Cl), the public Procurement
Authority and other selected public procurement entities and expand their engagement with the citizens; and (b}
the role of capacity building of the Institute of Finance (loF). The proposed activities under this subcomponent will
be funded upon the completion of the targets under PBC #3a and PBC #5. Additionally, technical assistance,
training, and IT enhancements will be funded. Finally, funding will be provided to install solar panels in the
buildings of these agencies, as required for electricity generation (ata cost of approximately Us50.8 million). There :
is no progress to-date awaiting the ratification of the related project loan.

6. Component 4 Project Management (us$2.5 million: loan Us$2.5 million; grant Us$0) This component will
suppart the management, coordination, communications and monitoring and evalustion (M&E) for Project
activities. The component will fund the maintenance of a Project Coordination Unit (PCU) under the Ministry of
Finance. The PCU will be staffed with a full-time Project coordinator, fiduciary specialists and @ monitoring and
evaluation specialist. In addition, a part-time Environmental and Social (ER&S) Specialist will be assigned to manage
the E&S requirements of the proposed Project. Also, communication expertise will be contracted or assigned as
needed. Project management staff salaries (other than civil servants’ salaries), selected allowances, training, and
hasic facilities for managing the proposed Project will be funded under this component. In addition, the
component will fund the cost of an IVAto verify the PBCs. There are no activities that are launched yet as the loan
has not been ratified yet.

7. Component 5 Contingent Emergency Response Component - CERC (us$ 0). This component will support the
provision of an jramediate response to an Eligible Crisis or Emergency, as needed. 1t will be considered in the case

of the accurrence of an Eligible Crisis or Emergancy as defined under the loan agreement. kn the event that the .-
CERC is activated, a CERC Operations Manual will be prepared during Project implementation to gavern the

Commented [MC11: This is not through CERC, which
could be used to address any type of eligible crisis or

emergency atany given sector.
operation of the component.

Rationale for Restructuring

8. The Government of Lebanon {Gol) has requested the World Bank to restructure the Lebanon FMP to reallocate
funds from the incentive scheme for Ministry of Finance (MoF) staff, as the incentive scheme for staff is no longer
a priority, to IT system upgrades and enhancements to support public Financial Management (PFM) reforms to
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support Lebanon in achieving its broader fiscal governance objectives and ensuring sustainable economic
recovery.

9. The PDO will remain unchanged, and the restructuring aligns with the PDO to support Lebanon in restoring
basic functions for domestic revenue mobilization and accountable allocation and use of public resources. It
includes, inter alia, a revision in the allocation of funds from the payment of staff allowances {which are being
dropped) to IT investments, ensuring efficient use of Project funds. The existing IT systems at the MoF are
fragmented, outdated, and heavily reliant on manual data entry, posing high risks to business continuity; and their
replacement by a Procurement of a new modern Integrated Financial Management System (IFMIS) system aims
to support the collection and analysis of timely, relevant and reliable financial data in respect of Gol’s revenues
and spending. Procurement of a new Integrated Tax Administration System (ITAS) will make tax administration
operations efficient, facilitate taxpayer compliance, and enable the collection and analysls of relevant taxpayer
data for informed decision and policymaking. The restructuring also includes the development of a Learning
Management System {e-modules on PFM and public procurement) to build the capacity and technical skills of civil
servants, ensuring sustainable improvements in PFM and public procurement capacity. The current PBCs and the
overall allocation need revision based on the changes being made to the Project under the restructuring. The
Project closing date will be extended by twenty-one months, from March 31, 2027, until December 31, 2028, to
accommodate the procurement and implementation of the enhancements to the IT systems.

10. The Government remains committed to achieving the PDO. A revised implementation plan was agreed to
complete project activities by the proposed revised closing date, which is acceptable to the Bank.

Il. DESCRIPTION OF PROPOSED CHANGES

11. Key changes inctude:

(a} Reallocation:
= Component Costs: A total of US$2.6 million is being reallocated from Component 3 to Component 2,

as reflected in Table 1. This adjustment will support additional activities under Components 1, 2, and
3, while the total loan amount remains unchanged. As a result, the cost of Component 2 will increase
from US$10.4 million to US$13 million, and Component 3 will decrease from US$5 million to Uss2.4
million. The cost of Component 1 will remain unchanged; however, the initially allocated USS5.5 million
for the staff incentive scheme under this component will now be redirected to finance the
development and implementation of the Integrated Tax Administration System (ITAS).
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TABLE 1: CHANGES IN COMPONENT COSTS

A Budget Allocation ) .
Original Budget : Budget Allocation |Budget Allocation Loan
. Loan financing
Allocation Loan from LFF grant |and LFF grant after the
Components ) . after the . )
financing . {Unchanged) restructuring (Million
- Restructuring -
(Million USD} o (Mitlion USD) usD)
{Million USD)

1: Stabilizing DRM 10.6 10.6 3.5 14.1
2: Restoring fiscal

10.4 13 2 15
contro!
13: Re-vitallzing
oversight and

ccountability

I 5 24 0 2.4
institutions and
procurement capacity
building
|4: Project

2.5 25 0 2.5
Management
[Total 28.5 28.5 5.5 34

» Disbursement Categories: As a result of the restructuring and the elimination of the incentive scheme,

the amount allocated to Category 1 will be reallocated to Category 2, as detailed in Table 2.

TABLE 2 CHANGE IN CATEGORIES

Category Original Revised Allocation
Allocation US$ uss
(1) ) Goods, works, non-consulting services, 12,300,000 5,000,000
consulting services, Operating Costs, and Training
for the Eligible Expenditures Program under the
Project
(2) Goods, works, non-tconsulting services, and 16,128,750 23,428,750

consulting services, Operating Costs, Training
under the Project {except for expenditures under
category 1 and Parts 1.3 (a) and 2,4 (3} of the

project
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(3) Front-end Fee 71,250 71,250

TOTAL AMOUNT 28,500,000 28,500,000

(b) Performance-Based Conditions (PBCs) adjustment (See Annex 1 for details of the PBCs):
= Allocations: The current allocation of US$12.3 million for PBCs is proposed to be revised to US$5
million, and the allocation for each PBC has been revised, as shown in Table 3. PBC #4: —System-
generated reports show reduced time for reviews of payment documents for third parties and pension
payments, will be cancelled. The remaining PBCs will be made scalable, with provisions for the rollover
of undisbursed funds to subsequent years.

TABLE 3 CHANGE IN PBC ALLOCATION

Original .
™, ) Revised
Performance Based Conditions Allocation .
Allocation US$

uss
1a. Increased timely filing of tax declarations
and timely payment of taxes by large taxpayers
{of Income Tax and VAT) up to 75% of al! large 4,575,000.00 500,000.00
taxpayers
1b. Increased number of risk-based desk and
premises post clearance audits for Beirut port 976,000.00 500,000.00
custorns clearance
2. Timely submission to the Council of Ministers
of a budget linked to macro fiscal framework 1,393,000.00 2,000,000.00
3a. Timely audit report published 1,843,000.00 500,000.00
3b, Fiscal Performance Report published 953,000.00 500,000.00
4. Reduced time for reviews of Payment
documents for third parties and pension 1,840,000.00 Cancelled
payments
5. Regular Payroll Audits published 720,000.00 1,000,000.00

TOTAL:
12,300,000.00 5,000,000.00

(c) Ciosing date. The closing dates of the loan will be extended to December 31, 2028, i.e., for a period of 21
months each, to accommodate the complex IT system implementation and ensure achievement of the PDO.
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The grant closing date will be extended from June 30, 2025, to October 31, 2025, with no grace period, in line
with the internal LFF exceptional extension approval.
(d) The Results Framework (RF). PDO and IRl are proposd to be modified to change the dates for the intermediate
target dates by 21 months in the light of the new closing date and the status of the date of the restructuring.
(e) Disbursement Estimates. The disbursement estimates are proposed to be revised based on disbursements to
date and the estimated disbursements during the remainder of the extended project period based on the
revised project implementation plan agreed with the Bank.

Changes to Project Components

The Project components after the restructuring will be as follows:

12. Component 1: Stabilizing Domestic Revenue Administration (US$14.1 mitlion: loan US$ 10.6 million and grant

13.

US$ 3.5 million). The proposed description of Component 1 is as follows: The amount of USS$5.5 million that is
currently allocated for allowance will be fully re-allocated to the development and implementation of an
Integrated Tax Administration System (ITAS). The new modern system will contribute to achieving enhanced
operational efficiency, improved compliance, reduction in revenue leakages, better revenue management, and

enhanced service delivery.

Component 2; Restoring Fiscal Contrals {us$ 15 million: loan US$13 million; grant Uss 2 million). The following
changes will be made to the description of Component 2: The allowances for civil servants ($4.2 million} will be
no more provided, instead all the relsted funding will be used for the development of an “Integrated Public
Financial Management System” (IFMS) capable of producing timely, relevant, and reliable financial data to enable
evidence-based policy making to promote fiscal discipline, optimize resource allocation, and improve operational
efficiency and fiscal transparency. Additional re-allocation of $2.6 million fram component 3 is done to secure
the necessary funding for IFMIS. The restructuring will also cover further refarms, and technical assistance will be
provided to review the Budget classification and Chart of Accounts (BC-CoAl). It will also lay the foundation pf a
treasury Single Account (TSA) framework with the aim of improving liquidity management and availability of real-
time information on budget execution (both revenues and expenditures). Additionally, the IT support function
within MoF will be strengthened with additional IT consultants as needed, to document the current system,
manage data migration from current to new hardware; train end users; fix glitches and carry out necessary
updates to the current software while a new IFMIS is developed and implemented. Business process re-
engineering (BPR) will also be carried out 1o streamline MoF workflows and improve efficiency including legal
recognition of the validity of digital PFM process.

Component 3: Revitalizing Oversight and Accountability Institutions and Procurement Capacity Building
{UsD$2.4 million: loan US$2.4 million; grant Uss$0). The following changes will be made to the description of
Component 3;, The allowances for civil servants will no more be provided. Instead, the funding will be used for
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technical assistance, operating costs needed for these oversight bodies, training, and [T enhancements so to build
capacity of civil servants on PFM, public procurement. This will entail the development of e-learning platforms
and e-modules so to provide structured learning opportunities, technical support and continuous improvement
of educational resources for public servants. E-learning platforms allow flexibility, accessibility and cost
effectiveness, and reduces the need for physical infrastructure and travel leading to significant cost savings.

implementation arrangements

ia.

15.

16.

Environmental and Sacial (E&S) Arrangements. The restructuring does not introduce any new activities; however,
the SEP and other Environmental and Social Framewark {ESF) documents will be updated to reflect the revised
companent allocations and will be redisclosed no later than 60 days after the loan becomes effective.

Financial Management {Fv1) Arrangemeﬁts. The existing FM arrangements will remain in place.

Procurement Arrangements. Procurement arrangements for the project will remain unchanged. planned
procurement following the restructuring will include pracurement of IEMIS and [TAS. The project procurement
strategy for development (ppsD) will be updated based on the new planned activities and as needed. The Bank
may, at the reguest of the Borrower, provide Hands-on Expanded implementation Support (HEIS} to help expedite

the procurement arrangements.

1il. PROPOSED CHANGES

 Operation Information. T proposed Changes { "Dparation Information h Proposed Changes
Results Yes . Loan Closing Date Extension Yes

. Disbursements Estimates Yes Reallocations Yes

Components Yes implementation Schedule ! Yes

: Development Objective No . Loan Cancellations No
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SU.I'TII'I-'IBIL\/ Description

" (Operation Abstract)

. _Le;a.lhoger‘a.t'i.on-al. I.?’q.:bli.cies .

: M.F[;/P(':E. o
Risks
i.e-gal Coven;ntls
Co'nditions

implementation Modalities

Disbursements Arrangements

DDO
. Additional Regional
. Institutions

Clients

. Appraisal Summary

IV. DETAILED CHANGE(S)

COMPONENTS

Current
Component Name

1. Stabilizing ‘Domestic
Revenue Administration

2. Restoring fiscal controls
3. Re-;;litaii-zing' oversight and
accountabllity institutions
and procurement capacity
building

4. Project Management

5. Contingent E'mergency
Response Component (CERC)

TOTAL

COSTS & FINANCING

No

Current
Cost (USD)

14,100,000.00

12,400,000.00
5,000,000.00

2,500,000.00
0.00

34,000,000.00

" Financial Management

Procurement

. Institutional Arrangement

—— Proposed Proposed Cost
Component Name {UsD)
No Change . .o-mes !c 14,100,000.00
Revenue Administration
Revised 2. Restoring fiscal controls 15,000,000.00
3, Re-vitalizing oversight and
Revised accountability institutions and 2,400,000.00
procurement capacity building
No Change 4. Project Management 2,500,000.00
5. Contingent émergency
0.
P Sh=gee Response Component (CERC) o
34,000,000.00
Page 8
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Private Capital Facilitation

Is this an MFD-Enabling Project (MFD-EP)? No
Last approved as part of PAD Data Sheet (Approval) on 14-Feb-2024

Is this project Private Capital Enabling {PCE)? No

Last approved as part of PAD Data Sheet {Approval) on 14-Feb-2024

LOANS

Loan Closing

" Original Revised Proposed Proposed Deadline
L
F?::i/ G U Status Closing Closing(s) Closing for Withdrawal
. oy 5 B . - . Anplications
{BRD-96440 NOt, 31-Mar-2027 31-Mar-2027 31-Dec-2028 30-Apr-2029
TF-C3381 ) Effective 30-Jun-2025 _ 3p-Jun-2025 3.1—01_:?-202:5 32}.—0:‘:—2025
Reallocations
IBRD-96440-001 ‘ ) | cancellations {if any): | New Allocation:
i Currency: USD ! 0.00 1 0.00
e e e e 4 i - S S s s e P S e e dFu‘ﬁa—n*cEg-% e
{Type Total}
Category Expenditure Current Actuals + Proposed o T
No. Category ___ Alocstion _ Commitied __Alocation _ Curert  Proposel
1 EG Pl1l.1a,1.2a3,2.1a- 12,300,000.00 0.00 5,000,000.00 100.00 0.00
o 23a3dai3abi e
2 G,W,NCS,CS,0C,T EX 16,128,750.00 0.00 23,428,750.00 100.00 0.00
__P13324a,CATLL; __
4 INTEREST RATE CAP 0.00 0.00 0.00 100.00 0.00
... ANDCOLLAR; . ; e e s e
5 EMERGENCY EXP 0.00 0.00 0.00 100.00 0.00
e JPARTS: e ; R -
FRONT END FEE; 71,250.00 71,250.00 71,250.00 0.00 0.00
Total 28,500,000.00 28,500,000.00
Thcaagroor .l Ucancellations (if anyl: | New Allocation: ~
! Currency: USD  0.00 0.00
‘Category  Expenditure  Current “Actuals + “Proposed  Financing%
No. Category Allocation Committed Allgcation (_'_I'xpg_‘[gtgl_)_
Official Use Only Page3
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[ iz sorbie, e T

Current Proposed
T GNESCO0T Pars 550000000 188130385 550000000 10000 | 000
L ABaB2AE il Geieie ke e e Gee e e e =
Total 5,500,000.00 5,500,000.00
DISBURSEMENTS
Operation Dates & Projection Details
Réaso.ns. t-o.c-:ﬁ'éngé t'r;é fﬁil 'bi.sb;Jr.sement date and/or thé Erojedion
Restructuring .
implementation Start Date " "\ Operation Closing Date
14-Feb-2024 31-Mar-2027
Projectéd Date for Full Disbursement oo o )
30-Apr-2029
Expected Disbursements {in US $} (Absolute)
i Original Estimation at Preparation ¢ o Actual

i : i Revised Estimati ;
= | (Approval Package ~ 14 Feb 2020) L e S
FY2024 | 4,136,907.31 : 0.00 | 0.00
FY2025 E 11,660,713.43 . 3,500,000.00 648,742.45
FY2026 ! 11,202,379.26 6,000,000.00 0.00
FY2027 7,000,000.00 9,000,000.00 ' 0.00
FY2028 - 0.00 15,500,000.00 0.00
FY2029 ! 0.00 | 0.00 | 0.00
ENVIRONMENTAL & SOCIAL
Environmental & Social Assessment
According to the E/S Specialist are there changes proposed to the operation’s design that No

would impact the Bank’s E&S assessment?”
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133 Agreement Between the UN and the IBRD, entered into force, 1946, 16 UN.T.S. 346.
[Hereinafter UN-World Bank Agreement].

134 Art. 8 § 4 of the UN-World Bank Agreement provides, UN agrees that in the
interpretation of Art. 17, para. 3 of the Charter, which provides that the General Assembly
shall examine the administrative budgets of the specialized agencies with a view to making
recommendations to those agencies, it will take into consideration that theBank does not
rely for its annual budget upon its members, and that the appropriate authorities of the Bank
enjoy full autonomy in deciding the form and content of the Bank’s budget.

135 Art. 2 § 1 of the World Bank Articles of Agrecment provides that membership shall
be open in accordance with such terms “as may be prescribed by the Bank.” Art. 2 8. 2(b)
provides that the capital stock of the Bank may be increased when the Bank deems it
advisable by a three-fourths majority of the total voting power. Art. 2 S. 3(b) provides that
the Bank shall prescribe rules laying down the conditions under which membets may
subscribe shares of the authorized capital stock of the Bank in addition to their minimum
subscriptions.

136 “The rights and obligations of the Bank and the Borrower under the Loan Agreement
and the Bonds shall be valid and enforceable in accordance with their terms
notwithstanding the law of any state, or political division, thereof, to the contrary.” Skogly,
supra note 11, at 42.
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