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1. Introduction  

The fiscal strategy for the 2010 Budget and Medium Term Expenditure Framework (MTEF) is to be informed by government policy priorities for the next three years. The policy priorities include the following: 

· Addressing the current economic imbalances; 

· Re-stabilizing the economy and placing it on a path of sustained accelerated growth;  

· Reducing poverty to achieve the Millennium Development Goals and middle income status;

· Continuation of fiscal adjustment and consolidation leading to the reduction of fiscal deficit to acceptable level over the medium term
2.
Broad Policy Objectives 

The broad policy objectives of the government as outlined in the MTDPF include the following:

· Improving and sustaining macroeconomic stability;

· Expanding productive infrastructure; 

· Accelerating agriculture modernization and agro-based industrial development;

· Developing human resources for national development;

· Ensuring transparent and accountable governance;

· Reducing poverty and income inequalities.

2.1
Improving and Sustaining Macroeconomic Stability

The government is committed to developing a strong and stable economy that is vibrant and provides opportunities for all. To accomplish this, government will pursue critical strategic objectives including the following:

· Ensuring  prudent fiscal management; 

· Enhancing resource mobilization; 

· Ensuring prudent fiscal management;

· Improving public expenditure management; 

· Promoting effective debt management;

· Instituting mechanisms to manage external economic shocks; 

· Ensuring price and exchange stability; 

· Deepening the capital market and create a more diversified financial sector. 

2.2
Expanding Productive Infrastructure

To facilitate accelerated growth, government will expand infrastructure facilities and services. 
The key economic and social infrastructures that will receive attention include but not limited to the following:

i. Energy supply. To ensure increased access of households and industry to reliable and adequate electricity. This will involve diversifying the national energy mix, including the use of indigenous sources of energy and ensuring efficient management of the energy sector;

ii. Transport infrastructure. This includes the provision, expansion and maintenance of transport infrastructure of all kinds; ensuring the provision of affordable and an accessible transport system; developing and strengthening the appropriate legal institution and regulatory framework to regulate all modes of transportation to ensure an efficient transport system

iii. Information communication technology development. To promote the rapid development of the national ICT infrastructure and service delivery; strengthen the institutional regulatory framework for managing the ICT sector; promote the use of ICT in all sectors; and  facilitate the provision of quality metrological data and forecast in support of weather sensitive sectors of the economy.

iv. Science, technology and innovation. This involves promoting the application of science, technology and innovation in all sectors of the economy and strengthening the appropriate institutional framework to promote the development of science and technology

v. Human settlements development. To promote a sustainable, spatially integrated and orderly development of human settlements to support socio-economic development; revamp the spatial/land use planning system in the country; facilitate ongoing institutional and legal reforms in support of land use planning; and facilitate on-going institutions for effective land use planning management

vi. Urban development and management. To promote urbanization as a catalyst for economic growth, social improvement, and environment sustainability; promote integrated urban planning and a generative support between city/town and its hinterlands; increase access to safe and affordable shelter; and intensify urban infrastructure development and provision of basic services, including slums upgrading.

vii. Rural development and management. To create an enabling environment that would enhance development of the potential of the rural areas as a measure to stem migration; ensure sustainable use and management of key natural resources that support rural development; and improve and accelerate housing delivery in the rural areas.

viii. Water and environmental sanitation. This involves accelerating the provision of adequate sanitation to improve environmental sanitation; and ensuring sustainable financing of environmental sanitation.

ix. Agriculture modernization and agro-based industrial development. Agriculture will be modernized to reduce risks associated with agriculture production; improve agriculture productivity; increase competitiveness and enhance integration into domestic and international markets; promote selected crop development for food security, export and to support industry; promote livestock, poultry and fisheries and improve institutional coordination for agricultural development.

To ensure rapid industrialization underpinned by strong agriculture development; create an enabling environment to enhance industrial growth and provide the momentum to achieve global competitiveness; develop and encourage international technology transfer to foster research and development; and  decentralize industrial development to exploit resource endowment of districts.

2.3
Developing Human Resources for National Development

In pursuit of government determination to develop a healthy, well educated human resource, government has resolved to invest heavily in the people of this country. Education and health will be the main priorities of government and will therefore receive serious attention. 

For the education sector, the key policy objectives to be achieved in the medium term include the following:

· Increase  access and equity in quality education at all levels; 

· Improve quality of teaching and learning;

· Bridge gender gap in access to education;

· Improve access to quality education for people with disability; 

· Promote science and technical education at all levels; 

· Strength linkage between tertiary education and industry;

· Mainstream issues of population, family life education, gender, health, HIV/AIDS/STI, conflict, fire safety, road safety, fire safety, road safety, civic responsibility and environment in the school curriculum. 

For the health sector, the focus will be on the following:

· Bridge equity gaps in access to health care and nutrition services; 

· Ensure sustainable financing arrangements that protect the poor; 

· Improve health infrastructure; 

· Strengthen efficiency in health service delivery; 

· Ensure improved maternal and child; 

· Control the incidence of malaria; 

· Ensure the reduction of HIV /AIDs /STI transmission and ensure its proper management health care; 

· Ensure integration of population dynamics into all aspects of development planning at all levels and regularly improve demographic database on population and development;

· Accelerate the provision of safe water ensure management of proper management of water resources improve environmental sanitation, promote urban infrastructure development and provision of basic services.

2.4
Transparent and Accountable Governance

To deepen the practice of democracy, government will pursue the following broad policy objectives:

· Strengthen arms of governance and independent governance institutions;

· Enhance civil society participation in governance;

· Promote the participation of state and non-state institutions in governance;

· Encourage public-private participation in socio-economic development;

· Ensure free, fair and credible elections;

· Foster civic advocacy to nurture the culture of democracy strengthen the capacity of MMDAs for accountable, effective performance and service delivery;

· Ensure political commitment to the implementation of Local Government Service Act;

· Upgrade the capacity of the public and civil service for transparent, accountable, efficient, timely, effective performance and service delivery;

· Rationalize and define structures, roles and procedures for state and non-state actors;

· Institutionalize the mainstreaming of sustainable development principles;

· Deepen on-going Institutionalization and internalization of policy formulation, planning and M & E system at all levels;

· Strengthen institutions to offer support to ensure social cohesion at all levels of society to engender peace and harmony for democracy;

·  Strengthen and empower anti-corruption institutions (i.e., promote transparency and accountability and reduce opportunities for rent seeking);

· Improve the capacity of security agencies to provide internal security for human safety and protection.

2.5
Reducing Poverty and Income Inequalities

Special Development Areas - The aim here is to bridge/reduce poverty and income inequalities in the country’s development through the coordinating of  on-going and emerging programmes for reducing poverty inequalities, enhancing planning for and coordination of oil producing regions and other special development areas including coastal and savannah areas, ( Bui city,) etc for sustainable development.

Poverty Reduction Focus – To promote income generation opportunities for the poor and vulnerable including food crop farmers; facilitate and enhance the empowerment of the poor in terms of their economic, social and human rights and environmental protection and security; promote inclusive development processes through decentralization and gender equity; develop and enhance social protection for the poor by ensuring fair and equitable distribution of national wealth.
3. Strategic Plans

MDAs are required to revise their Strategic Plans to reflect the priorities of government as contained in the draft Medium-Term Development Policy Framework. (MTDPF) The revisions are to be undertaken in accordance with the National Development Planning Commission’s Planning Guidelines. In particular, the Strategic Plans should contain the following:

· Strategic (priority) issues and their goals (including the degree of their harmonization with the national policy priorities and goals)

· Strategic objectives, strategies/key activities, outputs, and performance indicators;

· Linkages between the budget process (2010 Budget and MTEF projections) and the strategic priorities;

· The planning process itself

· Implementation framework (Annual Performance Plan and Procurement Plan)

· Monitoring and evaluation mechanisms

MDAs that do not have Strategic Plans are requested to approach the National Development Planning Commission for assistance to prepare one. The Strategic Plans are to be fully costed as they would be the main reference document for the 2010 Budget and MTEF proposals and performance assessment. MDAs should therefore ensure that their budget proposals are clearly aligned with the strategic plans. The Strategic Plans will thus form part of MDAs submissions for the 2010 Budget and MTEF.   

4. Medium Term Macroeconomic Framework

Against the long-term goal of attaining a middle income status by 2020, the Government will pursue macroeconomic stabilization and growth oriented strategies to achieve and sustain per capita income levels consistent with this long-term vision. The main drivers of growth over the medium term include the following:

· Establishment of macroeconomic stability;

· Expansion of productive infrastructure such as energy, transport, water, and communication;

· Modernizing agriculture and pursuing agro-based industrialization;

· Developing the human resources critical for national development; and 

· Promoting regional integration.

The goal of the government is to ensure that the benefits of the growth are distributed equitably such that the basic needs of the people are provided. More specifically, government would ensure, among others:

· Access to adequate nutrition and portable water to all Ghanaians;

· Access to preventive and curative medicine;

· Provision of affordable housing for low income workers and residents of rural and peri-urban communities;

· Creation of employment opportunities for all who are willing and able to work; and

· Sustainable pension options for all. 

The key macroeconomic targets for the medium term are outlined in Table 1 below.

Table 1: Medium Term Macro-Fiscal Framework 

(in percent)

	Indicator
	2009
	2010
	2011
	2012



	Real GDP Growth
	5.9
	6.5
	7.5
	8.0



	Inflation
	14.6
	9.2
	8.0
	5.0



	Real Per Capita GDP Growth
	3.5
	4.1
	5.1
	5.6



	Government Revenue/GDP
	30.0
	29.3
	34.3
	35.1



	Government Expenditure/GDP
	36.7
	37.9
	41.0
	40.3



	Budget Deficit/GDP
	9.4
	6.0
	4.5
	2.8




5. Medium Term Expenditure Framework

5.1
Context

Medium Term Expenditure Framework (MTEF) is not new in the country. Indeed for some time now, the country has approached the problems of transparency, predictability and results orientation of the budget formulation through some form of a medium term framework. For instance, an aggregative three-year expenditure and revenue framework was included in the Policy Framework Paper for 1995-1997. Medium-term expenditure programming at the sectoral level was developed in three key sectors (Roads and Highways, Health and Education) in the context of their sector investment programs in the late 1990s. In addition, a rolling three-year Public Investment Program was prepared by the Government for some years. 

These multi-year frameworks make tradeoffs more transparent across sectors and time and synchronize medium term priority setting with the annual budget cycle. They offer the promise of better budget management, though it may take a bit of time, effort and parallel improvements in budget execution and reporting to realize the gains.

Properly implemented, the MTEF can reduce the incentives for bureaucratic budget gaming and also reveal the true costs of political choices being made in the budget. The framework can usefully address the information asymmetry that usually exists between the MoFEP and MDAs, because its forward-estimate system requires MDAs to cost their programs and projects over the medium term, essentially a rolling three-year budget. A properly designed forward-estimate system will also induce MDAs to set aside funding for recurrent costs and improve the delivery of services suffering from inadequate maintenance.

As the capacity to manage grows, the MTEF will offer other advantages. Sector-specific expenditure frameworks can be developed and linked to the overall framework, increasing confidence that the budget is becoming more results-orientated. With a multi-year framework, MDAs can focus on new programs since allocations for existing programs decided in previous years would only need updating. Under the MTEF, MDAs would have an incentive to know the least effective programs at any point in time, creating opportunities for systematic monitoring and impact assessment capacity.

A medium term approach to budgeting that encompasses all expenditure will thus provide a linking framework and facilitate the management of policies and budget realities to reduce pressure throughout the whole budget cycle. The result will be better control of expenditure and greater efficiency and effectiveness in implementing policies, programs, and projects. 

5.2
Objectives

Beginning in the 2010 fiscal year, MTEF will be instituted as the bedrock of the budgetary process. The objectives are to:

· Improve macroeconomic balance by developing a consistent and realistic resource framework;

· Improve the allocation of resources to strategic priorities between and within sectors;

· Increase commitment to predictability and transparency of both policy and funding so that MDAs can plan ahead and programs and projects can be sustained;

· Provide MDAs with a hard budget constraint and increased autonomy, thereby increasing incentives for efficient and effective use of funds.

5.3
Stages in Constructing the MTEF

The preparation and implementation of the MTEF will take place through an integrated, top-down/bottom-up planning process, consisting of the following steps, each of which feeds into the next.

Stage 1. This stage involves the development of the macroeconomic framework which is used to project revenues and expenditures for the medium term, i.e., three years. The macro-fiscal framework for the 2010 medium term is provided in Table 1.

Stage 2. This stage involves the development of sectoral programs. It is a sector review process through which sector/MDA programs and sub-programs contained in the strategic plans are reviewed and or developed and their objectives, outputs, and activities agreed upon and then costed. The sector review process thus consists of three processes, viz. 

· Reviewing/developing agreed programs and sub-programs

· Agreeing on objectives, outputs and activities; and

· Costing agreed programs

Once MDAs have reviewed and costed their programs and sub-programs, they also need to go through a process of prioritization to make program costs fit within the available resources. This involves agreeing on which programs or sub-programs are to be scaled down, postponed until the following year, or dropped altogether. This information is required by MoFEP to be used to develop the expenditure framework and ceilings. During this stage, MDAs should develop performance indicators for agreed programs and sub-programs so that, over time, there can be an objective basis for monitoring and evaluating what MDAs are achieving with the resources they are given.

Stage 3. This stage involves a series of bilateral hearings between MoFEP and sector ministries on their programs, outputs and costs.

Stage 4. With the macroeconomic framework and the sector review outputs in hand, MoFEP will develop a strategic expenditure framework which will facilitate analysis of the trade-offs between and within sectors of certain funding decisions. The strategic expenditure framework will form the basis for the establishment of sector expenditure ceilings for the 2010 budget year as well as the two outer years. It will also be used to guide the deliberations of Cabinet that makes the strategic resource allocation decisions.

Stage 5. This requires Cabinet to make medium term sectoral resource allocations on the basis of affordability and inter-sectoral priorities. This will be done by defining sector resource envelopes (budget ceilings) for the next three years.

Stage 6. At this stage, MDAs will be required to make revisions to their budget estimate to make them fit within the approved ceilings.

Stage 7. The revised MDAs budget estimates will be reviewed again by MoFEP and presented to Cabinet and the Parliament for final approval.

It needs to be emphasized that the implementation of the MTEF is a complex task requiring a radical shift in perspective and the way in which planning and budgeting is done. Its success hinges on a number of factors, which include:

· Political commitment and endorsement at the highest level to make and abide by the difficult decisions involved in the restructuring of expenditures;

· Willingness to subject policy decisions with financial implications to the discipline of the MTEF;

· Understanding of and commitment to the difficult decisions at the sector ministry level;

· Commitment at all levels to abide by the budget decision so that new expenditure decisions are not introduced during the budget implementation that would require reallocation of resources;

· Improvement in expenditure control so that decisions are not undermined by over-expenditure and reallocation of funds during budget implementation;

· Improved macroeconomic management and revenue collection so that revenue shortfalls do not necessitate adjustments to the budget estimates; and

· Improvements to expenditure reporting on results.

We therefore appeal to all MDAs and other stakeholders to ensure we have a common commitment to ensuring that the MTEF process becomes a reality and successful.

6. Resource Envelope

The Medium Term Fiscal framework reflects government policy objective of ensuring fiscal prudence and a reduced budget deficit. Government will therefore ensure that the limited available resources are used prudently and judiciously to deliver the services the country requires. In line with this, off budgets expenditures will not be tolerated. All government institutions are therefore urged to stay within their budgetary allocations and also ensure that all outstanding commitments are adequately provided for.  

Total discretionary spending will increase from GH¢5.9 billion in the current fiscal year to GH¢7.0 billion in 2010, reflecting an increase of some 19.2%. Over the 2010 medium term total discretionary spending will amount to GH¢22.8 billion. 

As the estimates show (Table 2), the bulk of the total discretionary expenditure will be devoted to the payment of personnel and personnel related costs. Personal emoluments will increase from GH¢2.54 billion in 2009 to GH¢2.97 billion in 2010, reflecting an increase of 17.3% over the period. Personnel emoluments are estimated at GH¢9.9 billion over the 2010 medium term, or 43.3 % of the estimated total discretionary spending for the period. 

Table 2: Projected Discretionary Expenditure 

(GH¢’million)

	Item
	2009
	2010
	2011
	2012



	Total Discretionary Expenditure
	5,885.3
	7,014.2
	7,619.3
	8173.0


	Personal Emoluments
	2,536.0
	2,974.4
	3,426.4
	3,473.0


	Administration
	266.3
	302.5
	348.4
	400.0


	Services
	149.0
	176.5
	203.3
	267.0


	Investments (domestic, excluding statutory funds)
	260.1
	352.9
	406.5
	434.0

	Investment (foreign-financed)
	1,475.6
	1,418.7
	1,121.2
	1510.0



Although total investment spending will amount to GH¢5.2 billion or 23% of total discretionary spending in the 2010 medium term, it is not projected to grow significantly during the period due to the sharp projected drop in 2011. Total investment budget will increase marginally from GH¢1.7 billion in 2009 to GH¢1.8 billion in 2010, and thereafter drop to GH¢1.5 billion in 2011 on account of the drop in foreign-financed investment of GH¢57 million in 2010 and GH¢297 million in 2011. Investment is projected to pick up to GH¢1.9 billion in 2012.  

Administration costs will increase from GH¢266 million in 2009 to GH¢302 million in 2010, representing an increase of 13.5%. Over the 2010 medium term, administration costs are projected to increase sharply, reaching GH¢400 million. Thus over the 2010 medium term, administration cost will account for 4.6% of the estimated total discretionary spending. The estimated payment for services over the medium term is GH¢646 million, equivalent to 2.8 % of the estimated total discretionary expenditure.   

Quite clearly, the 2010 Budget MTEF will continue to focus on ensuring tight fiscal discipline but within a stable economic environment. The delivery of quality social services in a cost effective and efficient manner, especially to the poor and vulnerable groups of society, will however not suffer from the fiscal consolidation strategy. 

Over the medium term, health and education will continue to receive top priority in terms of new strategies and introduction of measures to expand services and also bring efficiency and economy in the service delivery. Pro-poor expenditures will be protected and sustained over the medium term. To this end, the delivery of improved social services will be complemented with measures to support pro-poor growth, especially in agriculture. The agriculture sector will be provided with the necessary support to enhance food security and increase incomes for micro and small scale farmers in subsistence farming. 

Health, Education, and Agriculture and Food Security ministries are particularly advised to ensure that pro-poor expenditures are protected in their budget proposals.

7. Preparation of 2010 Expenditure Estimates

The budget preparation process starts in July 2009 and end in mid-November 2009 when it is expected to be presented to Parliament.  In line with the MTEF, all MDAs are expected to comply with the Financial Administration Regulation (FAR) and ensure that estimates for the two outer years, i.e., 2011 and 2012, reflect as much as possible the budgetary requirements. Detailed and reasonable motivations are required to support your submission.

7.1
Infrastructure and Capital Projects

It has been observed that MDAs do not adequately budget for their commitments on current/ongoing projects especially infrastructure development and other investment projects. There have also been cases where MDAs have embarked on projects for which no provisions have been made for in their budget. These invariably affect the effective implementation of the budget during the year. To ensure improved budget implementation, all MDAs are required to budget fully for all outstanding commitments, including payment arrears, for ongoing projects as well as new projects. In assisting MDAs to properly and adequately budget for infrastructure and capital projects detailed guidelines have been provided and attached as Annex 1. 
7.2
International Commitments

MDAs should budget for the activities that will lead to the attainment of targets and triggers defined in the Multi Donor Budget Support PRSC/MDBS matrices. In addition, where MDAs have signed development credit agreements requiring allocation or utilization of agreed levels of Government of Ghana (GOG) expenditures, these should be appropriately budgeted for as part of Items 3 or 4. 

7.3
Letters of Credit

It has been observed that some MDAs request for the issuance of Letters of Credit and Promissory Notes without the necessary budgetary provision to back them when they mature. To avoid delayed payments and ensure effective budget implementation, all Letters of Credit and Promissory Notes whose maturity go beyond the 2009 fiscal year should be provided for adequately since there will be no extra funds to cover those claims.

7.4
Budgeting for Joint Programs and Projects
Joint programs/projects usually require cross-ministerial or departmental involvement in the planning, budgeting and delivery of services. For such programs and projects, a number of ministries and/or departments are often responsible for specific aspects of the program or project, but none is responsible for it in its entirety. A number of constraints may hinder improved collaboration and successful implementation of joint programs. They include, among others, following:

· The prevalent culture in the public service that is characterized by silo- based conventions, which makes it difficult for programs and projects management across MDAs to be effective. 

· Many MDAs do not include joint programs in their strategic plans due to communication and time constraints (where the planning for the program is not aligned to the planning cycle of the MDAs).

· The perceived notion that the current approach to budget allocation does not promote integration and implementation of joint programs.

It needs to be recognized that the financial laws and regulations do not prevent integrated planning and budgeting. What the legal framework prescribes, however, is the appropriation of resources to MDAs. The following are the key steps to follow in planning for joint programs and or projects:

· Identify the primary and secondary objectives;

· Determine the nature and extent of the joint or crosscutting work required;

· Establish a mechanism to ensure joint accountability;

· Prepare and agree on a partnering protocol;

· Make provision for the key role of a Coordinating or Lead MDA;

· Make appropriate financing arrangement.

It must be recognized that joint programs have a greater chance of success if there is better alignment between planning, budgeting and reporting. Identifying the human and fiscal implications of joint programs and projects early in the planning and budget preparation stage will deepen the basis for informed budget allocation decisions. This can be done through joint planning sessions, leading to formal agreements between the participating MDAs. 

These agreements could then form part of the partnering agreement and the MDAs budget submission.

It is important that such programs and projects go through proper processes of feasibility analysis, consultation and planning to facilitate budgeting and implementation. It is also important to ensure that once the initial conceptual and preparatory work has been done, the actual implementation plans of the programs or projects are in place and incorporated into the MTEF plans of the participating MDAs. 

This means that the planning process should be timed in such a manner that they can be aligned with the budgeting cycle of the government. It also requires that by the time MDAs prepare their plans and budgets, they should be aware of the particular crosscutting programs or projects they would be part of and the nature and extent of their envisaged role. In this approach, it is important that MDAs budgets cover not only the specific programs or projects to be implemented but their management requirements as well. 

7.5
Indicative Ceilings

Recommended spending limits disaggregated for year 2010 - 2012 and indicative ceilings into Items 1, and 2 - 4, for MDAs have been provided in Annex 2. MDAs are therefore to distribute the total amount of items 2-4 into various according to their priorities and needs. It must be noted that these figures are indicative and subject to review. Final figures will be released after bilateral negotiations with MDAs. 

MDAs are reminded that all expenditures to be incurred out of internally generated funds – must be budgeted for in the expenditure estimates and broken down into Items 1-4 at the indicative levels provided in Annex 2. To ensure the efficient utilisation of IGFs all MDAs will be required to deposit all internally generated funds into the Consolidated Fund first and thereafter the portion that is to be retained will be released.      

7.6
Personal Emoluments (Item 1)

Given the large chunk of the discretionary spending taken by personnel emoluments, only salary levels approved by the government should be used by all MDAs in determining personnel costs for 2010. The carry-through costs of salary adjustments in the current year should also be provided for in the 2010 Budget and MTEF.

· Note that with the exception of the Ministries of Health (for nurses and doctors) and Education (for teachers) financial clearance for recruitment of staff would be granted to MDAs with vacant and funded posts. MDAs can also undertake replacement of staff subject to obtaining the necessary approvals.

· The Ministry of Health and Education are required to obtain the appropriate establishment and financial clearance before recruiting new staff 

· No increase in salaries and allowances can be provided for without the approval of the Ministry of Finance and Economic Planning (MOFEP). 

In order to estimate accurately the staff strength and expenditure requirement for personal emoluments, MDAs are requested to fill Annexure-2a detailing staff strength on monthly basis up to June 2009, and projected figures for July to December 2009.  The completion of this form is mandatory for all MDAs.  

7.7
Administration Expenses (Item 2)

The detailed sub-items under this expenditure have been indicated in the Chart of Expenditure
Item Classification attached as Annex 3 and this should be adhered to by all MDAs, where applicable.  

7.8
Allowances

MDAs are reminded that apart from domestic servant and maidservant allowances, all other allowances should be budgeted for under Administration Expenses (Item 2). This directive is binding on all MDAs, including sub-vented agencies. In this regard, MDAs are required to fill Annex2b indicating Projected Personnel Emolument for 2010 and MTEF and Personnel Emolument-related allowances.

7.9
Utilities

The centralization of payment of utility bills in the Ministry of Finance and Economic Planning will continue in the 2010 fiscal year. However, to make this policy effective and efficient, MoFEP by its circular of SCR/CD/153 requested all MDAs to establish utility desks in their institutions to scrutinise all bills to ensure that only officers qualified to enjoy these benefits are included in the centralized bills. Heads of MDAs are reminded to ensure that these desks are established.

7.10
International Subscription Payments/Contributions

MDAs are to make that adequate provision in the 2010 Budget and MTEF to cater for their international subscription payments/contributions and all other international financial commitments.

7.11
Service and Investment Expenses (Items 3 & 4)

7.11.1
Foreign travels

Foreign travel costs should continue to be provided for under service expenses (Item 3). Foreign travel expenses can only be utilized after approval has been sought from the Chief of Staff.

7.11.2
Consultancy fees

MDAs are reminded to budget for consultancy claims, including services rendered by the Architectural and Engineering Services Limited (AESL).  MDAs are informed that no funds will be set aside under MOFEP Budget for the payment for such services.
7.11.3
Import duties

MDAs should continue to budget for the payment of custom duties, VAT and other fees and charges on all expected imports, local purchases and contracts. MDAs are to take note that the cost of goods cleared on permit will be debited against their budgets.

7.114
Retention claims

All MDAs are advised to cater for retention claims in their budgets.
7.11.5
Exchange rate

To have a uniform base for MDA estimates, especially the portions that are exchange rate related, all MDAs should employ the inter-bank exchange rate prevailing as at ………. …………, 2009 (i.e. ¢…………….=US$1).
8. Preparation of Revenue Estimates

8.1
Tax Revenue

Tax revenue will continue to be budgeted for on the basis of information provided by the revenue agencies, i.e., CEPS, IRS and VAT Service, through the Revenue Agencies Governing Board (RAGB).

8.2
Non-Tax Revenue Estimates

All MDAs that subsist on the budget and generate non-tax revenue will be required to prepare and submit a revenue budget for 2010 and MTEF as follows:

i. Provide detail of measures and activities to be implemented in the medium term 2010 to increase revenue generation and improve collection, accounting and reporting. This should include measures to eliminate revenue leakages.


ii. The non-tax revenue estimates for 2010 and MTEF should include the following:

· Projected total non-tax revenue to be collected, broken down on a monthly basis by type of revenue.

· The projected revenue should be classified into amount to be retained by MDA and amount to be lodged into the Consolidated Fund.

· Formats for the presentation of the revenue estimates and guidelines for revenue projections are attached as tables 1 and 2

iii. MDAs are reminded that all expenditures to be incurred out of retained IGFs must be budgeted for as part of the expenditure estimates, detailing the objectives, outputs and activities to be implemented. The breakdown of the expenditure into items must also be provided.

iv. MDAs are reminded of the following directives on the use of Internally Generated funds.

Internally generated funds shall not be used for the payment of staff benefits and other allowances except where the allowances are directly related to the provision of services that will lead to increased revenue, and payment of the allowances should be authorized and be consistent with existing regulations. Generally retained internally generated funds shall be applied as follows:

Service delivery (leading to revenue enhancement)

 15%

Investment 






 85%

Of which

· New acquisition




 30%

· Maintenance





 30%

· Research/development/Innovation


 25%

8.3
Disaggregation of MDA Estimates 

All MDAs that have offices at the regional and district levels must create Regional and District Cost Centres and budget for them. MDAs that are required to disaggregate their budgets have been listed in Annex 3.  All MDAs referred to in Annex 2 should therefore ensure that their budgets are disaggregated to facilitate smooth preparation and implementation. This would be a requirement for the 2010 draft estimates submission. 

9. Work Plans, Procurement Plans and Cash Flow Forecasts

MDAs are reminded to submit their Work Plans, Procurement Plans and Cash Flow forecasts which should be fairly distributed and not skewed towards any quarter except those MDAs whose functions are seasonal. These draft Work Plans, Procurement Plans and Cash Plans must accompany the strategic plans and draft estimates.

10. Budget Committees
In the previous Budget Guidelines, MDAs were required to submit on stakeholders meetings of the Budget Committees to the Budget Hearings as evidence of well functioning Budget Committees. All MDAs are being reminded to submit these reports to the 2010 Budget Hearings.

11.   Submission of Estimates

In line with the constitutional provision relating to budget submission for 2010 and MTEF draft Estimates to Parliament by 30th November, the draft estimates of MDAs should reach the Ministry of Finance and Economic Planning not later than 29th August 2009, in both hard and soft copies.  Budget Hearings for all MDAs are expected to start by first week of September 2009.  A detailed Budget Hearing Timetable is attached as Annex 4 for your information. 

All MDAs should ensure that the contents of these Guidelines are strictly adhered to and all issues therein are addressed in their draft Budget Estimates.

I count on your co-operation and entreat all Chief Directors to take charge of the preparation of 2010 –2012 Draft Estimates and ensure early submission.

                                       


Dr. Kwabena Duffuor

Minister of Finance and Economic Planning

ALL SECTOR MINISTERS

ALL REGIONAL MINISTERS

ALL DISTRICT CHIEF EXECUTIVES






Cc:   His Excellency, the President

        The Chief of Staff 

        The Chairman, NDPC






        The Hon. Minister, MOFEP






        The Hon. Deputy Ministers, MOFEP






        The Head the of Civil Service






        The Auditor-General






        The Controller & Acct.-General






        All Chief Directors/Directors (1)






        All Heads of Depts/ Agencies






        All Regional Co-ord. Directors






        All Reg. Budget Officers






        All Reg Econ. Plan Officers






        All Dist. Co-ord. Directors

Annex 1

Budgeting for Infrastructure and Capital Projects 
Overview

This document provides guidance on budgeting for new and existing infrastructure and capital projects. All funding requests for infrastructure and large capital projects are to be motivated separately from other budget proposals, as these will be reviewed and appraised separately by a sub-committee of the Medium Term Expenditure Committee (MTEC), called the Capital Budgets Committee (CBC).

The CBC is an inter-ministerial task team that will be set up during the 2010 MTEC process to undertake the review of funding requests for individual infrastructure and capital projects and programs of MDAs. The CBC will make recommendations to the MTEC with regards to the funding of infrastructure projects and programs as well as large capital projects.

It is the intention of the CBC to develop and implement a more rigorous approach in appraising capital expenditure projects, as well as to encourage the progressive advancement of in-house project appraisal capacity within MDAs. The reason for this approach is to ensure that funding is prioritised and directed towards maximum economic and social benefit, and that all large and ‘mega’ projects and capital acquisitions have been well-thought through from many different perspectives, properly costed, risks assessed, strategically aligned, and make sense from operational point of view.

All infrastructure/capital funding requests and associated explanatory and supporting documentation, motivations and feasibility studies, etc., are required before the commencement of the MTEC process in order to allow the CBC to undertake a proper review of such requests across all MDAs. A Project Concept Note is also required for all projects or programs to be appraised.

The type and details of information required for appraisal will depend on the size and nature of the capital project being considered. All infrastructure projects, programs and major capital acquisitions must be classified according to three broadly pre-defined categories. These categories will require different levels of analysis and information as they have different budgetary implications and will thus be appraised accordingly. The three categories are outlined below.

Classification of Projects and Programs
Funding requests for infrastructure and capital projects and programs must fall under one of the following three broad categories:

1. “Mega” projects or programs – projects and programs estimated to cost more than GH¢100 million in total

2. “Large” projects or programs – projects and programs estimated to cost between GH¢25 million and under GH¢100 million in total

3. “Small” projects and programs – projects and programs estimated to cost less than GH¢25 million

Funding Motivation
Mega projects and programs – Consist of all new and ongoing large infrastructure and capital projects and programs that require GH¢100 million or more, either from the budget, MDAs virements and or savings, inter-MDA funding, borrowings (private or public institutions), and grants. Being the largest capital commitments on the budget, mega projects and programs will require the most detailed information and preparation and will follow a more rigorous review by the CBC in order to minimize the risks of project failure as well as the chances of over-expenditure or under-expenditure. Detailed feasibility studies will thus be required for all mega projects and programs.

New infrastructure projects and programs – These are infrastructure projects and programs which have not been funded before. All new infrastructure and capital projects and programs will require an appraisal to be submitted which may vary depending on the nature and size of the project or program. New small projects (under GH¢25 million) which are not part of existing program may be grouped together and motivated as a new infrastructure program.

Extension of existing/ongoing projects and programs – Funding for existing or ongoing project or program should either based on the need to complete or the need to extend the initiative. Where many common small projects (under GH¢25 million) exist, these may be grouped together and motivated as an infrastructure and capital projects and programs requiring extension. For these projects and programs, it is important to provide an accurate and detailed account of their history (project description, location, commencement date, contractor, expected completion date, initial cost, disbursements to date, arrears payments if any, etc.), an assessment of progress to date, the change in needs if applicable, and sound reasoning for the extension in respect of timing and expenditure. Ongoing infrastructure and capital projects transfers which require further support may also be motivated under this category.

Appraisal Process
MDAs are responsible for the appraisal of their projects and programs that require funding. The CBC will undertake a review of appraisals submitted and make recommendations in an environment of competing requests and scarce resources to the MTEC. The onus is therefore on MDAs to provide as much detail as possible, and ensure that motivations, feasibility studies and other supporting documents are comprehensive and realistic to support funding requests. Project appraisal is necessary for a number of reasons:

· Develop and formulate potential projects precisely and concisely

· Avoid badly planned and wasteful projects

· Encourage identification of risks and formulation of mitigation strategies

· Promote transparency

Below are some of the requirements that MDAs need to fulfil in their proposals for mega and large projects. In general, a submission should be presented as a discussion, with supporting graphs and tables where statistical information requires illustration. Each mega or large project requires a separate submission, which should include:

I. Project concept note

A project concept note is required for all projects or programs to be appraised. The note should serve as the front cover for supporting documentation, presented in the following format:

a. Project name and location

b. Type of project (new, extension of existing or ongoing)

c. Brief description of the project

d. Project stage

e. Estimated construction duration (months)

f. Estimated project cost

g. Sources or expected sources of funding

h. Outline needs analysis

i. Outline different options considered

j. Outline economic and social benefits

k. Outline funding sources that have been considered

II. Needs analysis

Demonstrate why the project is required and whether it is aligned to the strategic objectives of the institution. The following aspects need to be considered

· The statistical trends and key indicators in the relevant area of service delivery that point to the need for increased demand at this time and the location;

· The extent and urgency of the need and the consequences of not meeting the need. How are the people, community or users currently coping?

· The proportion of the need the request is intended to fulfil, and how long will it be operational

· The proposed outputs and outcomes, i.e., what will be built/procured and how many people will it serve, in what ways and for how long?

· Demonstrate that the project or program fits with your strategic plan or infrastructure delivery plan (which should also be supplied)

III. Options analysis

Identify and examine alternative ways of meeting the need. Explain why the proposal under consideration was selected as the preferred option and why the others were rejected.

IV. Cost-benefit analysis

Estimate the equivalent money value of the benefits and costs of the project or program to the society or community to establish whether it is worthwhile undertaking. Include the following:

· The build-up of all costs (present and future) and their underlying assumptions, including escalations due to inflation, exchange rates fluctuations, tender estimation, etc.,

· Estimates of all revenue (if applicable)

· Proposed or perceived economic and social benefits of the project or program (present and future) and the underlying assumptions

· Net present value analysis on costs and revenue, outlining all assumptions made, including the financial and social discount rates used.

V. Lifecycle costs and affordability

· Discuss the operational implications of the infrastructure or capital project on your budget in future years (e.g., more or less staff, maintenance or recurrent costs, etc). Is this affordable and sustainable?

· What are the operational impacts of and responsibility implications for other MDAs or District Assemblies? Provide evidence of their agreement in this regard. 

· If funding is required for a public entity, demonstrate why this should be funded by taxpayers and not the users.

VI. Implementation readiness

· Indicate the stage of the project (identification, feasibility, design, procurement, construction, etc.)

· State the proposed target date to commence construction and the estimated duration of construction. Outline the implementation schedule.

· The intended implementation agents (Ministry of Public Works, own ministry, private sector, etc.) for the various stages (design, procurement, construction, project management, monitoring, etc.)

· Discuss the level of planning already undertaken or achieved and what still remains to be done. Also indicate if there are other stakeholders involved in the project

· Outline the risks or potential risks and possible constraints faced in the delivery of the project. What are your mitigation strategies?

VII. Funding and approvals

· State whether this type of infrastructure or capital project generates ongoing user revenue. Does or will a special account exists for this purpose?

· Discuss the funding sources that have been considered or available and indicate the contribution or expected contribution from each. Has any agreement been reached with other funders? If yes provide evidence in this regard. Is a public-private partnership being considered for this project? If not why?

· List all approvals and permissions obtained for this project, including environmental impact assessments and Local government approvals.

NOTES ON PROJECT APPRAISAL

There are a number of resources including books and courses on how to appraise projects and programs. MDAs are urged to capacitate their staff in this important field of study as infrastructure and capital projects delivery become an important priority in the country. It is the intention of the Ministry of Finance and Economic Planning to progressively require more detailed analyses as funding requests are becoming larger compared to available resources. Under these circumstances, it is appropriate to prioritise requests which can demonstrate the largest benefits to the country.

The section below provides a brief on project appraisal that may assist in enhancing the quality of your submission for funding.

Cost-Benefit Analysis

Costs and benefits should be extended to cover the useful lifetime of a project under consideration. Based on the net result of economic benefits less economic costs, decision makers will determine whether a particular project or program is a worthwhile investment – keeping in mind that benefits need to be maximised for the society.

MDAs must take account of the extent to which projects incur costs over a period of years. Costs should reflect the value of resources displaced (i.e., opportunity cost to society) as a result of the project. MDAs must identify and calculate all costs associated with the planned investment; these should include but not limited to the following:

· Capital or construction costs (e.g. land, buildings, equipment, labour costs, consultancy fees, contractors costs, and any other pre-production expenses)

· Annual operating costs (e.g. purchases of additional equipment, personnel costs, administration costs,  loan repayments and associated interest, and any other operational costs)

· Annual maintenance costs

· In addition, all non-quantifiable costs should be listed and described as a matter of public reference

In gathering data on the cost of inputs, local contractors should be consulted and only where the inputs do not exist locally should the imported cost be used. Inflationary and exchange rate factors should also be accounted for as costs escalate over time.

Benefits should be a measure of all the direct social and economic benefits as a result of the project. This measures the direct effects that result from the project, usually in the form of revenue earned and employment created. All non-quantifiable benefits should also be listed and described as a matter of public reference.

Externalities are costs and benefits to society that arise from a project but that are not experienced directly by either the project owners or the direct project beneficiaries. The can include environmental, economic and social impacts, and can be both positive and negative. Negative externalities should be included as economic costs and positive externalities should be included as economic benefits – only externalities that result in a significant effect should be included.

An example of a negative externality is environmental pollution or degradation as a result of the project. Displacement effects can also be seen as a negative effect (and should be included as a cost). These are the extent to which a project takes market share, labour or land from existing local firms.

Positive externalities can be both social and economic. An example of positive economic externality is the additional value-added generated from direct effects (i.e., multiplier effects). These initial effects result in additional effects known as indirect or induced effects.

· Indirect effects occur when local businesses benefit from increased purchases of production material and services due to the project. These are second round effect.

· Induced effects arise when those households who benefit from an increase in direct or indirect expenditures spend a portion of their income locally.

Indirect and induced effects thus expand direct spending by a multiple. The multiplier (expenditure multiplier) thus measures the extent to which initial expenditure on a project or program in a locality leads to additional expenditures in the local economy. The multiplier is calculated by dividing the total change in economic activity by the change in initial direct spending.

Discounting

The economic desirability of a project is determined by the net present value (NPV) of its incremental net economic benefits. Costs and benefits occurring at different times must thus be discounted. A discount factor allows us to compute the present value (PV) of a Cedi received or paid in the future. The NPV of a future stream of net benefits (B0 -C0), (B1 - C1), (B2 - C2).............. (Bn - Cn) can be expressed as follows:
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Where B represents benefits, C represents costs, and r is the discount rate 

Risks and Contingencies

MDAs must identify and assess the main areas of risk that might prevent the project from delivering the anticipated results or outputs. Examples may include:

· Cost overruns

· Difficulties in securing statutory consent or approvals

· Delays in project implementation

Recognising risks will better equip the MDA with the information needed to develop the mitigation strategies.

Sensitivity Analysis

For mega and large projects, costs should be readjusted to reflect scenarios based upon the variations in the key assumptions – e.g. what is the effect of a 10% increase in costs, or what is the effect on the cost of imported inputs if there is 10% depreciation in the exchange rate?
Example of a scenario analysis for variation in inflation

	Risk Variable
	Cost Variations



	
	Pessimistic Scenario

(6%)
	Baseline Case

(4.7%)
	Optimistic Scenario

(4%)

	Inflation
	GH¢102,000,000
	GH¢100,000,000
	GH¢98,000,000


Cost-Effectiveness Analysis

Cos-effectiveness analysis (CEA) helps to ensure efficient use of investment resources in sectors where it is difficult to value benefits in monetary terms. The tool is used for the selection of alternative projects with the same objective (quantified in physical terms), and has been commonly used in the evaluation of social projects, e.g., health and education sector.

CEA is employed to find the least cost way of determining a capital project objective. It can thus be used to identify for a given output level, the alternative that minimises the actual value of costs, or for a given cost, the alternative that maximises the output level. When conducting a CEA, the following steps need to be undertaken:

· Identify and quantify the expected result or benefit of the project in physical terms (e.g., number of road accidents avoided; number of patients lives saved; etc). Consider the project or program outputs and which of them may be predominant.

· Determine the total cost of the project or program (only direct resources that have a well-defined monetary value are included)

· Determine the Cost-effectiveness Ratio (CER) as:

      CER = [image: image6.png]Costs
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· Select the alternative with the lowest CER
Examples:

Cost-effectiveness of three independent programs

1. Health Projects

	Program
	Cost

(GH¢’000)
	Health Effect

(Life years gained)
	CER

	A
	150,000
	1850
	81.08

	B
	100,000
	1200
	83.33

	C
	120,000
	1350
	88.89


Program A is the most cost-effective

2. Road Maintenance Projects

	Project
	Cost

(GH¢’000)
	Increase in expected Life (Years)
	CER

	A
	210,000
	8
	26,250

	B
	140,000
	6
	23,333

	C
	250,000
	10
	25,000


Project B is the most cost-effective
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