[image: image1.emf]
Discussion Note

IATI formats to map Aid to Partner Country Budgets
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IATI TAG Secretariat
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Context

The IATI scoping paper included a placeholder for a ‘Recipient Budget Identifier’ to link to various recipient country budget and other classifications (Phase 2; IATI code 3.11). This was a major requirement identified in the IATI consultations during 2009. 
This paper provides the background to the topic, identifies the many ways in which aid flows need to be aligned to national classifications and requirements for both budget preparation and execution. Table 5 on page 12 and 13 identifies what information is critical and how it is either already covered in IATI work or is addressed in these proposals. 
The paper identifies four options for discussion during the meeting, with a proposal that they may need testing in some piloting work to better establish their ability to meet the needs and the associated costs and benefits. The four options are: 
1. Double coding: donors publish aid information once classified by CRS sector codes for cross-country comparisons and secondly classified using country-specific codes for integration with country budgets. 

2. Coding all aid uniformly in ways that speak to partner country budgets: using a ‘spine’ that will allow aid to be reported in the commonly used ‘aid-centric’ sector classifications and against partner country budgets through a single coding exercise. Critical to this option is that data should be sufficiently disaggregated to (i) map to most country budgets and (ii) roll up into CRS sector codes. Both would be reported to the Registry.

3. Using extended CRS sector codes (or an IATI spine) plus voluntary country-specific coding: as for option 2, but replacing CRS sector codes with extended codes or an IATI spine, supported by country-specific coding, but only for countries where the country/donor partnership chooses to invest the effort.
4. Publish raw donor information in the interim: to provide more time to investigate a common standard to translate information from donor systems directly to country budgets. 
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Introduction

1. This note provides a concept proposal on adjustments to International Aid Transparency Initiative (IATI) formats to facilitate the mapping of (country programmable) aid to partner country budgets. 
2. The Initiative aims to deliver a step shift in public availability and accessibility of information on aid flows, globally. The central concept is that when information is published in consistent, comparable formats, it is much easier for users to access and use this information. 

3. Much of the information that is required by users is common across countries, for example basic financial data, details of implementing agencies, dates, descriptions, grants/loans and concessionality. In these cases, the IATI common standards can be agreed internationally and published information can be common across all countries. However, other information is country specific. This includes national sector, economic, functional and administrative budget classifications and financial years. This information will need to either be published twice, according to both national and international classifications, or once, in ways which can map to either classification. This note addresses this base question.
4. The Accra Agenda for Action committed development partners to “publicly disclose regular, detailed and timely information on volume, allocation and, when available, results of development expenditure to enable more accurate budget, accounting and audit by developing countries”. Donors also committed to “Beginning now … provide full and timely information on annual commitments and actual disbursements” and “Beginning now … provide developing countries with regular and timely information on their rolling three- to five-year forward expenditure and/or implementation plans, with at least indicative resource allocations”. (AAA, 2008)
5. The ability to show aid on or map country programmable aid to partner country budgets is a critical component of the IATI declaration. The Declaration committed signatories to “share more detailed and more up-to-date information about aid in a form that makes information more accessible to all relevant stakeholders” and give “strong political direction, and … invest the necessary resources, to meet in full existing nationally and internationally-agreed reporting standards and to accelerate availability of aid information”. Signatories also committed themselves to “provide more reliable and detailed information about intended future aid” to the extent possible. The signatories affirmed that “information about aid should be easily accessible to support local accountability and efficient public administration” (IATI, 2008)

Partner country needs

6. Partner countries require information on aid flows to hold donors to account against commitments in terms of volume and effective use of aid. They however also require aid data that can be integrated into their own systems for planning, accounting and reporting purposes. 

7. IATI consultations indicated that developing countries’ top priority is for timely, up-to-date and reliable information on current and future aid flows. They do not want ‘one-size-fits-all’ information but information that they can use for their own systems and processes. They also want more detailed information on where, when, by whom, how, on what, and in which sectors aid is spent. They stress the need for better information to allow them to monitor results and the impact of aid, and they want better coverage of aid flows, including information from global funds and NGOs. Information on conditions and terms was regarded as essential, and for some, information to assist in monitoring of Paris Declaration targets was regarded as useful. While contract and procurement details were regarded as less important for developing countries than other areas of the proposed standard, non-statistical information, including relevant strategy, policy and evaluation documents, were regarded as essential IATI, 2010a()
. 

8. Much aid is delivered using country systems. Aid modalities such as budget and sector budget support are registered on the revenue side of partner country budgets and allocated to expenditure categories under partner country classification systems. Earmarked programme and project aid delivered through partner country systems are also allocated by partner country budgets and managed using partner country charts of accounts. 
9. However, much aid is still managed directly by donors or by appointed third party agents, such as NGOs or management agencies. In many countries such aid comprises a significant if not the major part of aid flows. The integration of this aid into partner country budget processes is dependent on the availability of timely, relevant and accurate information on the disbursement, allocation and use of funds against partner country budget categories. As this aid is categorised using donor and project-centric classifications, its mapping to government budgets carries high transaction cost even when the information is available in a timely manner, which in most countries it is not to a significant degree. Even aid that is delivered using partner country systems carries transaction costs to map to budget.
10. Yet, it is crucial to integrate all aid with and reflect it on partner country budgets. Adequate integration of aid in partner country budgets is essential not only for purposes of government allocative and operational efficiency, but also for accountability and transparency toward national stakeholders, in particular Parliaments and civil society. Partner countries also need information on aid flows for macro-economic management purposes. This is recognised by IATI in its commitments to develop standards that place adequate priority on what information is needed and in which formats and when for partner countries to prepare, execute and monitor budgets and report to their parliaments and citizens. 

Developing and phasing the implementation of IATI standards

11. Progress has been made in the development of standards. 
Phase 1 standards: Relevant Phase 1 standards (to partner country budget planning, implementation and reporting) that were agreed in July this year include publishing information on (please note that the reference numbers refer to the IATI numbering system in use until July 2010):
· The organisation of origin, e.g. DFID (1.01, 1.02)
· Participating organisations (The identity and role of each organisation in the activity)

· Extending organisation (3.2)

· Implementing agency (executing agency, channel of delivery, 3.3)

· Beneficiary agency (agency which benefits from the implementation of the project, 3.4)

· Flow type (ODA, OOF and others applying to NGOs and foundations, 3.7)

· Finance type  (Grant, loan, capital subscription, export credit, debt relief, equity, 3.8)

· Activity ID (3.9)

· General / detailed sector (DAC CRS standard 3.12)

· Activity dates (Expected and actual start and completion dates of the activity, 3.13)
· Activity status (ego implementation, 3.14)
· Financial transactions

· Total amount committed (4.3)

· Actual Disbursements (4.6)

· Loan repayments (4.7)

· Interest repayments (4.8)
The intention is that the data will be published as soon as possible and at least quarterly, clearly identifying data that are still subject to quality assurance and audit. Donors are currently developing implementation schedules. 
Phase 2 standards: The development of standards for Phase 2 publication is currently underway. This note speaks specifically to the ‘recipient country budget identifier’ (standard 3.11). Other standards in development are

· Annual forward planning budget data for each recipient country (standard 1.12: The July IATI Signatories and steering committee meeting indicated that the standard should require publication of forward indicative aggregate budgets by country, on a commitment or disbursement basis, or both, on a rolling 3-5 year basis where they exist, or for as many future years as possible. As a minimum, the data must be on, or be able to be mapped to, the FY of the partner country. Suitable qualifications will be made about the data being indicative, and subject to parliamentary or Executive Board approval and change.)

· Recipient Budget Identifier (links to various recipient country budget and other classifications, 3.11)

· Total activity cost (4.1)

· Annual budget and planned disbursements (original budget, updated budget, planned disbursement by financial year of the recipient as a minimum and each calendar year and/or financial year of donor optionally in addition, 4.2 and 4.5)

· Conditions (6.2)

Phase 3 standards: Phase 3 standards are also being developed. Relevant standards to partner countries are:
· Detailed geographic information (3.16)

· Outputs and outcomes indicators in project documentation (5.1)

· Results indicators -- final results and outputs at project end (5.2)

· Project specific Paris Declaration indicators (6.1)

Key issues in the integration of aid with partner country budgets
12. There are many requirements of aid information to enable partner countries to use the information in their budget preparation, implementation and reporting and for managing aid project cycles. Not all requirements are however relevant to the formats in which information is required for it to be integrated into partner country budget processes and reflected on partner country budgets and reports. This section briefly isolates the requirements that are relevant and assigns priority to them.
13. Traditionally aid information was captured at country level by central agencies and/or recipient institutions on a project basis. Partner country management of aid was concerned more with managing aid project cycles (for donor accountability) than with the management of aid in the budget cycle for local accountability. The information captured in central partner country aid management systems – where they existed – or recipient institution records was therefore concerned in the first place with the identification of programmes/projects by donor, flow type, their start and end dates, sectors and strategic areas, beneficiary institutions, descriptions, value in donor and local currency and expected disbursements, implementation status and progress. Budget preparation processes used the information collected in the aid management system annually as an input into budget preparation, sometimes as the primary source of information but also often as a check on information submitted by spending agencies. 
14. In many countries too aid was planned and accounted for in the development budget, separately from the recurrent budget, classified only by the high level recipient institution administrative classifications and assumed by definition to be capital expenditure in nature. As most aid was managed outside of government systems and on a project by project basis, project based planning, accounting and reporting was sufficient to meet partner country needs in practice.
15. In the last 15 years three shifts have changed this scenario: firstly aid funded projects and programmes increasingly included both capital and recurrent expenditure making an automatic classification on the development budget as capital expenditure inadequate for country macroeconomic management and analysis purposes. Secondly, improvements in partner country budgeting, budget structures, budget classifications and chart of accounts was required by and enabled the integration of development and recurrent budgets following the realisation that the degree to which they were separated (legislative, institutional, budget structure/documentation and managerial) had significant negative consequences. Many countries built institutional and budget structure and documentation linkages (and some also did away with separate legislative instruments) requiring a shared budget classification and chart of accounts. Finally, the aid effectiveness agenda raised awareness of the necessity of (i) using partner country systems to implement aid projects and programmes and (ii) integrating all aid in country budget process and documentation. 
16. Modern aid management and PFM management therefore have moved much closer in their aims and requirements. Most significant is the requirement for information from the aid project cycle to be mapped to the PFM programme budget cycle, and information from the PFM programme budget cycle to be mapped back to the aid project cycle. The requirements are made complex by different pathways for different aid flows, in other words the degree to which aid is on budget. For example, aid that is ‘on parliament’ but not ‘on treasury’ (see Annex 1 for discussion of different dimensions of ‘on budget’) might need to be captured ‘on account’ at some level to enable financial reporting, requiring donor-generated information for reporting to and in the partner country. For aid that is ‘on treasury’ however the requirement is for partner country generated information from the PFM system to the aid management system for reporting to donors (and reporting in country through the PFM system).
17. Experience in managing aid at country level has taught that resulting information management complexity generates high transaction cost with most flows being manipulated manually to format information that is in the formats of the information provider, to the formats of the information receiver. Problems with the comprehensiveness and quality of information are common, even when aid information management systems (AIMS) are installed. While IATI is conceptualised around greater transparency regarding aid, particularly by donors, it also has the potential to reduce transaction costs in providing information on both sides of the aid relationship down the line. It is therefore worthwhile to consider how IATI standards can reduce transaction costs for partner countries in reporting. To put it plainly: if partner countries can report to IATI standards because the standards allow for easy alignment with country PFM systems and donor aid project formats, then the investment in systems on both sides to implement the standards will be worthwhile in the long run. 
What information is required?

18. The tables below think through these information requirements for different channels of aid flows against the budget management cycle in order to map aid to country budgets and support country accountability cycles. The information is critical for all country programmable aid, in other words the aid that remains after deducting humanitarian aid and debt relief, imputed student costs, administrative costs, promotion of development awareness, research and refugees in donor countries, food aid and aid from local governments, and core funding of NGOs.
19. It holds for all information in all phases of the budget process that 

· the information is required by recipient country financial year. This issue is addressed by the commitment to publish IATI information on a quarterly basis at first (which allows mapping to most country financial years) and eventually on a monthly basis with a rolling forward horizon of 3 to 5 years. 

· all information needs to be accurate and timely. This requirement is covered by work elsewhere on predictability of aid flows.

· the finance type, the degree of earmarking within the finance type (budget support, sector budget support or other) and whether the aid is delivered as cash or in kind (disbursement channel) for each donor programme or project needs to be known.

· there needs to be a standard convention that applies to currency conversions.

· information is required on the conditions that attach to every project and programme.
Table 1: Information required for budget preparation and enactment
	Budget Preparation and enactment

The Information requirements for budget preparation are similar across all aid disbursement channels, funding mechanisms and modalities. Information is required to integrate aid in planning and budgeting and to reflect it on budgets for submission to parliament. The required information concerns financial flows (aid commitments and disbursements identified and classified appropriately), and non-financial information (such as conditions and expected outputs). It also refers to data on programmes that have been approved, and indicative data on programmes that are not yet finalised, particularly in respect of the commitment data.

	· Forward information is required on commitments by donor at aggregate country budget and sector level for the budget year and medium term (all aid notwithstanding funding mechanism).

· Information is required on planned disbursements by donor for the budget year and over the medium term for countries that prepare budgets with a medium term perspective for all aid. This information is needed at aggregate country budget level for all aid, disaggregated by general budget support, sector budget support and other funding mechanisms.

· For earmarked aid the medium term planned disbursement information is also by project or programme and by implementing government institution (administrative classification).

· Financial flows for non budget support programmes or projects need to be classified by their intended purposes (functional/programmatic
 classification) and the expected inputs that will be used to achieve the purpose (economic/object classification). The latter is more important at spending agency level. 

· Information is required on the geographical targeting of aid. If aid flows are intended for implementation by specific regional or local institutions within a sector even if these institutions are not the main accountable executive agency, this information is needed at the national level for use in budgeting for voted funds and for preparing budget documentation. Implementing agencies at all levels also require information on where the aid of which they are the beneficiary will be used to plan the allocation of voted funds.

· Information is required on the expected outcomes and outputs of each project and programme.


20. There is an issue with regards to information on the different executive agencies associated with a project or programme and where partner countries choose to reflect the information on budget. The IATI Phase 1 standards require the identification of a beneficiary institution at partner country level. However, in practice there are often several partner country institutions associated with an aid flow. Institutions might (i) sign the agreement (ii) receive the funds (iii) manage and report on the funds (iv) implement the activities and/or (v) benefit from the activities. Thus for example the funds might be received by the treasury in terms of an agreement signed with a sector ministry, which receives the funds and reports on them but may either transfer some or all of the funds to regional or local authorities or other sector ministries that implement the activities or implement activities itself that benefit regional or local authorities or a combination of the two. From a central budget perspective the funds would be reflected on the budget of the institution that is accountable for it, but would need to be integrated into budget processes also with regard to revenues and expenditures of the institutions and regions that benefit from the funds.
Table 2: Information required for budget execution
	Budget Execution

Different information needs between donors and recipient government attach to different channels of disbursement in respect of cash forecasting and management, budget execution processes and controls and for planning and spending voted funds. The information required is planned and actual disbursements, classified appropriately and changes to planned disbursements (level and composition)

	Channel 1 disbursement

(aid in cash: Through central MOF / Treasury)
	Channel 2 disbursement

(aid in cash: Money is disbursed directly to the implementing institution and managed through a separate bank account)
	Channel 3 disbursement

(aid in kind: Donors manage funds themselves or utilise third party agencies, e.g. NGOs or management companies)

	For budget execution processes and controls (e.g. commitment) and planning and spending voted funds: Aid that is managed through country systems needs to be mapped by donor (fund classification) to the country chart of accounts (administrative, locality, function, programme, economic and project classification as is in use) to the degree and level at which appropriations are voted for each executive agency that receive funds. Changes to the mapping during budget execution (virements) need to be recorded. 

For cash forecasting and management: Information on planned disbursements during financial year + changes to planned disbursements in aggregate and by project, by implementing executive agency.
	For budget execution processes and controls and planning and spending voted funds: As for Channel 1 disbursements.


	For planning and spending voted funds:

Planned and actual disbursements by the donor to the third party agent or use of funds by the donor itself. This is required to align aid and vote funded activities.


Table 3: Information required for accounting.
	Accounting: The information required is actual commitment and use of funds classified appropriately by country chart of accounts

	Channel 1 and Channel 2:
	Channel 3

	Internally within country: Information on disbursement, commitment and use of funds for capturing in country accounting system by chart of accounts categories, automatic when budget execution managed through financial management information system.
	By donor to country: Aid that is not disbursed through country systems (i.e. is not ‘on treasury’) but is accounted for in country financial reporting (e.g. where aid is ‘on parliament’ and  not ‘on treasury’) information on the actual commitment and use of funds by beneficiary institution, country functional/programme classification and economic/object classification as is required for reflection in financial reporting


Table 4: Information required for budget reporting 
	Budget reporting refers to routine reporting internal to executive agencies, reporting to central executive agencies and reporting to parliament and/or the public, and reporting to donors for channel 1 and 2 funds. Internal reporting is important for transparency and accountability, but also for forward planning and budgeting. Reporting on aid requires information on financial flows (actual disbursements and use of funds) and non-financial flows (results achieved)

	Channel 1 and Channel 2
	Channel 3

	Reporting within country: Information on the actual disbursement of aid down the supply chain (from executive agency that received the funds through to all agencies implementing activities), by donor by project. Information on the actual use of aid by donor by project and by implementing executive agency and by budget classifications. 

Information on the results of aid projects and programmes.
	Reporting within country: Information on the actual disbursement of aid by donor by project. Information on the actual use of aid by donor by project and by beneficiary executive agency and budget classifications. 

Information on the results of aid projects and programmes.




21. The tables above set out the full information required on aid to enable partner country budgeting and accountability cycles. However, not all the information is equally critical and much of it is generated by government itself (for Channel 1 and 2 disbursements). The table below reflects a summary of the information from the perspective of an aid transfer, in other words the unit of data to be coded in IATI. Requirements that are already met or being investigated in another work stream, are marked as such. For the remainder (the requirements that this proposal need to cover) it also identifies whether the information is critical or less critical using the following criteria: (i) the assumption that a first ‘must have’ requirement is information to prepare and manage budgets at the centre (ii) the assumption that accounting for financial flows is necessary to account for results and therefore should be prioritised, (iii) the assumption that budget preparation information is more important than budget execution information as it ensures that government is aware of all aid flows and can put pressure at a country level on donors and/or recipient government institutions to provide up to date information on programme implementation (actual disbursement and use of aid) for reporting purposes. Note that a marked as ‘less critical’ does not mean that the information is not needed, merely that in phasing implementation, its availability can be delayed. 
Table 5: Information concerns to be covered by this proposal 
	Type of aid information
	Necessary characteristic of the information
	Critical
	Less Critical
	Covered under separate IATI work stream or Phase 1 decision

	General

(for each aid flow)
	All information is required by recipient country financial year 
	
	
	( See above

	
	All information needs to be accurate and timely.
	
	
	( See above

	
	The information is critical for country programmable aid
	
	
	(

	
	The finance type of each flow
	
	
	( (3.8)

	
	Currency and value in local currency
	
	
	(

	
	Degree of earmarking (budget support, sector budget support, other) in the finance type
	
	
	(

	
	Disbursement channel (cash or in-kind) in the finance type
	(
	
	

	
	Information is required on the conditions that attach to every project and programme.
	
	
	( 

	
	Accountable government institution
	
	
	( (needs adjustment to different roles of country  agencies)

	
	Expected outcomes and outputs that attach to every project and programme
	
	
	(

	
	Actual results against targeted outputs and outcomes for every programme and project
	
	
	(

	Commitments 
	Forward country programmable aid commitments by donor at aggregate and sector level for the budget year and medium term (all aid notwithstanding funding mechanism).
	
	
	( CPA can be derived

	Disbursements
	For all disbursements: forward information on planned disbursements for budget years and medium term
	
	
	(

	
	For all disbursements: in-year updates on planned disbursements
	
	
	(

	
	For general budget support: planned disbursements by donor 
	
	
	(

	
	For sector budget support: planned disbursements by donor by sector 
	
	
	(

	
	For earmarked projects and programmes all channels:

	
	Planned disbursements 
	
	
	(

	
	Actual disbursements
	
	
	(

	
	All disbursements by donor by project by implementing institution
	
	
	( (with some adjustment to implementing agency)

	
	All disbursements disaggregated by intended purpose (functional classification)
	(
	
	

	
	All disbursements disaggregated by intended purpose (programmatic classification)
	
	(
	

	
	All disbursements disaggregated by expected inputs (high level disaggregation as capital or recurrent)
	(
	
	

	
	All disbursements disaggregated by expected inputs (lower levels of economic/object classification)
	
	(
	

	
	All disbursements disaggregated by geographical location
	
	
	(

	
	Beneficiaries of Channel 3 disbursements (NGOs and other third party agents)
	
	
	(

	
	Disbursements further down the supply chain (Service providers)
	
	
	( (using incoming funds)

	Expenditure (Actual spending information)
	For channel 3 projects and programmes (‘use of aid’ information for channel 1 and 2 earmarked projects and programmes and all budget support flows is generated at a country level by government itself)

	
	By donor by project
	
	(
	

	
	By beneficiary institution
	
	(
	

	
	By implementing agency 
	
	(
	

	
	By functional classification (government chart of accounts)
	
	(
	

	
	By programmatic classification
	
	(
	

	
	By economic classification (capital recurrent)
	
	(
	

	
	By economic classification (lower object levels)
	
	(
	


22. From this table this note is therefore concerned with the availability of:
(i) information on the nature of aid flows (in cash or in kind); 
(ii) more detailed information on the allocation of planned and actual disbursements in terms of the country budget structures and formats and 

(iii) information on the actual use of funds. 
23. The section below first looks at the disaggregation of aid information in line with country budget structures and classifications.
How should aid information be classified for integration with country budgets?
24. Governments budget against budget classifications, i.e. what organisation and units within the organisation is responsible for the money (administrative classification), for what purpose (function and/or programme classification), and for what kind of financial flow (economic or object classification). Budget classifications are usually embedded in or explicitly linked to a country’s chart of accounts, which is the structure used in the management of a country’s financial resources, in other words for budget execution, accounting and financial reporting. Charts of accounts have a hierarchical structure, the top layers of which should and in most cases now do correspond with budget classifications. 
25. Different countries legislate different dimensions and layers of budget classification in their appropriations/finance laws
. In addition some may reflect different additional dimensions and/or layers of information in supplementary budget documentation. Some legislate and/or provide information by vote by programme and sub-programme and by economic/line item classification; others by vote, by administrative institutions funded under the vote and by economic/line item classification; others by supra-vote programmes, vote and administrative and economic/line item classification. While tables 1 to 5 record that information on aid disbursements and use needs to be disaggregated ideally in several dimensions, it is clearly not possible to do this uniformly for all countries.
26. A key query for this proposal is how IATI information on non-budget support (general and sector) aid can be coded to allow integration with country budgets despite significant differences in country budget and chart of account structures and classifications. 

27. Firstly it is useful to assess which classification dimensions are critical and which are less important for country budgeting purposes. The table above indicates that functional classification and high level economic classification are seen as more important. 
28. Functional classification is crucial because country administrative, functional and programme classifications are associated. The functions that government performs are similar across countries. However, different countries group and combine functions differently in respect of institutions and programmes. If aid information is therefore coded at a sufficiently disaggregated functional level, the minimum information required for countries to map aid to country classifications in these dimensions is in place. This proposal is the guiding principle of the ‘Spine’ option below. 
29. For budget purposes economic classification is highly important. Whereas functional and programmatic classifications allow countries to plan for resource use against country policy priorities, economic classification is important to plan for allocative and operational efficiency and for macro-economic management. The further away from the centre of budget planning (i.e. allocation between main categories of spending) the more important this information becomes. Still, for aid flows information at the centre it is important at least on the high level economic nature of aid flows (capital or recurrent). Information on how an aid programme or project disaggregates at lower levels of economic classification in turn is important at recipient institution budgeting level.
30. Many aid recipient governments have modernised their budget classification/chart of accounts in the last 15 years to be compatible with the Government Finance Statistics (GFS) standard developed by the IMF for international reporting and the Common Functions of Government (COFOG) standard, developed by the UN and used by the UN and the IMF (as part of GFS) to report government financial statistics. They also incorporate International Public Sector Accounting Standards (IPSAS), which set out how transactions should be treated in a uniform way across governments and set standards for the reporting of financial information. However, even in countries which have not undertaken classification reforms the administrative budget structure in use can be mapped by functions Moon and Mills, 2010()
.
31. Aid information is commonly classified by its intended purpose using the OECD Development Assistance Committee (DAC) Creditor Reporting System purpose (sector) codes. These codes were developed using the International Standard Industrial Classification (ISIC), also a UN standard, adjusted over the years for aid-specific needs. ISIC is the UN standard classification of sectors of the economy as a whole and is perhaps not well suited to classify any flows to the public sector (and reflects how little integration with country budgets was a concern for aid administrators in decades past). Public administration is included in the original standard, but in a way that does not allow common distinctions made under the COFOG standard. In contrast the disaggregation of economic affairs and productive sectors is extremely detailed (Moon and Mills, 2010()
. The adjustments made to the standards over time by OECD DAC were commonly to provide more disaggregation in areas that are frequently funded by aid. 
32. The DAC/CRS sector codes are used by most of the large donors for publicly reporting aid activities. However, not all donors have CRS embedded in their aid management information systems. Of the top 13 donors by volume responsible for 80% of aid disbursed and recorded on DAC/CRS, two do not use CRS in their native systems, but map to it, namely the World Bank and the United States (with the exception of the Millennium Challenge Corporation and loans). Nine others use CRS to classify projects and programmes internally, either CRS only or CRS plus additional codes. CRS only donors are the European Commission, Norway, Germany, United Kingdom and Japan
. Donors that use CRS but have additional codes are Canada, the Netherlands and Sweden (additional codes), and Spain (ministries have own codes mapped to CRS). The systems of France and Italy are not known. Four IATI signatories not covered in this list, Belgium, Denmark, Australia and New Zealand, use CRS codes. The UNDP and ADB use their own codes and map to CRS. The systems of Finland and Ireland are not known at this stage; nor the systems of the non-governmental signatories. 
How can currency alignment work?

33. Currency alignment protocols would need to be agreed at every country level. As long as the currency used for IATI information is clear and dates attach to disbursements to recipient country institutions, a currency amount can be calculated at the country level.
What is the smallest unit of information required?
34. Aid programmes and projects usually comprise several components. This affects many of the IAITI standards. For example an employment creation programme 

· may comprise a grant component and a loan component

· may comprise a TA component managed by the donor and a cash component for activities undertaken by a government implementation agency.

· the activities may be undertaken by more than one implementation agency, related to different components of the programme. For example it may have a skills development component that will be implemented by the vocational training programme in the education ministry, a regulatory component that will be implemented by the labour ministry and a public works programme pilot which will be implemented by the public works ministry. 
35. For budgeting purposes countries require the information in disaggregated format; the grant and loan (where still relevant) components need to be reported separately; it needs to know exactly how much of the total flow against a project is earmarked for TA and how much for programme activities undertaken by each government implementing institution and so forth. While the IATI country pilots found that projects on donor databases are aligned with projects on country systems IATI, 2010b()
 the relationship between different project components and the project can be unclear in country systems, resulting in double counting Chiche and Ncuti, 2009()
. There is therefore a requirement to be able to link clearly different programme components to the programme in country systems, to enable tracking it through the budget. This would mean that IATI information for a programme would need to be disaggregated so that each beneficiary institution / functional component is identified at the country level.
Identifying the main accountable agency at country level

36. For mutual accountability purposes however, it is also necessary for the main accountable country institution to be identified. IATI standards under development could allow this identification: the Organisation Identifiers could include the requirement to identify the accountable country ministry, department or agency separately from those that implement activities or benefit from them. Currently the reference is to ‘beneficiary agency’. The country budget identifier, as argued above, can then allow the mapping of aid data to all affected country institution budgets for each programme and project. This is different to identifying the main country partnering institution. 
Degree of earmarking and kind of flow
37. The IATI Phase 1 standards agreed to tag individual aid flows by the Flow Type and Finance Type using existing CRS++ codes, extended for types of aid delivered by NGOs that are not covered. Types of Flow coding classifies flows at the unit level as Official Development Assistance (ODA), other official flows (OOF), equity investments and private flows. Type of finance characterises the nature of the financial transaction; a distinction is made between grants, interest subsidies, capital subscriptions, loans, export credits, equity investment, direct investment, bonds, and other securities and claims. Debt relief is defined as a separate type of finance category including therein all debt relief operations, whether in the form of grants or loans. 
38. The new CRS classification for ‘Type of Aid’ OECD DAC, 2009()
 allows for the identification of the degree of earmarking. It classifies aid projects and programmes as budget support (with separate identification of general and sector budget support), core contributions and pooled programmes and funds, project type interventions, experts and other technical assistance, scholarships and student costs in donor countries, debt relief, administrative cost not included elsewhere and other in-country flows. The new DAC CRS form for ‘type of aid’ now has the following categories. 

Type-of-aid related items

310. Type of aid (the eight categories above with sub-categories)
31. Free-standing technical co-operation 

32. Programme-based approach 

33. Investment project 

34. If investment project, amount of IRTC (investment related technical cooperation)

341. If project-type, amount of experts (optional)
39. If this categorisation is included in IATI together with Type of Flow and Financing Mechanism, it will provide an indication of earmarking. However, it does seem that for partner country purposes a simpler categorisation of budget support, sector budget support, earmarked project and programme support, other flows (including administrative cost and other in-donor country flows) would have sufficed as a 310 replacement. Together with 31 to 33 such as categorisation would provide the necessary information.
40. Even if the ‘type of aid’ category is included in IATI, no combination of categories will tell a recipient country clearly whether the flow associated with an individual IATI record is in cash or in kind. Of course, all budget support and sector budget support flows are in cash, but all other categories of flows that leave the donor country, can be disbursed through government systems (channel 1 and 2) or through channel 3. For purposes of budgeting and analysis of their aid flows, partner countries need to be able to separate out the following categories:
	TA
	Cash (channel 1 and 2)
	In Kind (channel 3)

	Programme-based approaches
	Cash (channel 1 and 2)
	In Kind (channel 3)

	Investment Project
	Cash (channel 1 and 2)
	In Kind (channel 3)


41. An extension of the finance type or type of aid coding is therefore required to identify whether programme-based approaches and investment projects are in cash or in kind, alternatively to identify the channel of disbursement.
Information on actual use of funds

42. Governments already have information on the actual use of aid that is disbursed through channel 1 and channel 2, since such aid is managed using government financial management systems. Comprehensive and accurate information on the use of aid disbursed through Channel 2 may be more difficult for central government agencies to extract from recipient institutions on time, but as long as the existence of and planned disbursements for programmes and projects are known on account of IATI information flows for budget preparation purposes, central budgeting agencies can put in place mechanisms to ensure that the information is shared. In any case, in many countries the use of channel 2 is illegal or discouraged.
43. The key contribution IATI can make to mutual accountability and country accountability cycles and therefore to aid effectiveness (in addition to providing the kind of information that is required for budget preparation in formats that can be mapped to country budgets) is to publish information on the actual use of aid disbursed through all channel 3 mechanisms. Currently the IATI standards only require donors to publish information on planned and actual disbursements (4.5 and 4.6) but not on actual use of funds for aid disbursed through channel 3. However, this is dependent on IATI discussion on reporting down the supply chain; if reporting by the final recipient or disburser of the funds is included, this aspect will be covered. 
Where should integration of IATI aid information occur at national level? 
44. Many countries have developed aid information management systems. These systems are set up to manage aid flows to the general government sector at national level. While they fulfil an information role in respect of aid that flows through government systems, they should also capture all aid that flows through Channel 3 to present a comprehensive picture on aid flows for national planning and management purposes. To date no AIMS has successfully and reliably (in time, comprehensive and accurate information on aid flows) brought all aid information together to interface with the national budget. The experience is that capturing all channel 3 flows (and even channel 1 and 2 flows) accurately throughout the project management cycle requires close and continuous cooperation between aid management units and all donors at country level. Common problems in recording, verifying and reconciling information concern different units and periods of aid used in different reporting instances for the same project, incomplete reporting, late reporting, coding errors, conflicting data from donors and recipient agencies and so forth.
45. AIMS also do not necessarily have an in-built interface between aid and national budget classifications. Some countries opt for their AIMS to be classified according to aid classification standards, others according to national budget classifications, others according to national plan categories or to national economy sectors and yet others use a combination of these. A few specify whether the aid is on or off budget. The table below illustrates the variation that occurs. Systems that use national classifications or aid classifications only rely on manual recoding for national budgeting purposes. That only 6 of 29 countries listed used the AIMS to align aid information to budgets is perhaps symptomatic of the degree to which aid management units operated separately from budget offices. It also indicates the potential benefit of IATI to provide information uniformly in formats that are compatible with country budgets: currently the capacity to do that systematically at country level is not well developed. 
Table 6: Classifications in use in AIMS
	Burkina Faso 
	CRS and simplified national budget

	Central African Republic
	CRS and National Plan

	DR Congo
	CRS and national budget

	Guatemala
	National Economy Sectors, CRS

	Haiti 
	CRS

	Haiti - Haiti Public Investment Platform and IHRC Project Submission Module
	National Economy Sectors

	India
	CRS and National Plan

	Indonesia
	National Economy Sectors                                             On and off budget status

	Iraq
	National Plan, National Economy Sectors

	Kenya
	National Plan, National budget

	Kosovo
	National budget

	Kurdistan, Iraq
	International Compact for Iraq (ICI) 
National Economy Sectors.

	Laos 
	CRS and national plan

	Lebanon
	National Economy Sectors.

	Maldives
	National Plan, National economy sectors

	Nepal 
	CRS and national budget

	Niger 
	National budget

	Nigeria
	National Economy Sectors

	Pakistan
	National Plan, National Economy Sectors, On and off budget status

	Papua New Guinea
	National Plan, National Economy Sectors

	Rwanda
	National Economy Sectors

	Senegal 
	UEMOA to local

	Sierra Leone
	National Economy Sectors, On and off budget status

	Somalia
	National Plan, CRS

	Sri Lanka
	National Plan

	Tanzania 
	National plan

	Thailand
	National Economy Sectors

	Vietnam
	CRS

	Yemen
	National Plan, National Economy Sectors

	Zambia
	National Plan, National Economy Sectors, On and off budget status


Source: Development Gateway and Synergy International Systems, Inc
46. While aid information systems would in principle be the ideal conduit of IATI information to national budgets (since they also (i) capture information for aid management purposes and (ii) provide an interface for PFM system information on aid use to be channelled back to donors) significant capacity development work would need to be done at a country level to facilitate this role.
47. An alternative is that IATI information should be able to be channelled directly to country PFM systems. This would have the benefit of not requiring country level work in AIMS to create a robust PFM interface. However, as country PFM systems are unlikely to maintain aid classification information for every programme and project, cutting out AIMS completely would delete the potential benefit of easier reporting on the use of aid channelled through government systems and coverage of non-IATI donors.
48. In principle however, it should be a country level decision what the respective functionality of AIMS and PFM systems will be in respect of managing aid and managing budgets and IATI should be set up to enable that.
Where should the alignment to country budgets occur?
49. A key question is whether the alignment of aid information to country budgets should be driven by standards that will be applied at the donor headquarter level (i.e. standards that will be applicable equally to all countries) or standards that will be applied at the country level, where they can be driven by the specific context of the recipient country.  This distinction is not about whether donors use central or decentralised systems, but whether one set of codes are applied uniformly to all partner country aid flows, or whether there are separate codes for each partner country. 
50. There are pros and cons to both solutions: developing a standard that is applied at headquarter level to “simplify the overall situation: improving the timeliness, standardisation and definitions of aid information delivered will significantly reduce the transaction costs and complexity at country level” Moon and Mills, 2010()
.  However, even if the information comes in a standardised format from all donors, it will still require significant investment at the country level to complete the mapping to budgets. If the mapping between the commonly applied donor aid classification and country budget classification is not a good fit, however, the risk is high that integration will be incomplete even if the standard of information in terms of timeliness, coverage and accuracy improves.
51. A solution that sits purely at the country level will ensure a perfect fit with country systems, but the risk is high that the information will be incomplete as it depends on local processes and local compliance. Country transaction costs will still be high, since every aid project and programme would need to be classified at the country level. While IATI will ensure some uniformity of information from donors, the fit between the standard agreed so far and country budgets is poor, which means that every project and programme would need to be classified individually. This would be necessary at programming stage, with recoding when actual implementation deviates from planned implementation. 
Should the alignment be to country budget classifications and/or to national plans?

52. An option for alignment with country structures mooted in early IATI scoping work was that IATI information could be coded to align with country national plan/poverty reduction strategy categories. From an aid management perspective this makes sense (which is why so many AIMS use plan categories to classify aid projects and programmes): in principle aid should be aligned with country priorities. Country priorities are expressed through national plans and strategies. Tracking the alignment of aid to plans is therefore important and a useful undertaking for an AIMS. However, it is a very imperfect solution to aligning aid to country budgets for budget planning, execution, transparency and accountability purposes. Firstly few countries have strong systems to systematically link plan categories to budget categories (Tanzania being an exception). IATI information aligned to plan categories would still need to be manually coded for budgeting purposes. Secondly, plans change frequently, budget structures far less frequently – a more durable choice is alignment with budget classifications.
Options for formatting aid information to align with country budgets
53. The discussion above identified the following issues with regards to aid information required for country budgeting and accountability purposes:

1) The need for medium term forward financial information (suitably qualified) on commitments and planned disbursements, actual disbursements and changes to planned disbursements.

2) The need for this information to be disaggregated in line with country budget structures and classifications.

3) The need for the information to be timely in relation to the budget cycle, comprehensive and reliable.

4) The need for the information to be map-able to country financial years.

5) The need for information on the main accountable country institution for an aid programme or project.

6) The need for information on who does what down the supply chain (within and outside of government) in implementing programmes and the associated financial flows.

7) The need for country-relevant information on the financing mechanism and type of flow.

8) The need for comprehensive, timely donor reporting on actual use of funds for aid disbursed through channel 3.

9) The need for information on conditionalities, expected outputs and outcomes. 

54. The discussion above has addressed potential adjustments of the IATI standards in relation to points 5, 7 and 8. Points 3, 4 and 9 are addressed elsewhere in IATI work. Point 1 is already addressed in IATI standards, with finalisation of the standard in respect of medium term forward information being outstanding.

55. This section focuses primarily on point 2 and 6: in what formats should IATI information be published to address the need for suitably disaggregated information in line with country budget structures and classification. 
56. Four options present themselves to address these questions:
Option 1: Double coding

57. The IATI standards framework reflects early assumptions that all aid projects and programmes would be double-coded. Standard 3.12 would provide the inter-donor/inter-country comparable statistics with regards to sectors that receive support, while standard 3.11 would provide a country budget identifier, which will ‘rely entirely on country level budget categorisations’ IATI, 2009()
.
58. Input requirements for this option: This option would require either 

(i) that every country would need to agree a coding system with donors (which could be equal to or an aid-specific version of the country budget classifications to capture additional aid management specific requirements such as accountable agency, or a simplified structure compatible with country structures) followed by CRS donors coding every aid flow transaction once for CRS/IATI purposes (3.12) and a second time for country budget purposes (3.11) for publication on IATI. Donors that do not use CRS in their own systems would effectively be coding every transaction three times. Donors would need to maintain coding tables and guidelines for each country that they work in. 
(ii) that partner countries take on the job of country-specific coding for every aid transaction. In practice this already occurs for aid that uses country systems. The task can be centralised in an AIMS system. In such a system country aid management officials would be able to use IATI published information as a checklist and follow up with their individual donor counterparts and with spending agencies to get sufficient information to code for country budgeting use. In this case countries would need to make available the raw information for publication in IATI.

59. Output consequences for Option 1: The IATI registry would contain a global set of information that allows for inter-donor and inter-country comparisons on aid only, restricted to current CRS classifications. It would also contain a separate set of information by country that is aligned to country budgets and allows for country level only comparison with own budgets by sector.
60. Benefits of Option 1: Option 1 would under circumstances of perfect compliance by donors provide countries with custom-formatted information that can interface directly at much greater levels of detail with the PFM system – provided that donors undertake the coding of each transaction for publication on IATI. If it falls to countries to code the information, the IATI provided information would first need an AIMS process before integration with PFM systems. It would also allow for countries to individually prioritise the sequencing of functional and other types of coding such as by economic item. In addition, the coding of transactions down the supply chain can be standardised at a country level, and introduced driven by individual country needs. 
61. Drawbacks of Option 1: Option 1 (donors do the coding) potentially carries high continued transaction cost for donors, requiring some donors to code each transaction three times in perpetuity, although most multilaterals use automatic routines to map to CRS sector codes. Given current standards of donor compliance with international aid commitments despite peer comparison mechanisms and current experience of donor compliance at country level with countries’ information requirements, however, the risk is high that compliance will be far from perfect. This will limit the ability of IATI in practice to deliver on its commitments and mean that the need identified under point 3 above (timely, comprehensive and reliable information) is not met. 
62. While IATI will ensure that more up to date information is available more regularly and provide ready access to documentation, in respect of alignment with partner country budgets, Option 1 (countries do the coding) will be no different in form or practice from the current situation, requiring donors and line ministries at country level to share information continuously with central aid management and budget agencies. That has not worked up to this point to improve aid information on budget, particularly for Channel 3 funds. There is no reason to believe that it will be different in future.
63. This option will also not allow information from country PFM systems to be exported easily into aid-centric reporting systems.
64. Also, if county level structures change, because the 3.11 coding does not roll up to anything shared, it would become difficult to make in-country comparisons of aid information over time unless all previous data is re-coded donor by donor to align to new classifications.
65. In summary: Option 1 in principle will deliver aid information in ways that are directly compatible with country budgets, provide options for immediate implementation of multi-dimensional classification to allow higher levels of integration and country-specific identification of agencies down the supply chain. However, for it to be implemented in a way that will mean a shift change from the current situation, will carry high transaction costs for donors in perpetuity. And, partner countries would be justified to be sceptical of the likelihood of comprehensive and timely datasets on aid resulting from this option.
Option 2: Coding all aid uniformly in ways that speak to partner country budgets using IATI standard 3.11

66. Moon and Mills 2010()
 developed a proposal for a common classification ‘spine’ based on the study of country sector/functional budget classification against CRS and COFOG. In principle the argument is that although country budgets have very different higher level administrative and programmatic classification systems, at a more disaggregated/granular level they are very much alike. For example, functions with regard to financial and fiscal management, budgeting and planning disaggregating the CRS sector codes’ separate classification of planning, financial management and statistical functions can be made to fit with most country configurations if they are broken down into (i) budget policy and preparation; (ii) macroeconomic policy; (iii) debt and aid policy; (iv) tax policy; (v) national accounting, (vi) integrated FMIS and treasury operations; (vii) audit; and (viii) tax collection. A discussion of the Moon and Mills paper and an illustration of a spine in the justice law and order sector are provided in Annex 2. The spine classification proposed rolls up to CRS sector codes with few inconsistencies. The spine proposed includes higher level groupings that are more aligned to COFOG (which is far more in line with country budgets than CRS) but at the lower levels draws far more on lower level CRS coding, developing additional coding where CRS and/or COFOG is not sufficiently granulated. 
67. Critical to making this option work is that the entry of data should be at a sufficiently disaggregated level to (i) map to most country budgets and (ii) roll up into CRS. Inevitably there will still be a need for some double coding to adjust or refine the spine for individual country circumstances.
68. In addition, an IATI spine could include a higher level aggregation more in line with COFOG for IATI purposes: this will allow easy cross-country comparison of aid with COFOG reported expenditure by countries themselves. An IATI spine could also include in the coding more or less of an economic dimension right from the start: the discussion above identified that a high level distinction between capital and recurrent flows would be a minimum. If multi-dimensional classification
 however is not seen as cost-effective, the proposal here is to prioritise the sector / functional dimension.
69. Inputs required for Option 2: A first IATI input would be the development and agreement of a spine classification, potentially drawing on the work already done by Moon and Mills. This option would require that countries develop systems to map IATI spine classifications back to their own systems. This can be done directly in the PFM system (in the budget office) or through an AIMS function. The latter would probably be more functional, as aid management officials have greater contact with donors to follow up on individual items that require clarification or additional information for mapping. It would therefore entail continuous transaction cost at country level to map and detail IATI information on aid transactions to country budgets. On the donor side, while upfront cost will be required to develop systems that map to the IATI spine, the long-term transaction costs will be less. If a finalised IATI spine maps to CRS, of course the investment will be in adjusting current systems to map to CRS to map to the IATI spine on 3.11, from where data can be rolled up into CRS codes for population of 3.12 and the CRS sector reporting requirements. In practice in the long-term donors will then be able to code each aid transaction only once (if they used CRS codes up till now) or twice if they have their own internal codes. A first mapping undertaken for this paper of World Bank and USA codes however, shows that the spine granular classifications roll up with few inconsistencies to these codes too. 
70. Implications for IATI outputs: The IATI registry will draw on the disaggregated transactional level coding of 3.11 to populate 3.12 for publication of information in line with CRS sector codes. At the same time it could have higher COFOG related groupings for 3.11, allowing easier comparison with country fiscal information across countries and country groupings than is currently possible in international aid analysis.
71. Benefits of Option 2: Option 2 has a higher chance of providing comprehensive and timely aid datasets at country level for inclusion in budget preparation processes, and as a basis for budget reporting. Option 2 has lower long-term transaction cost for donors and about the same long-term transaction cost for countries (which will have to engage with donors continuously to code aid projects and programmes correctly as they are planned and implemented). The up-front investment cost for donors at a central system development level might be higher, but is probably lower across their systems if the transaction cost of developing agreed country coding systems for each country is taken into account. Option 2 codes a link between country PFM systems and aid management classification systems into the system, creating the opportunity for easier reporting back to donors on channel 1 and 2 funds. Option 2 creates new possibilities for cross-country comparisons of aid flows in relation to domestic spending at sector and lower levels. Option 2, because it is more granular at the sub-sector level, will require donors to create several entries against complex programmes to build a representative picture of a programme. However, this allows for better alignment with country budgets because the different components of a project or a programme can be identified in line with the budgets of different country partners. 
72. Drawback of Option 2: The most significant drawback is that countries will not be able to custom-fit IATI aid information to their budget classifications systems. In other words, the trade-off is between greater guarantee of getting comprehensive and timely information aligned to budget but with less detail and only against a functional classification at first, and getting detailed information but only for some donors. The upfront central investment cost is higher for donors and the upfront investment cost in systems to translate the IATI spine to country PFM systems is also higher. Also, under Option 1 individual countries and their development partners can decide to include an economic dimension in the country-specific budget identifier coding from the start. However, under Option 2, because it uses uniform coding for all donors and countries, the addition of economic item functionality (which will be made possible by GFS-compatible economic classifications being used by most countries) cannot be prioritised by a single recipient country, but would need to be negotiated for all countries.  
73. In summary: Option 2 draws on the similarity between different country budget structures at lower levels of functional classification and between country budget structures and systems such as CRS and COFOG to establish a spine classification that can interface between budget classifications and aid classifications. It will require work at the country level to translate it into country budget specific categories, but the trade-off is greater guarantee of more comprehensive and timely information as the peer comparator mechanism operates at an international level. Donors trade off higher up-front central cost to develop their systems for the additional coding with higher decentralisation cost up front and in perpetuity. Countries’ cost is likely to be the same. However, it might necessary from the start to ensure that items are coded as capital or recurrent spending.
Option 3: Replacing 3.12 with an IATI Spine (or extended CRS) and still using 3.11 for country specific coding, but only for countries where the country/donor partnership choose to invest the effort

74. A third option is to not explicitly publish IATI information against the CRS codes, but to use the spine classification instead. This would still leave 3.11 as a country budget identifier, for use in countries where the aid contribution is significant and it is worthwhile having high compatibility between aid classifications and country budget classifications and full functionality across multiple classification dimensions. 
75. A second version of this option is to develop the CRS coding currently designated for 3.12 further (i.e. more granulated in areas where CRS codes are insufficiently disaggregated) to allow for greater compatibility with country budgets and require donors to classify transactions at the lowest level.  Then 3.12 would be more able to output to country budget structures, but still retain the CRS link more explicitly.
76. Both these options would have similar inputs and outputs and costs for donors and countries in relation to most countries as Option 2, but double costs for countries where double coding is undertaken.
77. Of course, there is nothing in principle that prevents IATI from requiring that data is published in CRS and in an IATI spine format (Option 2 above) and creating a third voluntary compliance standard in addition which encourages the publication of country-coded data where a partner country and its donors come to an agreement.  
Option 4: Publish raw donor information

78. A final option is to say that more time is needed for a common standard to emerge that will speak to country budgets directly from donor systems. In this option the assumption is that there are commonalities between donor aid information systems (which themselves have a basis in donor budget systems) and country budget systems, the extent of which we do not understand yet. We also don’t yet have good information on NGO budget systems, which would also provide information for mapping to country systems. It is therefore better to do nothing at the moment that will lead to premature investment in systems that will satisfy no-one. 
79. The process of system development will be assisted by a clearer understanding of (i) the information that donor countries keep in their own systems in respect of the different characteristics that attach to each flow and (ii) how their aid (project) management information systems interface with their financial management systems to see to what degree IATI requirements can be addressed by adding side concepts to existing management information systems. In the mean time the publication of the raw information would provide opportunities to undertake the required analysis. Raw information refers to the full information on every aid transaction recorded in donor systems, albeit commitments to a country and a programme/project, disbursements, actual spending or reports on actual spending. Raw data would include data from project management systems and data from financial management systems, tagged as the data points are for donor use. There would need to be an agreement on what should be included at a minimum in the raw data published in the meantime.
80. Of course, for donors who use their own sector codes – which usually aggregates aid at a higher sector level than CRS – the sector level aggregation would contain less useful information for countries than if Option 1 or 2 are implemented immediately. However, countries could still draw on the CRS coding that is provided under 3.12 plus the non-sector coding information will be useful both to countries and to a team working on an IATI spine.
81. The benefit of this option is that it takes better account of NGO systems than options 1, 2 or 3 above. The risk however is that the ideal window for putting in place a system that allows for linkages will close and momentum will be lost, particularly as some donors are in the process of developing their aid information systems at the moment. 

Conclusion
82. This paper identifies the aid information needed by country partners for planning, budgeting, reporting and accountability purposes. It sets out four options for addressing these needs, particularly in respect of the dimensions of aid information that would need to be available, and the format of the financial information. 
83. Each of the options has risks, benefits and drawbacks associated with it. It should be emphasised that at this stage not enough information is known on donor systems to make a firm conclusion. There may be options to translate information directly from donor databases to country budgets. As budget alignment is for IATI Phase 2, the best approach might be to pilot some different options to gauge which best meets the needs and provide better information on the costs and benefits. 
84. On balance, the tentative finding in the paper, subject to further discussion in the budget subgroup and the TAG, is that relying on Option 1 only is too high risk to deliver on the IATI declaration. In practice an option might be 

1) to commit to a functional (and eventually economic) classification IATI Spine by a specific date that will (i) provide a minimum level of budget-compatible information to all aid receiving countries and (ii) roll up to CRS to ensure cost-effective implementation.

2) To put in motion a process to develop the IATI Spine;

3) And in the meantime agree on publishing raw information as the Country Budget Identifier.
85. In addition the paper identifies, among others, the need for IATI standards to make clear distinctions between the different categories of aid flows that are important for partner countries, and the need for information flows on the actual use of aid. 
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ANNEX 1: Dimensions of Aid on Budget
The Paris Declaration has put the use of government systems at the centre of the aid effectiveness agenda.  Often this is equated simply to using partner country financial management and procurement systems. The CABRI/SPA aid on budget study CABRI, 2008()
 (undertaken by Mokoro Limited) however unpacked the relationship between externally financed spending and the domestic budget in relation to the budget cycle, linked to key principles of sound management of public expenditure.

Underlying the aid on budget framework is the understanding that sound budgeting and financial management – notwithstanding the source of financing -- is based on the following principles:
· Budgets need to be comprehensive – include all revenues and expenditures – to enable governments to follow good macroeconomic management and promote the effective allocation of all available resources to priorities (allocative efficiency).
· Fiscal transparency – decision makers have all relevant information – is a driving force for improving fiscal management.
· Transparency is also important to ensure accountability – decisions and their basis, results and costs are accessible, clear and communicated to the wider community – so that decision-makers are held responsible.

These good practice principles involve putting aid on budget.  If aid is not on budget then the budget cannot be comprehensive, there cannot be full transparency of information and neither can decision-makers be held to account.  

The study examined putting aid on budget in relation to seven dimensions of the public expenditure cycle as presented in the table below.

	Term
	Definition

	On plan
	Programme and project aid spending integrated into spending agencies' strategic planning and supporting documentation for policy intentions behind the budget submissions.

	On budget
	External financing, including programme and project financing, and its intended use reported in the budget documentation.

	On parliament (or "through budget")
	External financing included in the revenue and appropriations approved by parliament.

	On treasury
	External financing disbursed into the main revenue funds of government and managed through government’s systems.

	On procurement
	Goods and services financed externally are procured using country procurement systems.

	On accounting
	External financing recorded and accounted for in government’s accounting system, in line with government’s classification system. 

	On audit
	External financing audited by government’s auditing system.

	On report
	External financing included in ex post reports by government.


Three variables are important in determining whether capturing aid at any of these points will have the desired effects:

· The quality of the information captured: its completeness, credibility (predictability), disaggregation and detail, etc.

· The ability to make use of the information, depending on its timeliness and accessibility – who has the information and at what stage in the relevant process.

· The quality of the information and processes relating to non-aid resources.  (The benefits of capturing aid will be limited if the processes for managing domestic resources are dysfunctional.)

This means that merely reflecting aid on budget is often insufficient; for aid to be fully effective it needs to be integrated into budget processes.

Annex 2: A Spine Proposal: An overview

The commonalities between the ways in which donors classify aid and the categories in which partner countries budget are examined in detail by Moon and Mills 2010()
 in a recent study. The study proposes that there is a substantial commonality between budget organisational structures at the lowest level of the country classifications. It then set out to establish whether existing international standards for classifying aid (Creditor Reporting System purpose codes, DAC/CRS) and functions of government (Classification of Functions of Government, COFOG) accurately describe these in a way that would facilitate the flow of information from donor to recipient. 

The study examines a set of 14 developing countries, with representation from aid dependent, francophone and federally structured countries, to document commonalities between the country budget classifications and the international standards. A second step to the analysis presents a generic functional classification (called a classification ‘spine’) that is derived from the budgets in the sample and is tested against the international classifications and some additional country budget organisational classifications. Options 2 and 3 in the main document propose that IATI builds on this work to develop an IATI Spine. The concluding paragraph of the document suggests that a thorough consideration of donors’ own classification systems should be included in the process to enable easier information flows from systems through IATI.

Broadly, the study finds that COFOG represents country sector and organisational classifications better at aggregated levels, while the DAC/CRS purpose codes are better at more disaggregated levels and are useful for some sectors but not for others, but neither system is sufficient in itself to provide detailed information on aid in a way that is optimal for aligning aid with recipient government budgets. While COFOG is a better starting point for describing government structure, both in theory and from the evidence, neither of the classifications is designed for the purpose of describing aid in a manner that is useful for government budgets. COFOG is designed for countries to report the purpose (functions) of public expenditure in an international standard while the DAC/CRS was independently designed for donors to report the purpose of aid expenditures.

Neither of the international classification systems captures the commonalities between the lower level functional components comprehensively although the DAC/CRS is fairly accurate in some areas. 

As a result of these findings, the study proposes a functional classification built from the commonalities between the sample budgets to demonstrate the commonalities. The proposal draws from the international classification systems and is mapped to the CRS and tested against several countries. The classification emphasises the lower level functions and is designed to allow these functions to be interchangeable across the classification while at the same time clearly identifiable to COFOG sectors.

An illustration

The table below illustrates the linkages between a lower level spine proposal, CRS coding and a partner country budget (Sierra Leone, generated by author). It illustrates:
· The potential for fit between a spine that uses lower level functional classifications and country budgets

· The poor fit between CRS and country budgets in the Justice Law and Order sector because of the lack of detail in the CRS classification. This illustrates why additional coding is necessary to link to country budgets.
· The need for further sector work to ensure that the right level of detail is achieved.

Links between CRS, a spine and a country budget

	CRS
	A spine classification

Justice, Law and Order
	Sierra Leone Budget

	15140
	Government administration 
	policy, planning and administration
	Would need to be broken by sub-sector as policy, planning and administration sits with each sub-function

	15140
	Government administration 
	police
	Police

	16063
	Narcotics control
	drugs control
	National Drugs Secretariat

	15140
	Government administration 
	fire
	National Fire Authority

	15130
	Legal and judicial development
	judicial affairs
	Would need to be broken down policy, planning and administration and for example level of court, each of which is provided for separately in the budget

	15162
	Human rights
	human rights affairs
	National Commission for Human Rights

	15140
	Government administration 
	immigration
	Immigration Department

	15120
	Public sector financial management
	anti corruption
	Office of the President: Anti-corruption commission

	15140
	Government administration 
	prisons
	Prisons Department

	15220
	Civilian peace-building, conflict prevention and resolution
	peace building
	 Peace Operations

	15240
	Reintegration and SALW control
	demobilisation
	 Peace Operations


The International Aid Transparency Initiative


Launched at the Accra High Level Forum on Aid Effectiveness, IATI brings together donors, partner countries, CSOs and aid information experts to agree common standards for sharing information about aid. To date, 18 donors have signed up to the initiative and it has been endorsed by 13 partner countries. Through IATI, donors agree to publish information according to a set of common standards. This includes agreement on a core set of information to be published (both data and documents); common definitions; a common electronic data format to enable greater automation of data exchange; and a code of conduct governing implementation.








� Paper prepared for the IATI Technical Advisory Group Budget Subgroup Aid and Partner country budgets: Options for IATI standards to facilitate integration of aid information in country budgets by Alta Fölscher, Mokoro Limited, 24 September 201


� It is worth noting that programme classifications are used differently in different countries: in some countries a programme would be associated exclusively with a specific vote or high level administrative classification (such as a ministry, department or agency). In others it spans votes or ministries, departments and agencies.


� Once the budget is enacted, the enacted allocations are used to control funds, beyond a country-specified limit funds may not be shifted by the executive without approval of parliament. Additional information in the budget documentation however may also be carried over into the financial management system, supplemented by additional layers or dimensions of classification for internal commitment accounting purposes. As the budget is implemented and transactions recorded, most charts of accounts provide further hierarchical layers of information that allows government to classify transactions in more detail than what was entered for commitment accounting purposes.


� Based on own public reporting.


� In principle it is possible that donor financial management systems – which for the most part run on sophisticated platforms – can provide economic classification information for each aid transaction drawing on side tables that are or can also be used for GFS reporting purposes. However, this depends on the interface between donor project management and the commitment accounting function in financial management systems and the coding of aid transfers in the financial management systems about which not enough information is known at this stage.


� This annex uses the text of the Moon and Mills study extensively.
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