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I. INTRODUCTION

The Public Administration, Human Resources and Social Development Division of the

United Nations Economic Commission for Africa (UNECA) organized a residential National
Training workshop on "Strengthening Financial Management and Accountability for Regional
Development in Ethiopia" from 25-29 December 1995 at the Ethiopian Management Institute
(EMI) in Debre Zeit. The workshop was organised in collaboration with the office of the

Deputy Prime Minister, and the Ministry of Finance.

The workshop was intended for senior finance officers drawn from the various sections
including Finance Bureaux, Planning and Finance Bureaux, Research and Planning
Departments, Disbursement and Accounts Department, the economic sector etc. from around
twelve regions. In attendance were twenty-four (24) participants, five local and two (2) ECA

resource persons.

Objectives ofthe Workshop

The objectives of the workshop included the following:

• to familiarize participants with administrative procedures and practices in public

financial management in the context of decentralization;

• to examine the role finance plays in regional development;

• to examine linkages between the budgetary process and planning and identify

problems;

• to provide a forum for the exchange of ideas and experiences among the

participants; and

• to provide an opportunity for participants to discuss their day-to-day problems in

managing financial matters.

Thematic Structure ofthe Workshop

The thematic structure of the workshop was as follows:

Centralization and Decentralization

Financing Regional Development

Taxation: Theory and Principles

Taxation in Ethiopia

Budgeting: Principles and Systems

Budgeting in Ethiopia

Public Expenditure Control

Principles and Systems of Accounting

Government Accounting in Ethiopia
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Ethiopian Financial Regulations

Financial Accountability

Local Government Finance

Local Government Finance in Ethiopia; and

Finance and Development.

Methodology

The instructional method featured intensive and interactive approach which consisted of

presentation and distribution of hand-out materials, audio-visual illustrations, discussions, and

working groups.

Opening of the Workshop

The workshop was opened by Ato Mustafa Abawarri, a senior officer in the Prime

Minister's Office. He made a brief statement in which he welcomed the participants and

thanked the ECA for its cooperation in holding this workshop jointly with the Prime

Minister's Office. Ato Mustafa said that he was confident that the participants would find

the workshop relevant to their needs and he urged them to try their best while they were at

the Ethiopian Institute of Management to get the best out of it. He also thanked the two ECA

resource persons for the preparatory efforts they have put into the workshop.

On the same occasion, Mr. Ismail Ali Ismail, Chief of Public Administration,

Management and Finance Section, made a statement on behalf of Dr. Sadig Rasheed, Chief

of Public Administration, Human Resources and Social Development Division. He stated that

the workshop afforded ECA the opportunity to contribute to the success of the courageous

experiment that took Ethiopia to a direction which was full of promise pointing out, however,

that the actual success of decentralization depended, to a large degree, on the participants who

were directly involved in managing finances for regional development. In that light, the

workshop was designed to give participants a broader outlook to enable them understand their

duties in wider perspective rather than in their narrower technical context. He expressed the

hope that the new ideas, concepts and approaches which they would acquire at the workshop

would be shared with their colleagues in their respective regions. He, therefore, encouraged

the participants to make the best use of the workshop and assured them that the workshop

environment would be conducive to free deliberations and happy stay at the Ethiopian

Management Institute as meals, accommodation and recreation were all readily available. He

thanked the Ethiopian counterparts in the Prime Minister's Office and the management of the

Ethiopian Management Institute for providing excellent facilities to the participants and the

resource persons. Finally, he wished participants fruitful deliberations.
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II. ACCOUNT OF PROCEEDINGS

Session 1. Presentations and Discussions

(a) Presentations

The theme focused on the following aspects: Conceptual aspects of centralization and

decentralization, political decentralization, administrative decentralization, advantages and

disadvantages of centralization and decentralization.

In presenting the theme it was pointed out that some of the functions of the national

government (or state or regional government in a federal structure) had to be kept and could

not be decentralized. Decentralization, did not therefore mean the mere absence of

centralization. Overcentralization makes the administrative process slow, sluggish,

cumbersome involute, inefficient, and expensive. Decentralization was the transfer of some

political and some administrative powers to national subdivisions and was introduced, inter.

alia, to ease congestion in decision-making.

Political decentralization was called "devolution" and involved the transfer of political

(including legislative) powers to regional assemblies and local government councils. The

regional assemblies and the local councils were, first and foremost, political institutions

because oftheir elected membership, their powers of sublegislation and their authority to levy

taxes. They were mini-parliaments and were answerable to their respective constituencies.

They were not of course sovereign like the national parliament but it was said that they

exercised limited sovereignty. The extent of the limit varied from country to country and

from period to period depending on a country's political development.

Regarding administrative decentralization, it was pointed out thatadministrative authority

was transferred by central government departments to their own agents in the field. That type

of decentralization was known as 'deconcentration'. There was in many instances -

particularly in a unitary state - a generalist administrator who coordinated the functions of the

central departments exercised some ceremonial functions and some real powers in his area

specially on matters concerning law and order. That officer might be placed at the regional

level in which case he was variously called 'regional governor', 'provincial governor*,

'provincial commissioner* etc. That administrative arrangement was called the 'prefectoral

system*. It was noted, however, that a state 'Governor' in a federal system is completely

different as he is head of a government in his own right and not a mere representative of the

national government. The generalist administrator might also be found at the district level

in which case he was known by different titles such as 'district commissioner', 'district

officer', 'district development officer" or, as previously in Ethiopia, 'district governor'.

The presentation then identified a host of advantages and disadvantages of both

centralization and decentralization. Notable among the advantages of centralization were said

to be: unity, pooling of resources, uniformity of laws, provision of common defence,

articulation of foreign policy, safeguard against local despotism, squabbles etc. Examples of



ECA/PHSD/PAM/95/5[4(b)]

Page 4

disadvantages included; congestion at the centre, cumbersome administrative procedures,

tendency towards mismanagement of the resources etc. The advantages of decentralization

included, participation in the process of governance, rational taxation systems, greater

responsibilities for own development etc. Examples of disadvantages included slowing down

of national integration, encouragement of local despotism, etc.

Emphasis was stressed on the importance of the relationship between centralized and

decentralized institutions since the two were interdependent.

(2) Ffnqflqipg Regional Government

The theme focused on the importance of revenue base in promoting employment

opportunities. It emphasized the fact that a regional Government naturally required sources

of revenue and that the wider the revenue base, the more varied were the sources and the

better it was. The theme also highlighted the role of government in generating income

through employment creation particularly where the private sector did not play a significant

role in economic activities and its production base was too small.

The theme identified the following sources which provided revenue to finance

development in the regions: taxes, customs tariffs, excise duties, fees and fines, grants from

national government, external assistance, borrowing, investment etc. It stressed emphasis on

efficiency in revenue collection and stringency on public spending. Improvements in revenue

collection could be brought about by reducing tax evasion and modifying tax structures or

rates. Stringency on spending could be achieved through proper control of public

expenditure, eradicating embezzlement, corrupt practices etc.

(b) Discussions

In the discussions that followed participants observed the obvious advantages of

decentralization and tried to examine them in the light of Ethiopia's short experience with a

federal structure. Some participants wondered whether in the context of a developing country

such as Ethiopia decentralized structures could deliver the services expected of them in view

of the fact that they lacked a sure financial base, did not have skilled manpower (both

technical and managerial) and lacked political experience to make the right kind of policies

and to negotiate with the central government for more finances and a greater measure of

devolution. Some participants thought that because of those difficulties and given the central

government's reluctance to devolve greater powers, decentralization was not practical. It was

agreed after the discussion that while those problems were real and helped to conceive only

a;gloomy picture of the future of decentralization it would be wrong to forgo decentralization

because of initial difficulties. It was explained that because decentralization was a new

concept in Ethiopia it needed to be understood, nurtured and allowed to grow, mature and

prosper in order for it to give dividends: it would not be reasonable to expect a tree to bear

fruits immediately after it was planted; like a mango tree decentralization would give fruits

only after many years of nourishing, watering and care.
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Session 2. Presentations and Discussions

(a) Presentations

1. Taxation - Theory and Practice

The main objective of the theme was to familiarize the participants with the basic

rationale and principles underlying different taxation systems in practice in other African

countries. Various methods of assessment of taxes on different classes of income were

illustrated. Those included methods on computation of tax payable on individual income both

earned (income from employment - wages, salaries, allowances, fringe benefits etc.) and

unearned such as rental incomes, interest, dividend etc.; computation of tax payable on the

income of a company or corporate tax, computation of tax payable on business profits etc.

In presenting the theme, it was pointed out that taxation was a compulsory levy by

government on private individuals and organisations to finance expenditure on public goods

and services and to control the volume of private expenditure in the economy. Taxes were

classified in various ways. Some were called direct taxes, an example of which was the

income tax. Others were called indirect taxes. Those were taxes on transactions, especially

expenditure. Example were sales tax, excise duties and value-added tax.

Basically taxes were levied to raise revenue required by government to provide public

goods and services which no private individuals or organisations could provide. However,

besides the revenue requirement, taxation was also used as an instrument to influence private

expenditure (consumption patterns) and to stabilize the economy. It was also used to

distribute income and wealth within the society.

All individuals who earn income are liable to pay taxes. The same applies to all private

organisations which make profits. In the case of indirect taxes all individuals and private

organisations pay tax on their expenditures on transactions declared to be subject to tax,

however, exemptions from taxation are granted to individuals and private organisations under

specified conditions.

It was further pointed out that the rule regarding the taxing process was mat "a person

or organization's taxable income was calculated taking into account various exemptions and

deductions and assigning different weights to income derived from different sources. The

rates that were applied to taxable income were lower at low levels and higher at high levels".

The major types of taxes were identified as follows:

personal income tax;

corporate or company income tax;

business profits tax;

property tax;

sales tax;

value-added tax;

excise duties.
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The personal income tax, the corporate income tax, the business profits tax and the

property tax were known as direct taxes. The sales tax, the value-added tax and the excise

duties were known as indirect taxes. The income tax might be divided into the following

types:

*

• minimum tax; *

• earned income tax (wages, salaries, allowances, fringe benefits, income from self-

employment etc.);

• unearned income tax (interest, dividend, rent etc.);

• withholding tax (non-resident tax etc.); and

• graduated tax.

Except for minimum tax, the rates of tax applied on personal income were progressive

rates. As regards the corporate tax, it was pointed out that the rate of tax applied on

corporate income, did not follow the principles of progressivity. It was usually a determined

percentage on taxable income. For example, it could be 35%, 4096 or 50%. Concerns for

investment, particularly direct foreign investment, influenced the determination of the

percentage.

Concerning business profits tax, it was pointed out that individuals who derived income

from profits resulting from undertaking commercial activities paid tax on the profits earned.

Since such individuals were traders and not registered companies, their profits were subject

to the same tax levied on individual income from employment. But the method of calculating

taxable profits differed from that of calculating taxable income of individuals in employment

in that it took into account deductions in respect of business expenses.

Regarding urban property tax, it was pointed out that normally the tax base was a piece

of land and or a building on it. The property tax was assessed by applying a tariff to a

valuation. The tariff was a percentage of the capital or rental value of property. The tariff

was prescribed by law. The percentage might be uniform or differentiated according to types

of property. For example, some countries such as the Philippines levied property tax as

follows:

50% of the value of industrial and commercial property;

40% in the case of agricultural holding;

30% in the case of residences.

In general, where land was assessed separately, vacant land was often taxed at higher

rate that developed sites.

It was further pointed out that valuation for taxation might be based on the following:

annual rental value (the potential income to the owner for renting a property);
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improved site values (the potential market price of the land and its improvements);

unimproved site values (the potential market sale price of the land as it were

vacant, disregarding any factual development on it).

There were, however, differences in values of properties caused by the following:

size of plot;

location;

topography;

actual land use;

the form of land tenure;

standards of construction (type of materials, age, facilities etc.).

Referring to rural land tax, it was pointed out that land tax was associated more with

agricultural production than public revenue. Its aim was to force iarmers to produce more

cash by raising production. But in the process, tax revenue was generated, the rural land

tax was assessed by applying tariffs expressed as percentage to a valuation. The valuation

might be based upon:

land area or size;

rental value (surplus income from produce of land after deducting costs of

production and subsistence of farmer and his family);

income derived from land (estimating relative productivity of land by taking into

account soil, irrigation and other physical factors and translating it into income

according to crops raised and averaged market policies).

As regard indirect taxes (sales tax, value-added tax, excise duties etc), it was pointed

out that a determined rate was charged on sales, value-added and production . However the

methods of assessment and collection of the taxes differed though they were similar in

practice in that taxes were levied and collected on selected transactions.

2. Taxation in Ethiopia

The presentation of the theme focused on broad areas of historical development, trends

in Ethiopian tax systems, structure of the tax system, methods of assessment, points of

collection and organisational set up of the Inland Revenue Authority.

As to the historical background, it was pointed out that there was no authentic or reliable

data as to how and when taxation started in Ethiopia. However some authors believed mat

there was some form of taxation during the 12th and 14th centuries in the form of giving

some amount of one's produce (like agricultural crops), cattle and direct labour contribution

in serving the local chiefs. Elements of modern taxation were introduced around 1941,

during the reign of Emperor Haile Selassie. All taxation in kind was abolished and the

monetary form introduced.
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Regarding the structure of the Ethiopian tax system, it was pointed out that it consisted

mainly of direct taxes and indirect taxes. The direct taxes comprised the following:

personal income tax;

agricultural income tax; ■"

business profit tax;

rental taxes; and

dividend taxes.

The indirect taxes were the following:

• sales taxes;

• excise duties.

The tax base of personal income tax was the individuals* income. The exemption level

was Birr 105. There were no allowances for married persons and there was no joint

assessment or aggregation of the incomes of husband and wife. The tax rates were

progressive and tax was collected monthly. ;

As regards agricultural income tax, it was pointed out that its base was the agricultural

income (i.e. agricultural employment income). There was exemption limit off annual income.

The tax was paid annually The assessment of tax was the responsibility of the Peasant

Association. There was also land use fee which was based on the size ofthe plot without

taking into account the fertility of the land, crops produced etc. The collection of land use

fee was also left with Peasant Associations which retained 2% of the total fee collected.

Regarding business profit tax, it was pointed out that its tax base was the annual business

profit after deductions in respect of business expenses had been considered. There were three

categories of business profits classified as A, B and C and based on the turnover. Categories

A and B required books of account to be kept while category C did not. The methods of

assessment were the following:

• books of account;

• inspection; and

• information gathering.

With respect to rental taxes, it was pointed out that rental taxes on houses had been

newly introduced and the tax was paid by people who had houses to let. While rent tax was

a potential source of revenue, its collection was administratively difficult due to poor records

of registration of rental income tax payers, information on properties, basis of determining

rental values, under-declaration ofrental income etc. As regards dividend tax, it was pointed

out that tax was paid at a point dividend was paid to shareholders.

1 Regarding sales tax, it was pointed out that the tax was levied on the sale price at the

point where sale took place, (i.e. for factories, at the factory, for agricultural products, at

agricultural areas). The excise taxes were levied on the cost of production.
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There were other non-tax revenues derived from the following sources:

• services (garages, hotels etc.);

• court fines and fees; and

• license fees.

It was pointed out that the tax administration was previously centralized with all the

policy together with the determination oftax rates, creation of efficiency in tax administration

being more or less the responsibility of the Inland Revenue authority. Under the present

system, the regions were given the chance to collect taxes. But, tax policy, together with the

determination of tax rates, was left with the central administration. The taxes collected by

the regions were used for their domestic needs. Otherwise, there was a revenue-sharing

formula with respect to taxes collected centrally. The formula was based on ownership of

business activities licensed by the region. The other feature of the present tax system was

the reduced rates of tax.

It was stated that, in general, tax compliance was low. The causes for low compliance

included: non-simplified tax system, low probability to detect tax evasion, previous direction

of public expenditure (where the lion's share went to non-productive sectors such as defence)

absence of democratic representation of the people in tax policy decision-making and weak

tax administration.

The following were identified as shortcomings of regional tax systems:

• limited tax base due to limited ownership of economic activities by the regions (i.e.

activities licensed by the regions);

• non-granting of dependent allowances;

• non-keeping of records;

• effects of the structure of tax base on mobility of factors of production in the

regions;

• market distortion due to non-uniformity of tax base in the regions;

• lack of adequate penalties for not keeping records, not declaring income, not

paying taxes in time etc.;

• vagueness in the application of the inspection method (i.e. to whom it applied and

how subjectivity of inspectors could be controlled);

• the intervening role of Peasant Association in the collection of certain taxes etc.
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(b) Discussions

In the discussions that ensued, participants observed that the methods of tax assessments

that granted too many tax exemptions and deductions, tended to reduce the tax base. The

shrinkage of the tax base, in turn, reduced the revenue potentials. They also observed that

the bigger the size of tax exemptions, deductions allowances etc., the higher would be tax

rates. The higher the tax rates the higher would be the rate of tax evasion. Given the often

weak tax administrations in most African countries, participants were of the opinion that tax

policy makers might as well do better by lowering the tax rates and broadening the tax base

through reductions in tax exemptions, deductions, allowances etc. That approach would

increase tax revenue potentials whilst reducing rampant tax evasion. Participants further

observed that tax systems which contained enormous tax exemptions, deductions etc. became

too complex and made tax assessment difficult. '\[' ,

There was general consensus, however, that demands for investment, particularly, direct

foreign investment, influenced decisions on tax exemptions, deductions, allowances etc. Tax

concessions were some of the major attractions to direct foreign investment direly required

to boost economic development in African countries. In a social context, participants

observed that tax allowances granted in respect of premiums paid to insurance companies

encouraged people to take up insurance policies which were handy instruments to protect

individuals, like home-owners, industrialists, fanners and business people against a mix of
risks and hazards. Reduction of tax payable through granting rebates in respect of marital

status and children under the age of 18 years was also considered to be socially beneficial.

Participants also strongly felt that those problems identified in the c£$e of Ethiopia

should be addressed to ensure efficiency in tax administration, through simplification of the

tax system and education of the people. Consensus was also reached that tax collection

should be cost-effective.

Session 3. Presentations and Discussions

■ ■ ■ ■ : •■'.'■, - ■■■■_■' ?

(a) Presentations

1. Budgeting: Principles and Systems

The theme focused on broad principles of government budgeting process, budget

structure, budget classification and the different types of budget systems. It was pointed out

in the presentation that budgeting was a process by which a government formulated its goals

and objectives for the fiscal year, established priorities for the use of resources, mobilized

and allocated resources among specific programmes and activities, identified policies and
operational modalities to implement programmes and projects efficiently and provided for an

evaluation of results in relation to objectives, targets and utilization of resources. It was a

continuing and flexible process which responded to changing conditions. Viewed thus,

budgeting was an important instrument in the implementation ofnational development strategy

and in the management of the national economy.

96-342
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Generally speaking, the scope of government budget would depend on the level and

functions of government and on the structure of the public sector in a particular country. The

public sector included central or federal government, provincial or state governments, local

governments, public enterprises or parastatals, departmentalundertakings such as railways and

post and telegraph in some countries, and public non profit-making institutions. The

preparation of a budget at any one level of government had to take into account transactions

with other levels of government and with other entities in the public sector.

The budget of a central government should be related to the ministries, agencies and

units directly under the authority of a central government. With regard to independent

entities having their own budgets and independent sources of revenue, only transfers to and

from such entities should be included in central government accounts.

A distinction was made between recurrent and capital budget. Three criteria were

commonly used for separation. One criterion was life expectancy (i.e. goods and services

purchased and consumed within an accounting period were classified as recurrent

expenditures. They included; wages and salaries of civil servants, interest paid on debts and

purchases of expendable goods). Assets with a life span longer than one accounting period

were classified as capital expenditures. Examples were buildings, plants and equipment and

public works like roads, bridges, dams etc. The second criterion was based on the

recognition that some assets were revenue producing and could be expected to be wholly or

partially self-liquidating in which case they were recurrent in nature. The third criterion

related to the amount of money involved. It was common to capitalize expenditure above a

certain figure while treating small investment expenditure as current expenditure. There was

no hard and fast rule for determining the level at which to treat expenditures differently.

That varied with practices in individual countries and might require frequent revisions.

The distinction between recurrent and capital budgets was useful because it:

facilitated separate identification of capital assets and promoted managerial

accountability for them;

was particularly relevant in poor countries whose development funds were partly

provided by foreign and international loans. The capital budget identified special

projects and programmes for promoting economic development and could be a

vehicle for attracting funds to finance development;

provided a clear basis for government borrowing.

It was pointed out that government budget could be classified by the following:

• organisation and object of expenditure;

• economic characteristics;

• programmes.
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That process was illustrated as follows:

TABLE!

BUDGET CLASSIFICATION: AN ILLUSTRATION

Classification by: Examples

Organization Ministry of Agriculture,

Industry, Defence, etc.

Object Wages and salaries, travel

allowance, purchase of materials

and equipment

Economic characteristics Expenditure on goods and

services for current consumption,

on capital goods, transfer

payments, etc.

Functions Defence, education, health,

community services, etc.

Programmes Vocational education, malaria

eradication, agricultural extension

services, etc.

There were several types of government budgets used in different countries. Those

included the following:

performance budgeting;

. planning programming budgeting system;

zero-based budgeting;

rolling budget;

forward budget.

'" Ethiopia

The theme focused on the role of the functions of the modern budget, budget process

in Ethiopia, the budgetary cycle, budget formulation, the budget call, budget implementation

and accounting and regionalization of the budget process. In its presentation, it was pointed

out that the key instrument and the focal point of financial administration was the budget.

The budgetary process normally was an annual process that focused mainly on planning, co

ordinating and controlling of the uses of available but scarce resources for the achievement

of the objectives set for the period it covered. It was thus an annual financial plan of the
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government representing, in financial terms, both the resources available and various goals.

The budget thus became the main tool by which development plans were transformed into

action. It set limits within which spending agencies operated and served as a yardstick to

measure their performance.

The following three functions of the budget were highlighted:

• allocation function;

• stabilization function; and

• distribution function.

The allocation function served to distribute resources among competing demands within

government and outside government and the assessment of trades-offbetween sectors. It also

involved the balancing of marginal gains and losses to society. The stabilization function

required a more precise assessment of the impact of government operations on the economy

as a whole. Finally, the distribution function looked into the incidence of public expenditure

and the income groups that expected to be served.

With respect to the budget process in Ethiopia, it was pointed out that budgeting in

Ethiopia, in comparison with other countries, was of relatively recent origin. Although

introduced in the constitution of 1941 it had not been fully operational until the revised

constitution of 1959 which laid down the basic rules of financial administration. The rules

stated inter fljjfl that only the law could impose taxes, duties etc. and authorize public

expenditure.

In connection with the budget cycle including the (formulation process), it was pointed

out that the first and foremost task in the budget formulation process involved making

forecasts of the following years' requirement. Usually, the forecasts took into consideration

the following factors:

(a) changes in the cost of services;

(b) outlays on new programs and projects;

(c) new legislations affecting the expenditure during the year. On the revenue side

estimates of revenue for the following year were made before expenditure ceiling

were conveyed to spending agencies. The revenue and expenditure forecasts were

carried out by the Research and Planning Department in collaboration with tbe

Revenue Board. The budget process itself consisted of four stages namely; budget

formulation, approval, execution and accounting.

It was stated that the budget call was a document issued by the Ministry of Finance &

Ministry of Economic Development & Co-operation to budgetary institutions. It highlighted

the national goals, stated the economic prospect, and the government's priority sectors, and

constraints and their impact on the budget. In that light it stated cogently the proposed
increase or reduction in allocations.
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Each year, not later than 30 Tahsas/December (not adhered to in practice) all ministries

were expected to submit their budget proposals for the following year to the Ministry of

Finance and to the Ministry of Planning. The proposals should, among other things, include

estimates of ordinary expenditures, estimates of capital expenditure, estimated incidental

revenue that arose from the sale of goods or services and fees they were authorized to collect.

After the receipt and evaluation of the budgetary proposals, a budget hearing was

conducted with the ministries. At the conclusion of the budget hearing, the budget

department further:

(a) consolidated the budget proposals for expenditure;

(b) examined, analyzed and prepared recommendations to the Minister or any

committee entrusted by the Council of Ministers;

(c) assisted and participated in the work of any committee engaged in the examination

of the budget;

(d) submitted, with the approval of the ministries of Finance and Planning, budget

recommendations in the form of the consolidated budget, containing estimates of

all revenues and expenditure to the council of ministers with economic report and

an explanatory memorandum;

(e) incorporated amendments made by the Council of Ministers into the draft budget

to be submitted to the legislative authority (House of Representatives) for further

approval .

Authority to modify the approved budget rested with parliament which could delegate

that authority to the executive. The budget proclamation laid down the conditions under

which it could be modified. Once approved, the budget was executed in accordance with the

financial regulations and monthly returns and quarterly reports were submitted to the ministry

to enable it ensure that financial operations were contained within budget appropriations.

Regarding budget implementation and accounting, it was pointed out that the first stage

in budget implementation was the approval of the budget by the Council of Representatives.

All spending agencies were notified by the Ministry of Finance of the approved

appropriations. The appropriations were allocated on a monthly basis. Every month each

spending agency submitted a monthly disbursement request in which the previous month's

expenditures were detailed and the following month's work program was outlined. Those

requests for budgetary allotments were in three parts: part 1 requested for payment of

salaries, part 2 for payment of other recurrent expenditure, and part 3 for payment under

capital budgets. Those forms were submitted to the Disbursement Department ofthe Ministry

of Finance where they were scrutinized and checked against budgetary allocations. The

department decided how much to allocate and recorded that in the Budget Register. The

Budget Register maintained by the Disbursement Department recorded all transfers and

supplementary budgets, the disbursements made and the undisbursed allocations.
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Finally, it was pointed out that the regions, in accordance with the national Regional

Self-Government Establishment Proclamation No. 7/1992, the Definition of Powers and

Duties of the Central and Regional Executive Organs of the Transitional Government of

Ethiopia Proclamation No. 7/1993 and the Constitution of the Federal Democratic Republic

of Ethiopia approved in 1995, were empowered to plan, direct and supervise social and

economic development programs, approve and implement their own budgets, establish, direct

and supervise social and economic development, and administer, develop and protect their

national resources.

The Proclamation thus gave the Regional-Self Governments greater latitude and

independence in the preparation and execution of their regional budgets. In the light of that,

the Regions had set up Regional Finance and Plan Bureaux with the objective of managing

the day-to-day operations relating to budget preparation and execution. In preparing regional

budgets, mere were consultations between the Regional Finance Bureaux and the Ministry of

Finance and budget guidelines were issued by the Federal Government to all the Regional

Finance Bureaux.

3. budgeting and Conpfrol ywter ths Current Situation in fitluppiia

Under the current situation in Ethiopia, a new public expenditure policy is in force. The

policy was designed within the context of Policy Framework Paper (PFP). The new

expenditure policy provides mechanisms for budgeting and control.

In introducing the discussion on the mechanisms it was pointed out that public

expenditure policy for the transition encompassed the following changes:

• reduction in defence expenditure from 25% to 8%;

• expansion in expenditure on infrastructure from 7%-17%;

• increases in expenditure on social services from 13%-23%; and

• decreased allocations to productive services (i.e. industry and state farms).

It was further pointed out that to give the private sector a new role and foster its

development, the following promotional measures were introduced:

• abolishing unnecessary licensing requirements;

• reviewing the current investment code;

• abolishing the commodity-based trading licenses in favour of general trading

licenses;

• reconstituting the Managerial Boards of Enterprises with increased private sector

participation.

In endeavours to improve public expenditure efficiency, the focus was on the following

policy reform measures:
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• civil service reform;

• revision of salary scales;

• avoidance of redundancy through retrenchments etc.

With respect to budget planning, the following steps were introduced under the rolling

budget:

• ensuring an appropriate balance between wages, running expenses and capital;

• improving predictability of resource availability and its matching with expenditure;

• improving selection of investment projects;

• providing subsidy for fertilizers on limited time frame to encourage development

of the agricultural sector with a view to privatizing the sector.

The new public expenditure policy, also provided a safety net in the nature of the

following:

• payment of retrenched workers until such time that they were occupied in a project;

• compensation pay;

• different programmes to be administered by the Centre and Regions;

• capacity building through strengthening the information network for planning and

programming;

• the information network for planning and programming; and

• sector strategies focusing on agricultural extensions, rural roads, basic services for

health, education etc.

(b) Discussions

In the discussions that followed, participants identified certain policy issues related to

the budgetary process and budget implementation. Those included the following:

• public participation in budget planning and formulation;

• decision-making on the budget (i.e. the impact of the inputs of technocrats,

economists etc. on final budgeting decisions);

• information for budget planning;

• participation of the public in budget implementation.
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Participants strongly felt the need for participation of the public in budget planning and

formulation process. It was important to take into account community ideas and proposals.

Emphasis was stressed on planning work with wider consultative base. As regards final

decisions on budget proposals, some participants expressed die view that professionals should

have a stronger say over the final decisions on the budget. However, consensus was reached

that the role of professionals or technicians should be to provide advice to the legislative

authorities for them to make final decisions. The legislative authorities should have the

power to review the advice, refer back issues for further consideration by technicians before

final decision was made. Participants also expressed concern over the general lack of

information required for budget planning. Regarding participation of the public in budget

implementation, there was general consensus that through public account committee, which

was the watchdog of the public, there was indirect participation of the public in budget

implementation.

Session 4. Presentations and Discussions

(a) Presentations

1- Principles of

The theme focused on the definitional aspect of accounting, purpose and basis of

accounting, functions of government accounting, financial management process, development

of accounting for regional governments and advantages of the double-entry system of

accounting.

It was pointed out that basically, accounting was the art of controlling business by

keeping accurate book-keeping records. Its main purpose was to maintain control of finances

of the business. Traditionally, there were two types of accounting systems. Those were the

single-entry system and the double-entry system. However, the principles of accounting

almost equally applied to both systems. The distinction between them was that the single-

entry system recorded transactions under one account while the double-entry one dealt with

the transactions under separate accounts compiled in respect of each transaction.

The functions of accounting, particularly government accounting, were highlighted as

follows:

(a) compliance with the constitutional, statutory and other legal requirements of the

country;

(b) provisions of complementary services to budget classification;

(c) servicing to identify the objects/purposes for which funds have been received or

expended, and the executive authorities with responsibility for the custody and use

of funds in programme execution (in accordance with the organisational structure

of the agencies concerned);
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(d) servicing to facilitate audit by external review authorities, and readily provide the

information required for effective audit;

(e) servicing to permit effective administrative control of funds and operations,

programme management and internal audit appraisal;

(f) servicing to allow effective disclosure of economic and financial results of

programme operations;

(g) helping to provide basic financial information for development planning and

programming;

(h) helping to provide financial data for economic analysis and rectification of

government transactions and assisting in the development of national accounts.

Three types of the basis of accounting were highlighted. Those were the cash basis, the

accrual method and the commitment method. The cash basis recorded revenue when cash

was received, expenditure when cash was spent, and economic events according to movement

of cash. The accrual method recorded revenue when earned or due for collection and costs

when resources were consumed or benefits received though receipt or payment of cash might

take place in another accounting year. The commitment method arose when an order was

placed, when a contract was signed or where an activity committed the agencies to future

consumption.

It was stated that the process of financial management was of following stages:

Planning and programming;

Budgeting;

Budget execution and accounting;

Audit;

Evaluation. , , ■ • .

The functions of each of the above component were discussed. For example, stage I

expressed the nation's development strategies, selected alternative policy objectives, identified

manpower, material and other facilities required to accomplish the objectives. Stage II

translated all programmes and activities of government into monetary values or terms,

estimated revenue and expenditure on the basis of both economic and financial data and

previous years' experience. Stage III translated budget proposals into practice and provided

financial information necessary for efficient management of government operations. Stage

IV established how government resources were spent, enabled planners and policy makers to

take corrective action for the future, fostered improved management and responsibility etc.

Stage V determined the benefits which materialized and to whom, provided feedback by

reporting status of funds, achievements, problems encountered and lessons learnt.

Addressing the issue of accounting for regional government, it was pointed out that the

development of accounting for regional government could be determined by the following

factors:
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the magnitude of fiscal decentralization (the power to collect and spend money);

the power of local government to make socio-economic decisions;

systems of resource allocations to local governments;

availability of information and data base to support decision-making;

people's demands for accountability;

political will of local government to have more power over own-sources of

revenues;

nature of organizational structures;

the relationships between the ministry of finance and local government bureaux as

well as that of the ministry responsible for local governments;

availability of skilled accounting manpower;

the extent to which training programmes were developed;

poor management and incompetent tax collection machinery.

As to the advantages of the double-entry system, the following were, inter-atid,

identified:

maintenance of continuity of records;

easy to check past records;

readily provided financial information;

made it easy to compile financial ratios;

facilitated detection of financial problems etc.

Regulations

Within the framework of the Financial Regulations the theme focused on the following

aspects: internal financial control, protection of government funds, control and recording of

receipts and payments, payroll procedures, accounting returns, purchasing and stores,

government motor vehicles, etc.

It was stated that internal control units were established in each ministry to continuously

check on the accounts and records of revenue and expenditure, stores equipment, plants,

vehicles and other assets. The Units also verified the following:

• receipt and payment of government funds that were carried out under proper

supervision and supported by recognized receipts and necessary documents;
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• safeguards for the prevention and detection of fraud, loss of cash, stores and other

assets;

• an adequate system of internal check operated in each section of the ministry to

ensure smooth flow of work, chart of work and operation, segregation of duties

and responsibilities of performing tasks etc.

To ensure control of government funds, authorization of the Minister of Finance to open

a bank account for custody and disbursement of funds was required and the authorized

officials submitted their specimen signatures to both the National Bank and Ministry of

Finance. Only authorized officials ordered cheques from the bank. Unused cheques were

kept under lock and key. For each ministry, internal regulations prescribed ceilings on bank

withdrawals for daily use. Cash safes were built into inner walls and cash offices located

near accounts offices. Ministries/departments ordered cash safes through the Ministry of

Finance and could not transfer them among themselves without the permission of the

Ministry. No private properties were allowed to be kept in government safes;

Controlling and recording of receipts and payments was the duty of accounting staff who

were responsible for issuing, recording and maintaining all necessary receipts as well as safe

keeping of spoilt copies. No payment without authority was allowed and all payments were

to be vouched on a payment voucher and payment could only be made to the person whose

name appeared on the voucher. Advance payments for purchases should not be in excess of

seven days and for travel advance not more than forty days save with the authorization of the

Minister of Finance. Failure to account for advances resulted in the recovery of the money

from the salary of those responsible.

Payroll Procedures required witnessing by the financial controller or personnel manager.

Each payroll sheet was signed by the cashier, the accountant being the witnessing official.

The recipients of pay also signed on receipt thereof. The financial controller ensured that no

employee received more or less than his due. In the case of salary of a deceased employee,

the salary was held until the legal heir was established. Detail of operations of monthly

payments comprising four accounting aspects were discussed.

Regarding purchases and stores, it was pointed out that all purchases of stores and all

contracts for the supply of equipment and services were made by a contract allotted after

public tender except:

(i) purchases of stores costing less than Birr 1,000. Those should be effected directly'

from the supplier;

(ii) purchases of equipment and services costing more than Birr 1,000 but less than

Birr 10,000 should be effected provided that three different proforma invoices

were submitted and the best one was selected.

Except for the above cases, all types of purchases had to follow the established tender

procedure as well as the regulations of the Ministry of Finance.
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In so far as the control of government motor vehicles was concerned, it was pointed out

that:

All purchases of motor vehicles were effected by a tender provision. A central

register ofgovernment motor vehicles (M/S/6) was to be maintained by the Ministry

of Finance. The register contained the registration number, engine number, and

seating capacity of each vehicle;

Government ministries/departments and agencies also maintained their own register

of motor vehicles. Every vehicle had a log book (M/S/M/l) which recorded the

registration number, name of owning ministry, name of authorized driver etc. The

details of individual journey by any motor vehicle was entered in a journey voucher

and (M/S/M/2) no official who received car allowance in accordance with relevant

regulations was permitted to use government motor vehicle unless exceptional

circumstances warranted it. Physical existence of government vehicles was verified

on the basis of the register(s) of government motor vehicles in each ministry

department or agency.

3. flnverament Accniint*pg in Ethiopia

The theme focused on the following aspects: accounting system, basis of government

accounting in Ethiopia, major features of the Ethiopian government system and problems

encountered.

In presenting the theme, it was pointed out that there were two major government

accounting systems. Those were the single-entry recording system and the double-entry

recording system.

The single entry system allowed recordings of revenue and expenditure by their nature

or type without explicitly recording the counter part outflow or inflow of cash. However,

that did not mean that the cash outflow or inflow was ignored. On the other hand, the

double-entry system facilitated recording of each transaction explicitly in two separate codes.

Bom the double and single entry accounting systems were still in practice in different

countries. Their advantages and disadvantages continued to attract debates. The classification

of revenue and expenditure, assigning of codes (organizing of chart of account) and the

control mechanisms were more or less the same. In Ethiopia, single-entry system had been

in use for the last four or five decades. During that period, the system proved to be effective

for the objectives it had been expected to accomplish.

Regarding the basis of government accounting in Ethiopia, it was pointed out that the

major basis of the Ethiopian government accounting system was the budget proclamation.

The proclamation gave details of revenue and expenditure, the manner in which they were

going to be administered and the scope or the area where they applied. The budget

proclamation, contained information on revenues, revenue sources, expenditure, users of
expenditure, rules on transfer of budget amounts etc. The accounting system used the

classification of revenue and expenditure as that of the budget proclamation thus indicating
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a close relationship between budgeting and accounting. That relationship facilitated

comparison of figures, control and scrunity of revenue and expenditure.

With respect to features of Ethiopian government accounting system, the focus was on

the following: forms utilized in the accounting system, chart of accounts, recording of

recurrent budget at the Woreda level, recording of technical assistance (recurrent) at the

Central Government level, and the Regional levels, recording of capital budget etc. The

procedures involving those aspects were discussed in details. It was pointed out that the

Financial Regulations, being some of the bases of the accounting system, were guiding

instruments on procedures. They defined the accounting system and its major components

including; the formats to be utilized, the chart of accounts, procedures to be followed for

purchasing, salary payments etc.

Various external and internal forms used respectively for receiving cash, recording

expenditures and adjustments and summarizing transactions were discussed in details. The

chart of accounts was defined as a classification of financial transactions based on the type,

frequency and the amount of each transaction. There was detailed narration of recording

procedures on recurrent budget at the Woredas level and the Zonal level. There was a further

detailed discussion on recording recurrent technical assistance at Jie Central Government level

and the Regional level. Regarding recording oftechnical assistance relating to capital budget,

it was pointed out that such recording was similar to that of the recurrent technical assistance

except in the case of the following:

the subsidy recording account numbers;

- the expenditure recording forms and;

- the subsidy notification forms.

The recordings of regionally secured technical assistance at the regional level were

similar to those of the centrally recorded technical assistance at the central level except the

subsidy recordings to regions.

The following problems were identified:

• Difficulty in preparing consolidated financial statements at the central level due to

delays in the regions to submit, on time, consolidated She/He 29 formats to the

central level. The formats were, in fact, the source documents for the central

accounts departments. The delays in providing information from the regions

reduced the quality and timeliness of the financial statements prepared at the

central government level. The same also was the case for regions* financial

statements which were based on the information from the zones and woredas.

• Due to various reasons, the information forwarded to the central government and

also to the regions had been far behind than it used to be. Even if some regions

had tried to forward the information, it was not up to the standards defined on the

guidelines provided to the regions. Non-clarity of the information Slowed down

the preparation processes. ......
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(b)

Intensive discussions followed the presentations. The issues focused upon included:
adaptation to double-entry system of accounting in the country; problems associated with
recording procedures; the legal role of the Financial Regulation; inappropriate allocation of

functions of purchasers; and information gap between the zones and woredas etc.

Participants observed that while the single-entry system of accounting which was

practised in Ethiopia had the advantage of simplicity and enabled the unskilled accounting
personnel to cope with it, it had limitations as compared to the double-entry system of
accounting which was used in other countries. It did not readily provide financial information

to users because it recorded transactions separately. For example, it used a code for

purchases which recorded only expenditures without cash flows and did not explicitly record
transactions. It did not have a balance sheet to reflect assets and liabilities. Participants felt

the need to change over to double-entry system particularly in the light of the new situation

in the country whose demand for more sophisticated financial data was expected to grow

progressively as the new market-orjented economy improved. However, they cautioned that

change should not be too swift but should be preceded by training of accounting personnel

to cope with the administration of the system

Regarding problems associated with recording procedures, participants identified the

following:

- time lags or delays in submitting required returns;

- lack of accurate information;

- lack of awareness of the importance of accounting information;

- shortage of skilled manpower;

difficulties in dealing with organizations that were either closing down or merging.

The difficulties were due, in part, to missing papers or records etc.

Participants felt mat the Financial Regulations were steadfastly losing their legality

because they had not been enacted into law even though they were issued by the Council of

Ministers as a notification. Participants felt the need for the Financial Regulations to clarify

the powers vested on the regions.

Participants observed that in some offices, purchasers were also doing the work of store

men. They wondered as to whether that practice was advisable. Furthermore, they expressed

concern over communication problems which caused information gaps between the zones and

woredas. They felt the need to build and strengthen institutional capacities to curb

communication problems. On the same note, participants strongly felt the need to expand the

base of skilled human resources in the regions.
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Session 5. Presentations and Discussions

(a) Presentations

1. Fiqanf'fll Accountability

The theme focused on the definitional aspects of accountability in general with emphasis

on financial accountability; existing legal framework of financial accountability, the existing

practice in financial accountability and some common problems of financial accountability.

It was stated that accountability was the obligation to answer for the discharge of

responsibilities that affected others in important ways. A distinction was made between

responsibility and accountability. Responsibility was the obligation to act. Accountability

was the obligation to answer for an action. For examples a civil servant was responsible to

act while a minister was responsible to answer for his ministry's action (i.e. was accountable

to the Council of Ministers).

Financial accountability on the other hand meant financial reporting. In broad terms,

it could be defined as government agencies' obligation to keep proper books of account,

appropriate recording of financial transactions, preparation of periodic financial statements

and reporting fairly and timely in order to provide relevant financial information to concerned

authorities.

It was pointed out in the presentation that public trust and confidence in government

agencies had been on the decline since the last two decades. Government agencies were often

seen as inefficient, lacking in integrity and unresponsive to public needs. That perception

indicated a failure in the area of accountability, especially financial accountability. Without

adequate accountability public trust in elected representatives and public servants would

suffer. Without that trust, the relationship between government and the general public would

be much less than ideal.

Requirements for financial accountability originated from the constitution which granted

the Federal Government power to control all expenditures and to appoint the Auditor-General

whose responsibility was to audit expenditures and submit a report to the Council of People's

Representatives. The Proclamation on the Auditor-General clearly stated his duties and

responsibilities and were discussed in detail after the presentation. Briefly his duties were:

• audit or cause to be audited the accounts of government office and agencies;

• audit the accounts of private contractors relating to government's contractual work

which involved any amount exceeding Birr two hundred and fifty thousand

(250,000). Where there was a suspicion of crime, the accounts could be audited

notwithstanding the amount involved.(Article 7);

• submit a consolidated annual report concerning auditing performed to the National

Parliament and to the President of the Republic;
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• review the annual report which the Council of Ministers submitted to the National

Parliament concerning the Government's receipts and expenditures, assets and

liabilities as well as the financial statistical data within six months of receipt, and

submitted his comments thereon to the National Parliament.(Article 8)

Different legal provisions had been issued that clearly stated the obligations of federal

ministries and National Regional Self Governments in financial accountability. The relevant

proclamation required National Regional Councils to be accountable to the people who elected

them and the Council of Representatives of the Federal Democratic Republic of Ethiopia.

Consequently, they were required to submit, through their respective chairmen, a report to

the central government every three months. Similarly in the regional self government, each

Bureau was supposed to submit to the regional executive organ and to the relevant central

executive organ periodic activity reports.

In connection with existing practice in financial accountability, it was pointed out that

government organizations at the federal as well as regional levels were required to follow

central regulations and directives in financial management. However, the only guidance in

use were the 1980 financial regulations which were not enacted in the Negarit Gazeta as a

law. They had been put to practice by the statutory power of the minister of finance. Those

regulations stipulated detailed and specific procedures of financial management throughout

the country at the central and regional levels. Charts of accounts were provided as an annex

to the regulation for convenience.

The following problems were identified and appeared to be common:

over spending of the appropriated budget allocation without authorized transfer or

supplementary budget;

lack of disclosure for significant variance between revenue budgeted for and

collection made;

inability to close books of accounts and prepare monthly financial reports by many

budgetary units because of inefficiency in recording and handling of financial

transactions;

absence of close supervision over cash money, which in many budgetary units,

ended up with loss of considerable amounts of public money;

mismanagement of assets; (most budgetary units did not keep proper register of

fixed assets).

inability to account for funds obtained from loans, grants and technical assistance

by most budgetary units especially at the regional level;

problem of bypassing procurement regulations by many budgetary units which

resulted in inefficiency, ineffectiveness and uneconomical use of scarce resource.
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inadequate follow up of capital projects from inception to completion and the

assurance of sustainability.

In conclusion, it was pointed out that in most democratic countries, public accountability

was a current issue; the focus was not financial accountability only but there was also the task

of performance measurement (for example, the extent to which legislative bodies were

accountable to the people and the extent to which government was accountable to parliament

for the use of public funds):

i in

The focus of the theme was on the powers and functions allocated to regional self-

governments in the area of fiscal affairs, and the evaluation of the management of revenue

collection and expenditure.

In the presentation, it was pointed out that over the years, the Ethiopian Government

public finance performed under a single unitary system. In other words, prior to 1992, the

overall national budget preparation, disbursement, accounting and auditing was handled by

the Central Government.

With the adoption of a federal type of government, the then Transitional Government

of Ethiopia (TGE) had made major departures form the previous highly centralized system

of governance. To that effect, two major proclamations had been promulgated to facilitate

the process of decentralization. Those were: Proclamation No. 7/92, which defined the right

of nationals/nationalities and peoples to self-determination and to manage their own affairs.

Among others, the Proclamation empowered the regions:

to levy dues and taxes;

to prepare, approve and implement their own budget;

to borrow from domestic lending sources; and

to establish their audit control office.

A subsequent Proclamation No. 33/92, was issued to define the nature of fiscal relations

between the federal government and the regional governments. The proclamation which

assigned revenue between (he center and regions allowed the latter to draw subsidies from the

former and to borrow from domestic sources. The Proclamation also defined the share of

revenue between the federal and regional states. The revenue sharing arrangement, was

categorized into three forms; namely: those retained by the center, those owned by the

regions and those to be shared by the center and the regions (joint revenues).

The division of revenue-sharing power was based on the following considerations:

the ownership of sources of revenues;

the national or regional character of the sources of revenue;

the convenience of levying and collection of the tax or duty;

population, distribution of wealth, level of development of each region; and

other factors that were relevant to an integrated and balanced economy.
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Based on those considerations, various forms of revenues were reserved for the regions.

Those included; personal income tax, rural land use fees, profit tax, sales tax, tax on income

from inland water transportation, rental taxes on houses and properties owned by the regional

Governments, income tax, royalty and rent of land collected from small-scale mining

activities and charges and fees. As for the boundaries on the source of revenue for the

regions and the center, the allocation process was determined by general political

commitment, level of development, the structure of revenue, and the functions to be

performed by the regions.

Besides tax revenues, there were also transfers to the regions from the federal

government whose objectives included the following:

• promoting social services and economic development of regional governments;

• accelerating the development of the hitherto neglected and forgotten areas;

• narrowing the gap in per capita income between regions;

• supporting positive and controlling negative externalites within and among regions;

and

• encouraging foreign currency earning projects and other projects of national

interest.

In regard to regional budgetary performance during the transition, preliminary figures

showed that of the total revenue the share of regional governments averaged 16%, while the

average for their recurrent and capital expenditures amounted to 35.2% and 37.0%

respectively. In 1995/96 fiscal year their revenue budget share was 16% and that ofrecurrent

and capital expenditures reached 40 and 46% respectively. The latter showed an increasing

regional government responsibility for carrying out development projects. A number of

tables illustrated performances in respect of revenue, expenditure and regional budget

financing.

Some of the problems identified as impediments to revenue raising in the regions

included the following:

• lack of sufficient manuals, procedures, instructions and directives on tax law;

• loose cooperation in tax collection efforts among regional executive bodies etc.

(b) Discussions

In the discussions that ensued, participants shared the view that revenue collection in the

regions still required to be improved and that sources like the agricultural income and land

use fee required greater attention with a view to reviewing the proclamation that regulated

such sources. They also expressed concern over difficulties in timely submission of

budgetary reports to the Ministry of Finance required to monitor financial operations.
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Emphasis was stressed on the importance of reliable and timely information flow from the

regions to the center. ;

Emphasis was stressed on the need for financial discipline on the part of civil servants

charged with the duties of administrating public funds and the higher authorities who had the

duty to direct the utilization of such funds. Participants shared the view that public trust and

confidence could best be boosted by good examples of financial discipline on the part of

senior officials and politicians.

Session 6. Presentations and Discussions

(a) Presentations

Local Government

It was observed that discussion of issues of financing development generally should take

into consideration the culture and attitudes of the people towards development. It was

common knowledge particularly in African societies that rural people did not readily accept

development changes that affected their way of life. It was, therefore, crucial to convince

first the people and make them aware of the benefits of development projects so that they

could participate in them. Community involvement was key to development. The theme

focused on the conceptual aspects, functions and structure of local government and the salient

features of the financial operations of a local government.

It was pointed out that local government was so called because the public authorities that

were known by that phrase had the attributes of government and because they were

established and found at the local level. There was usually an elected deliberative body

which was the "council*. The council made policy, levied taxes and enacted byelaws. There

was also an administrative machinery comprising technical departments led by a chief

executive officer variously known as 'clerk', 'executive officer' or 'executive secretary5. He

or she saw to it that the council was properly informed and advised and that its decisions

were effectively implemented. The elected members controlled the administration through

committees by the power of "hire and fire" and, of course, by the power of the purse.

The functions of local government were fairly comprehensive and varied from the

routine to the substantive and innovative. The routine work included conservancy,

registration of births, marriages and deaths, preventive health and hygiene, land

administration and of course revenue collection. Roads, hospitals, schools, town planning
and sewerage, parks and recreation centres, public facilities, abattoirs, water supply etc.

constituted the substantive functions which might require innovative approaches from time

to time. The functions of a council were usually spelt out very clearly in the enabling law

but there were some systems under which a local council might carry out any function which

had not been expressly allocated by law to a central agency or another authority in the same

area.

The structure of the political set up was headed by the chairman of the local council who

was known as the mayor if it was a city or town council. The members of the council Were
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divided into committees each of which had its own chairman. Personnel and finance were

usually lumped together under the powerful finance committee chaired by a strong and

prominent personality. There were also sectoral committees for health, education, public

works, etc. Committee chairmen were usually very important people as they wielded a great

deal of influence in matters connected with their subject area.

The structure of the administrative machinery was on similar lines but it was more

elaborate. It was headed by the chief executive office and was divided into technical

departments each of which was responsible to the corresponding committee through the chief

executive officer who coordinated them. Prominent among those heads of departments was

the treasurer who was responsible for the financial health of the council. The role of the

treasurer included:

• ensuring efficient collection of revenue;

• raising capital funds;

• transacting financial business;

• acting as the council's accountant;

• preparing annual budget;

• controlling expenditure;

• providing proper and reliable information to the council committees;

• working with interdepartmental teams on assessments and evaluations of project

and on negotiations with donors, private corporations, central government and

others and providing them with sound financial advice; and

• staff management.

The presentation covered the financial operations of the council which included the

budget, revenue, grants, loans and audit. The budget was a revealing document not only in

terms of the financial operations of the council but also in terms of political power

relationships as it showed who got what. It also provided a great deal of financial

information not only about the council but also about its catchment area. It showed: (1)

current revenue; (2) current expenditure; and (3) capital account.

The most important of those items in terms of development was the capital account.

Revenue and expenditure accounts usually dealt with comparatively minor items which was

mainly recurrent. The budget was required to be flexible in order to accommodate revisions.

The budget was also the key to a review of council's performance over a period of time.

Comparing the budgets of successive years easily revealed whether the council was making

progress, or whether it was regressing or stagnating. It also showed areas of strengths as

well as areas of weaknesses.
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Turning to revenue, it was pointed out that revenue constituted a large share of a

council's finances, the others being grants, loans, capital funds, return on investments etc.

The type of revenue which a council was authorized to collect was usually determined by law

but the council decided on the rate. Land and property tax (e.g. house tax), fees on land

assignment leases and their renewal, sales tax, conservancy fees, water charges, fees on some

licenses, car park charges, fees for sheep dips, slaughter charges, taxes on a agricultural

produce and fishmongering, charges from swimming pools, parks and stadiums or

gymnasiums, market fees and many others, constituted typical sources of revenue for local

government councils. A council might also pass new byelaws imposing new taxes as new

sources (e.g. cinema show and theatre plays) etc. became apparent. As regards taxes

centrally collected, a revenue-sharing formula was usually determined for division between

the center and the regions.

With regard to grants, it was pointed out that they were given to local councils but not

automatically. First of all, the grant was based on need and if the council was self-sufficient

or had surplus of revenue no grant would be given. Even when mere was clear need there

might still be certain criteria to be met. Grants were used at times to induce local councils

to accept and pursue central policies and sometimes they might be given simply to close a

deficit.

Grants generally fell into two categories - specific grants and general grants. A specific

grant was given by the central government to enable a local council to meet the cost of a

major responsibility such as education, health, roads and police. The grant might be

expressed in terms of percentage (e.g. 50% of the total cost) or in terms of unit - so much

per school attending child or per kilometre of road etc. A matching grant - which was a

specific grant - might be used to encourage a local authority to provide a new service or

extend an existing one. For example, the central government might offer to pay 50% of the

cost if the local authority was willing to build and run a local hospital. That would convince

the authority to provide a needed service at only half the cost.

Generally, grants were subventions from the central government and were given to local

authorities with such shortfalls in revenue that they could not provide meaningful services.

That grant was given as a "block" grant. It should be borne in mind that grants compromised

the autonomy of local authorities as they subjected them to the scrutiny and interference of

central government.

As for loans, it was said that while local authorities could and might borrow, the

difficult question was always whether they were creditworthy. Financial institutions would

be happy to give loans to a local council but only if the reserves of that council were strong

and the council itself was properly managed. Development banks could of course give soft

loans but even then a loan had to be repaid within a specific period not exceeding generally,

eighty years. Though the main obvious reason was that heavy loans for capital development

could not be paid in the immediate years there was an advantage in that the cost was spread

over a number of years so that future generations would not only share the benefits but also

the burden. Local authorities could also borrow from certain funds established by central

government
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In connection with audit, two types of auditing were identified. Those were; the

accounts audit and efficiency audit. The former type of audit could be further divided into

internal and external audit. In local government, internal auditing was part and parcel of the

treasurer's department as it provided him with a main source of information about the
authority's financial management of which he was in charge. External auditing provided

information of the same kind to the council and to the central government. It did not fall,

therefore, within the purview of the treasurer; in fact, it was used as the acid test of whether

he was doing his job properly or not.

Periodicity of auditing was important and regularity of internal auditing should be

assured. External auditing, however, should at times be on a surprise bases so that cashiers

and treasurers would not "borrow" from the council funds until the next audit exercise. The

surprise element kept all those concerned on their toes and kept council money safe and sound

at all times. Central audit authority carried out external auditing. However, lack of travel

funds discouraged the authority from sending auditors frequently enough to the local councils.

That tended to encourage the latter to be lax about their accounts for a long time. It was

therefore very important to ensure that the auditing function did not collapse for lack oftravel

funds. It was worthwhile to invest in those functions.

(b) Discussions

In the discussions of the theme, participants wanted to know the cause for existence of

non-development-oriented culture in African societies. Various ideas were produced on the

issue with some participants attributing the habit to; historical background of African people,

influence of the policies of the colonial past which excluded indigenous people from

participating in the economic affairs of the country, etc. Participants felt the need to

encourage community efforts in development through \nter-$\iaI extension services. On

financing local development, they emphasized that endeavours for a search for a more

balanced revenue-sharing formula should continue.

Session 7. Working Group Discussions

(a) Formation of the Working Groups

On the suggestion ofthe Deputy Prime Minister, the Workshop broke into three working

groups to deliberate and report their findings and recommendations on the following topics:

1. Planning and Budgeting

2. Financing Regional and Local Government

3. Decentralization and Development.
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(b) Findings and Recommendations of the Working Groups

GrOUp I. Planning frfld budgeting

The group focused on the following aspects of the theme: communication between

Planning and Finance Bureaux, policy and guidelines at the regional level, plan
implementation, follow-up and inspection and communication between regional and national

institutions.

The group then made the following observations and recommendations:

Ineffective Communication between

Planning and Finance Bureaux as

well as between each bureau and

center.

Lack of availability of policy

guideline documents at regional

level

Generally weak project plan

implementation, follow-up and

inspections

• collaboration between Planning and

Finance Bureaux should be

strengthened.

Regional capacity and information

flow should be enhanced.

• the interface between regional

bureaux and research institutes should

be encouraged for more effective

contribution to regional development.

• national policy guideline documents

should be produced and made available

to the regions. That could facilitate

proper discharge of duties.

• in preparing the plan for each project,

bureaux should also develop action plan

to be used for implementation and

follow-up. On the basis of monthly

feed-backs on projectimplementation,

the bureaux should prepare reports to

be submitted to the council indicating

their ideas and proposals for

improvements.
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Group 2. Regional and Local Government

The group focused on the following aspects ofthe theme: legal framework to procedures,

manuals and instructions revenue collection and public expenditure management.

The group then made the following observations and recommendations:

Findings

Lack of clear statutory definition

of cross-country vehicles for tax

collection purposes (i.e revenue-

sharing)

Collection difficulties from tax

payers licensed by the centre but

operating in the regions. Being

licensed by the center such

taxpayers paid taxes to the centre.

But collection was weak.

Lack of procedures manuals,

instructions etc. Those did

not accompany proclamations

issued by the Centre

Impediments to revenue collection

in the regional, zonal and woreda

finance offices due to lack of

skilled manpower, office

equipment, vehicles etc. and

low compliance level.

Recommemla.tjo.nfi

• the revenue-sharing proclamation

should be reviewed to improve the

fiscal power of the regions and to get

rid of any ambiguities

• the responsibility to collect shared

revenue should be given to the

Regions

• a regional court system should be

introduced to deal with revenue

collection and expenditure

management issues. The system

should provide appropriate penalties

for tax offences

• produce sufficient manuals,

procedures, directives etc. and

make them available to the regions

• develop training programme to train

tax officials

• simplify collection procedures and

provide easy-to-understand guides

and directives to taxpayers to evoke

compliance

• reform collection measures for the

hard-to-tax'group

• invest in taxpayer education

programmes

provide incentives to revenue

collectors
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Findings

Weak financial control provide heavy penalties for irregular

and corrupt practices by responsible

officials.

Group 3. fl>ecfifltratization and Development

The group focused on the following aspects of the theme: financial decentralization,

human resource decentralization, political power sharing and popular participation. The

group then made the following observations and recommendations.

Findings

The constitution clearly stated

revenues to be collected by the

center and the regions

Lack of skilled manpower was

the major problem in the regions

Vitality of free movement of

the people at all levels

The source of power and the

basis of sharing power with the

regions was the Federal

Constitution. But the regions

were entitled to formulate

their constitutions along the

lines of the Federal Constitution.

Vitality of participation of the

people at aft levels of planning
process to achieve development

goals. Decentralization created

environment for community

participation in development.

Reyopimendations

• improve revenue-sharing formula to

accommodate the needs of the

regions and create equitable resource

distribution for development

• the measures already undertaken to

decentralize human resources should

be enhanced

• movement of the people at all levels

should be encouraged in order to

create a democratic working

environment and accelerate

development

• concretepoliticalpower-sharingprocess

should continue to be improved

• popular participation in the regions

should be encouraged
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Session 8. Evaluation

All the groups concluded their reports by appraising the need, value and success of the

workshop and anonymously expressed the view that similar workshops required to be

mounted at all levels in the regions. They pointed out that such a forum was a very useful

mechanism for exchange ofmutual views and work experiences between national and regional

institutions or among regional institutions themselves. They also expressed their satisfaction

with tine way the workshop was organized and with the hospitality and facilities that the

Ethiopian Management Institute extended.

' Session 9. Closing Ceremony

The workshop was closed in the afternoon of 29 December 1995 by H.E. The Vice

Minister of Finance, Ato Haile Melekot Giorgis . In his closing remarks, the Vice Minister

thanked the Economic Commission for Africa (ECA), in particular Dr. Sadig Rasheed, Chief

of Public Administration, Human Resources and Social Development Division for organizing

the workshop which he sincerely believed that it had given participants the opportunity to

learn and share experiences. The Vice Minister further thanked the local counterparts for

their collaboration in organising the workshop and preparing workshop instruction materials

which they actively presented at the workshop. His Excellency the Vice Minister urged the

participants to impart the knowledge they had acquired to their colleagues in their respective

regions. He also encouraged them to organize similar workshops in the regions and use the

very instruction materials for discussions. His Excellency then thanked the director, the

management and staff of the Ethiopian Management Institute for the hospitality and beautiful

facilities they extended to the participants and the resource persons.

In conclusion, the deputy minister assured the ECA resource persons that his

Government would re-negotiate with ECA in future to mount further similar workshops. He

then wished the participants and resource persons happy journey to their respective places of
abode.

On the same occasion, Mr. Ismail AH Ismail, ECA resource person and Chief of Public

Administration, Management and Finance Section of PHSD/ECA, conveyed on behalf of the

ECA deepest gratitude to the Government of the Democratic Federal Government of Ethiopia

for the unflinching support during the preparation of the workshop. He praised the relentless

efforts of the Government to improve efficiency and effectiveness of administration in the
regions.

Mr. Ismail thanked the participants for their active and result-oriented deliberations at

the workshop. He expressed hope that the aspiring ideas they produced would be useful in

enhancing capacities for the implementation of development programmes in the regions. He

also thanked the resource persons for their fruitful contributions and active participation which

undoubtedly led to the smooth success of the workshop. Finally he thanked the director of

EMI and his staff for their hospitality and the excellent facilities they provided.
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LIST OF PARTICIPANTS

BO.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

HAME

Mr. Gtacbew Holla

Hr. Zenebe Holde Hariai

Hr. Andualei Berhanu

Mr. fiekele Kidane

Mr. Klflu W/Hawaryat

Mr. Hosa Beyan

Mr. Chekol Kidane

Hr. Genene Workineh

Mr. Tekle fielete

Ms. Genet Abera

Mr. Fantahun Belew

Hr. Abdallab Abdo

Mr. Dagnachew Befekadu

Mr. Yoseph Abidissa

Mr. Yahya Abulwasie

Hr. ojulu Bach

Hr. Berhanu Tesfaye

REGION

Inland Revenue Authority

HEDAC, Federal Government

MEDAC, Federal Government

Ministry of Finance

Reg. 12. Finance Office

Reg. 1 Finance Bureau

Region 1 (Tigray)

Reg. 3 Auditor General

Region 14 Administration

Region 14 Administration

HOF - Federal State

Afar Region

Oroiia Council

Oroiia Regional State

Harari People Nt. Reg. Govt.

Gambella Peoples Regional

Council

Gambella Peoples Regional State

Planning & Econ. Devt. B.

TITLE

Acting Branch Manager

Acting Department Head

Fin. & Budget Dept. Expert

Expert

Expert

Head, Finance Bureau

Advisor

Senior Auditor

Member of Economic Sector

Head of Finance Bureau

Teai Leader, Research &

Plan Dept.

Bureau Head

Training Senior Expert

Deputy Head of Finance

Bureau

Planning & Finance

Bureau Head

Plan & Finance Sector

of the region

Expert
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NO.

18

19

20

21

22

23

24

NAME

Hr. Bedilu fiaile

Hr. Assegdew Tesfaye

Ms. Keseret Turufe

Hr. Hassle Azasbe

Hr. Gezahegne Aleiayehu

Hs. Belaynesh Holla

Hr. Yisiav Bedeio

DATAH

Benishangul Guiuz National

Regional State Planning and

Econoiic Development Bureau

Aihara Rational Regional State

Finance Bureau

Southern Nation and

Nationalities People's Regional

Governient

Southern Nations, Nationalities

& Peoples Regional Govt.

Planning & Econoiic Devt. B

Southern Nations, Nationalities

and People's Regional

Governient

Benishangul Gmuz Regional

National Governient

Benishangul Guiuz Regional

National state

TITLE

Expert

Disbursement & Accounts

Departient Head

Head of Audit & Insp. Dept.

Departient Head Finance

Bureau

Heads, Regional Finance

Bureau

Head of Regional Finance

Bureau

Head of Finance and Plan in

the Regional Council
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LIST OF RESOURCE PERSONS

(a) Local Resource Persons

1. Mr. Asrat Kelemework, Ministry of Finance (Federal State)

2. Mr. Mesfin Asrat, Ministry of Finance ( " " )

3. Mr. Samson Mekonnen, Ministry of Finance ( n H )

4. Mr. Kidane Goba, Auditor-GeneraTs Office

(b) ECA Resource Persons:

1. Mr. Ismail Ali Ismail, Chief

Public Administration, Management and

Finance Section, PHSD

2. Mr. J. M. B. Simelane

Public Administration Officer

Public Administration, Management and

Finance Section, PHSD
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LIST OF WORKING GROUPS

GROUP L PLANNING & BUDGETING

1. Mr. Zenebe Wolde Mariam

2. Mr. Bekele Kidane

3. Mr. Kefilu Woldhawaryat

4. Mr. Abdallah Abdo

5. Mr. Berhanu Tesfaye

6. Mr. Bedilu Haile

7. Ms. Belayneh Molla

8. Mr. Yismaw Bedemo

GROUP 2. FINANCING REGIONAL & LOCAL GOVERNMENT

1. Mr. Getachew Molla

2. Mr. Musa Beyan

3. Mr. Genene Workineh

4. Ms. Genet Abera

5. Mr. Fantahun Belew

6. Mr. Yoseph Abdissa

7. Mr. Assegdew Tesfaye

8. Ms. Meseret Turufe

9. Mr. Wassie Azashe

10. Mr. Gezahegne Alemayehu

GROUP 3. DECENTRALIZATION & DEVELOPMENT

1. Mr. Andualem Berhanu

2. Mr. Chekal Kidane

3. Mr. TekleBelete

4. Mr. Dagnachew Befekadu

5. Mr. Yahya Abdulwasse

6. Mr, Ojulu Bacha




