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STANDARD PROJECT FICHE

1. Basic Information
1.1. CRIS Number: 2004/016-925/04-02

1.2. Title Development and Implementation of Risk Management System
1.3.  Sector Public Finance.

1.4. Location State Tax Inspectorate under the Ministry of Finance, Vilnius,
Lithuania.

2. Objectives

2.1. Overall Objective

The overall objective of this 0.95 million euro institution-building project is to
increase the voluntary tax compliance and improve collection of taxes by
strengthening the tax administration procedures carried out by the STI.

2.2. Project Purpose

To develop and implement the risk management system, which will create the
conditions for establishing a quality management system in the State Tax
Inspectorate.

2.3.  Judtification

Reference to Monitoring Report or other

In its Monitoring Report the European Commission commended Lithuania for
essentially meeting the commitments and requirements arising from the accession
negotiations in the area of VAT, excise duties and direct taxation and welcomed the
ongoing actions to reform and modernise the tax administration. Yet, it concluded
that, further extensive efforts are required to improve the tax collection capacity and
enhance the efficiency of the State Tax Inspectorate in order to ensure proper
implementation of the acquis.

3. Description

3.1. Background and Justification
While exercising the legally granted competence, Lithuanian tax authorities
continuously face risks in their activities. Implementation and application the national
legal acts drafted on the basis of the Community legislation and recommendations, i.e.
Law on the Excise Administration (drafted while implementing the provisions of the
EU Directive 92/12/EEC), Law on Value Added Tax (drafted while implementing the
provisions of the EU Council Directive 77/388/EEC), Law on Income Tax of
Individuals and Law on Profit Tax, and preparatory actions for the adoption of the
new Law on Tax Administration, will significantly increase the activity risk in the
performance process of State Tax Inspectorate (STI). This will be conditioned by the
following major factors:
- General declaration of individual income by population (the number of declaring
individuals will increase from 150 thousand to 1.5 million, i.e. their number will
increase about 10 times);
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- The Law on VAT provides for the requirement for an application of the
compensated VAT rate to farmers, whose number already reaches 99,775;

- The incorporation of new registered payers of VAT following the Law on VAT
(according to the STI data as of 16 March 2004, the number of registered VAT
payers is 51,049).

The above risk factors are related not only with the performance of concrete tax
administration procedures, but they are related to the entire business activity of the
STI, and thus the activity risk must be managed broadly, purposefully and
systemically without omitting any of the STI performance elements (for details see
Annex 4).

One of the effective tools for tax reform and modernisation of tax administrations in
Acceding Countries was participation in the Fiscal Blueprints exercise, which
continue serving as a model of best practices for the operation of a modern tax
administration in an Internal Market with no internal frontier controls. The Fiscal
Blueprints have become a guide for the Lithuanian tax administration in improving its
administrative capacity to effectively enforce the Community acquis in the area of
taxation. The key indicators defined in the Fiscal Blueprints for the area of risk
management (Section 4.3.4), Business Change Management Plan, Business Strategy
of the Lithuanian STI for 2004-2006 and its Implementation plans will be considered
as basic guideline documents during implementation of the proposed project.

In pursuing achievement of the established strategic objectives and following
examples of the best practice in a filed of risk management, the proposed
development and implementation of risk management system will allow integration of
business activities carried out in the different structural levels of STI. The risk
management system will also create conditions for allocation and use of the limited
resources in a most effective and efficient way, following the defined business
priorities, and will support proper functioning of the main business processes in tax
administration. The developed and implemented risk management system will lay a
solid foundation for future establishment of quality management model in STI.
Finally, this project will contribute towards improving the tax collection capacity and
the efficiency of the State Tax Inspectorate as well as increasing voluntary tax
compliance in Lithuania.

3.2. Linked Activities

PHARE assists the Lithuanian State Tax Inspectorate in strengthening its
administrative capacity to effectively implement and enforce the tax acquis by a series
of programmes dealing, inter alia, administrative co-operation and mutual assistance
procedures and structures, development of IT systems facilitating the exchange of
computerised data with the Community and its Member States, implementation of
computerised audit system and establishment of taxpayer call centre.

The ongoing 2002 PHARE fast track project L102.02 Modernisation of the State Tax
Inspectorate aims at bringing legislation on the operations of the Lithuanian State Tax
Inspectorate up to EU standards, improving the institutional structure and
administrative capacity of the Inspectorate, and developing the data processing and
communication systems for the exchange of EU tax and trade information. The results
of the project will see the IT system being developed, tested and fully operational to
interface with EU information exchange systems (VIES, SEED, etc.). Furthermore,
the project assists State Tax Inspectorate in preparing the basis for a future use of risk
management in Lithuania by delivering a series of workshops on specific risks related
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to EC-trade and providing recommendations regarding preparation of the risk
management principles.

The purpose of the ongoing 2003 PHARE program project 2003.004-341.01.01 is to
improve the tax revenue collection capacity and efficiency of the Lithuanian State Tax
Inspectorate in order to effectively implement the tax acquis. The project will support
implementation of the Computerised Audit System, which will become an IT-based,
comprehensive intelligence and information system ensuring a systematic and
effective identification (selection) of non-compliant taxpayers and widespread use of
computerised procedures in auditing, it will also help setting up the national Taxpayer
Call Centre, which will serve as a contact point facilitating the access of national and
foreign customers as well as their representatives by telephone, in writing and by e-
mail to tax information and providing other services (reminders, suggestions and
complaints through toll-free line). Some of the project activities will be carried out to
assist State Tax Inspectorate in development of tax audit preparation and planning
procedures, tax audit management procedures, methods for conducting risk
management in the field of tax control.

The present project will review and build upon the outputs of the ongoing PHARE
projects and other technical assistance projects. The State Tax Inspectorate will ensure
coordination of the project activities outlined in this proposal with activities of
existing PHARE projects in order to avoid any possible overlap.

3.3.Results
The guaranteed results of developing and implementing a system for management of
the internal and external risks, affecting work performance of the STI, will cover main
tax administration procedures (debt enforcement, tax audits, tax assessment, taxpayer
service, etc.).
Risk Management Policy:
* The best practice standards on risk management system prepared,
» STI risk management strategy developed;
* Procedures ensuring the continuous improvement of the risk management system
developed.
Risk Management Model. A model of risk management system designed and the
documents necessary for its implementation and application prepared;
Procedur e Regulations:
» Taxpayer service and control procedures, carried out by the STI, standardised and
unified,
* Descriptions of organisation and implementation of the unified procedures
compiled.
Organisational Structure. Recommendations for the structural changes in STI, when
implementing the risk management system, prepared.
HR Development. The essential training of the employees, who will participate in the
development and implementation of STI risk management system, conducted.
Information Technology. Requirements to information systems, essential for the
functioning of risk management system, defined and documented.
Quality Management. The principles of implementing the quality management
model in the STI developed.

3.4. Activities
GAP Analysisand Impact Assessment:
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* Identification and examination of the STI functional processes and procedures as
well as areas of activity;

* Analysis of discrepancies between the actual and the desired status (GAP);

e Impact assessment of the internal and external environment where the risk
management system must be implemented.

Risk Management Policy:

* Development of the best practice standards of the risk management system in the
organisation;

* Development of Risk Management Strategy of STI;

* Development of the procedures for continuous improvement of the risk
management system.

Risk Management Model:

* Preparation of the risk management system’s model and its relevant
documentation;

* Identification and assessment of the risk factors negatively influencing the
organisation activity;

* Establishment of the tolerance level of the identified risk factors in STI and
preparation of the plan of response to those risk factors as well as necessary
procedures and documents;

* Development of methods controlling the response to the established risk factors.

* Preparation of the procedures and indicators for the assessment of the functioning
of the STI risk management system and its components.

Procedur e Regulations:

* Development of standardised and unified procedures of taxpayer service and
control carried out by the STI;

* Description of processes concerning organisation and implementation of the
unified procedures.

Organisational Structure. Preparation and submission of written recommendations
concerning the necessary structural changes essential for effective functioning of the
risk management system.

HR development.

* Identification of the training needs on implementation of risk management system;

* Preparation of the training program;

* Organisation and delivery of training to the selected employees of STI.
Information Technology. Definition of the requirements to information systems and
data essential for the functioning of risk management system. This will include
identification of sources of risk management information, possible solutions for data
collection and provision to end-users in order to extend the existing information
systems of STI and to ensure that needs of risk management system are addressed.
One of the information sources for risk management system will also be
Computerised Audit System.

Quality Management. Development of principles on introducing the quality
management model within the STI.

The technical assistance form has been chosen, as the consultants should possess a
strong working knowledge of local economy and legal environment, which is
important for the effective identification of business risks and design of control
measures. They should have an established track record and experience in
successfully implementing risk assessment and management systems at corporate and
public sector organisations.
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Process mapping and analysis are the special areas requiring an application of the
tailored methodologies, such as process improvement through benefit management.
Twinning partners do not usually possess such methodologies and therefore would
provide only limited input during the risk management system’s design and
implementation stages.

3.5. Lessons L ear ned

The conclusions and recommendations of the OMAS Report of 1998 (No.
R/LI/FIN/98049) have been considered. The State Tax Inspectorate will ensure
provision of adequate administrative resources for the project implementation. The
Unit of International Programs and Projects of the Organisation Management Division
at STI will co-ordinate the activities outlined in this fiche in order to prevent any
possible duplication of efforts between associated projects. Some of the overlaps have
already been eliminated at the project design stage.

4. |nstitutional Framewor k

The Lithuanian tax administration includes the State Tax Inspectorate and ten county
tax inspectorates. The regional and municipal departments operate under
subordination of these county tax inspectorates.

The main areas of the State Tax Inspectorate activities are:
* Administration of twenty three different taxes;

* Relations with taxpayers and other customers, as well as the education of
taxpayers;

* Supervision of the county tax inspectorates.

Over 3,500 people are employed within the tax administration system, of which
approximately 6 percent work at the central level. The senior management of the State
Tax Inspectorate consists of the Head, First Deputy Head, who is responsible for
coordination of activities in the county tax inspectorates, Deputy Heads, and the heads
of various Divisions. The organisational chart of the State Tax Inspectorate includes
the following main divisions: Organisation Management, Personnel, Legal, Indirect
Taxation, Direct Taxation, Taxpayer Service, Tax Accounting Methods, International
Information Exchange, Tax Audit Methods, Debt Enforcement, Information Systems
Development and other.

The project will be implemented under the coordination of the Organisation
Management Division of the State Tax Inspectorate under the Ministry of Finance
currently employing 11 persons. It is also planned to additionally involve employees
from other divisions of the STI as well as from county tax inspectorates in to the
project implementation, and the decision concerning their involvement will be made
in consultation with the technical assistance provider.

Technical assistance to the State Tax Inspectorate will primarily focus on central
level, however, it is anticipated that tax officials from county tax inspectorates will
also benefit from the assistance in terms of actively participating in activities of the
working groups established to deal with the relevant objectives of this project as well
as attending the training events.
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5. Budget (million €)

Project Investment | Institution I;rr?;?le National = TOTAL
Components Support Building (I +1B) Co-Financing
Technical - 0.95 0.95 - - 0.95
Assistance
TOTAL - 0.95 0.95 - - 0.95
6. Implementation Arrangements

6.1. Implementing Agency
The Implementing Agency is the CPMA. The CPMA will be responsible for tendering
and contracting:

Mr. Aloyzas Vitkauskas

Central Project Management Agency

J. Tumo Vaizganto str. 8A /2,

LT-2600, Vilnius, Lithuania

Tel.: +370 5 2514400

Fax: +370 5 2514401

The responsibility for Project preparation, implementation and control will be given to
the beneficiary institution — State Tax Inspectorate.

Project Leader:
Mr. Jurgis Gurauskas

The First Deputy Head of the State Tax Inspectorate under the Ministry of Finance

Address:  Vasario 16-osios 15 Telephone:  370-5-268-78-03
LT-01514, Vilnius Fax: 370-5-268-78-06
Lithuania e-mail: ].gurauskas@vmi.lt

Project Coordinator:
Mr. Darijus Aleknavicius

Chief Specialist of the Organisation Management Division of the State Tax
Inspectorate under the Ministry of Finance

Address:  Vasario 16-osios 15 Telephone:  370-5-268-79-55
LT-01514, Vilnius Fax: 370-5-212-56-12
Lithuania e-mail: d.aleknavicius@vmi.lt

Contact Person:
Mr. Eugenijus Soldatkovas

Chief Specialist of the International Programs and Projects Unit, Organisation
Management Division at the State Tax Inspectorate under the Ministry of Finance

Address:  Vasario 16-osios 15 Telephone:  370-5-268-78-58
LT-01514, Vilnius Fax: 370-5-212-56-12
Lithuania e-mail: eugenijuss@vmi.lt
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6.2  Twinning
N/A

6.3  Non-Standard Aspects

The project will be implemented following the national legal acts.

6.4 Contracts

One contract will be signed:
Technical Assistance — €950,000

7. I mplementation Schedule

Component Start of Tendering | Start of Project Activity Project Completion
Technical 3Q/2004 1Q/2005 3Q/2006
Assistance

8. Sustainability

In order to ensure sustainability and successful achievement of guaranteed results, the
project will be implemented with active participation of the staff from number of
functional divisions of STI, in particular from Organisation Management Division.
The Organisation Management Division will be strengthened by recruiting 2
additional employees to deal with risk management issues in STI. STI also foresees
involving employees from county tax inspectorates. All staff engaged in the project
will be selected on the basis of possessing the necessary expertise and skills to deliver
the work and a willingness to participate in the project. The STI will establish a
project management structure involving senior managers from all stakeholder
divisions.

0. Conditionality and Sequencing

Before the start of the project activity, the State Tax Inspectorate will develop the risk
management principles, which will be followed in the process of developing and
implementing the risk management system.
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ANNEXES

1. Logical Framework Matrix

2. Implementation Schedule

3. Contracting and Disbur sement Schedule
4. Scheme on the Nature of Risk
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Annex 1

LOGICAL FRAMEWORK MATRIX
Project: Development and Implementation of Risk Management System.

Programme name and number

Contracting period expires:

Disbursement period
expires:

Total budget:
€950 000

Transition facility
budget: €950 000

Overall Objective:
To increase the voluntary tax compliance and improve collection of taxes by strengthening the tax administration
procedures carried out by the STI.

Indicators

Increased efficiency of the tax system
administration and improved tax payer
service quality

Sour ce of Verification
Regular reports from European
Commission.

STI activity report.

Public opinion polls.

Project Purpose:
To develop and implement a risk management system, which will create conditions for establishing the quality
management system in State Tax Inspectorate.

Indicators
Internal policy documents, necessary

for the functioning of the risk
management system, adopted;
Risk management procedures

developed and standardised.

Sour ce of Verification
Publication of the internal policy
documents and regulations
Performance reports of the State
Tax Inspectorate

Assumptions

Development of
institutional capacity to
implement  the  tax
system  through the
promotion of voluntary
compliance and risk

management remains a
high priority of the

Lithuanian State Tax
Inspectorate and that
there is the necessary
support from the

Ministry of Finance and
STI senior management
to  implement  this
project.

Results
Risk Management Policy:

¢ The best practice standards on risk management system prepared;

e STI risk management strategy developed;

e Procedures ensuring the continuous improvement of the risk management system developed.
Risk Management Model. A model of risk management system designed and the documents necessary for its
implementation and application prepared;
Procedure Regulations:

* Taxpayer service and control procedures, carried out by the STI, standardised and unified;

*  Descriptions of organisation and implementation of the unified procedures compiled.
Organisational Structure. Recommendations for the structural changes in STI, when implementing the risk
management system, prepared.
HR Development. The essential training of the employees, who will participate in the development and
implementation of STI risk management system, conducted.
Information Technology. Requirements to information systems, essential for the functioning of risk management
system, defined and documented.
Quality Management. The principles of implementing the quality management model in the STI developed.

Indicators

Legal acts, methodologies and
documented recommendations have
developed;

350 employees trained.

Sour ce of Verification
Project reports.

Training material, training
evaluation reports

Assumptions:
Availability of suitable
contractor.

Trained staff can be
retained.
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Activities
GAP Analysisand Impact Assessment:

* Identification and examination of the STI functional processes and procedures as well as areas of activity;

e Analysis of discrepancies between the actual and the desired status (GAP);

e Impact assessment of the internal and external environment where the risk management system will be

implemented.
Risk Management Policy:

* Development of the practical standards of the integrated risk management system in the organisation;

¢ Development of Risk Management Strategy of STI;

e Preparation of the procedures for continuous improvement of the risk management system.

Risk Management Model:

¢ Preparation of the risk management system’s model and relevant documentation;

* Identification and assessment of the risk factors negatively influencing the organisation activity;

* Establishment of the tolerance level of the identified risk factors in STI and preparation of the plan of

response to those risk factors as well as necessary procedures and documents;

¢ Development of methods of controlling the response to the established risk factors;

e Preparation of the procedures and indicators for the assessment of the functioning of the STI risk

management system and its components.
Procedure Regulations:

¢ Development of standardised and unified procedures of taxpayer service and control carried out by the STI;

* Description of processes concerning organisation and implementation of the unified procedures.
Organisational Structure. Preparation and submission of written recommendations concerning the necessary
structural changes essential for the functioning of risk management system.

HR development.

¢ Identification of the training needs on implementation of risk management system;

e Preparation of the training program;

¢ Organization and delivery of training to the selected employees of STI.

Information Technology. Definition of the requirements to information systems essential for the functioning of
risk management system.

Quality Management. Development of principles on implementation of the quality management model system
within the STIL.

Means
Technical Assistance contract

Sour ce of Verification
Project reports.

Assumptions

Project tendering and
contracting proceeds
smoothly according to
established procedures.
Adequate staff
recruited.

STI staff to be engaged
in the project selected
on the basis of
possessing the necessary
expertise and skills to
deliver the work and
willingness to
participate in the
project.

Preconditions
Adopted risk
management principles
of the State Tax
Inspectorate.
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Detailed Implementation Chart for the Project

Development and | mplementation of Risk Management System

Final 2004
Annex 2

Y ear 2004 2005 2006

Month 112314 67189 |10(11(12 314/5/6(7|8[19]10(11(12 213(4|1516|7|8(19]10[11|12
Technical

/Assistance

Contract

Design
Tendering
Implementation
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Annex 3

Cumulative Contracting and Disbursement Schedule for the Project (Transition Facility Contribution only - € 0.95 Million)
Development and | mplementation of Risk Management System

Contracting

Technical Assistance Contract
Total contracts (cumulative)
Disbursement

Technical Assistance Contract
Total disbursement (cumulative)

2005 2006

30/06 30/09 3112 3103 30/06 3009 3V12 31/03 30/06 30/09 3112 31/03  30/06

950,000
950,000

570,000 570,000 570,000 570,000 570,000 570,000 950,000
570,000 570,000 570,000 570,000 570,000 570,000 950,000
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Annex 4
Development and I mplementation of Risk Management System

Nature of Risk

v v
External Risk. Internal Risk.
Responsive Actions - Reactive (1) Responsive Actions - Reactive or
Proactive (2)

Political Risk \

A

Economic Risk ‘

Business Procedures

Social-Cultural Risk ‘

Taxpayer Service Risks ‘

[ 1]]

Legal Risk ‘ Debt Enforcement Risks ‘

Tax Assessment Risks ‘

Tax Dispute Examination Risks ‘

[11]]

Tax Control Risks ‘

Target Selection Risks (3) ‘

Tax Audits Risks ‘

|

Other Activity Risks ‘

Remarks:
1. External risk - responsive actions to this kind the risks will be reactive, as these risks cannot be influenced or eliminated directly.
2. Management of internal risks is dependant upon the tolerance degree of risk factors identified in a specific area of business activity.

3. Management of risks rising in the process of taxpayer selection for audit will be improved in the framework of Computerised Audit System
subproject of PHARE project LT 03 IB FI 01 ,,iImprove the Tax Revenue Collection Capacity and Efficiency of the State Tax Inspectorate
through Implementation of the Computerised Audit System and the Establishment of Taxpayer Call Centre*
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