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COMPLIANCE RATINGS
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OUTLOOK & COMMENTARY

Even though Chile will continue to make progress in its fiscal transparency practices -- as
demonstrated by the recent enactment of the Fiscal Responsibility Law -- one of the most
important issues to follow up in the near future will be the country’s management of financial
assets coming from the current fiscal surplus. The recent release of the Treasury Financial
Assets Report constitutes an important first step, but continuous disclosure of this information,
its reliability, and the allocations of these resources will be key issues to monitor.

Future challenges for the consolidation of the State Information System of Financial Management
include the establishment of formal coordinating mechanisms with the Office of the
Comptroller General to simplify the centralised procedures framework. The proposal to create
new independent tax tribunals is likely to be approved in the near future -- although effective
implementation could take longer than expected.
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EXECUTIVE SUMMARY

4.25 Compliance in progress

Chile enjoys an efficient and transparent fiscdigydramework, in line with international standardogether with a
robust financial system. Chile’s new administratie which took office in March this year -- hasaff'rmed its
support for this framework.

The recently approved Fiscal Responsibility Law F)fas incorporated clear provisions regardingstinectural
balance framework, and every government must ndimel¢he fiscal fundamentals of the administratwithin 90

days of taking office. Even though some commensabelieve that the target of the structural batamnde could be
gradually reduced, the 2007 budget proposal maisitidie rule at 1% of GDP. Fiscal sustainabilitynisnitored on
a regular basis. Moreover, the LRF also estaldishiegal obligation upon the National Budget @Gff{DIPRES) to
submit annual information on contingent liabilitieasd fiscal risks.

Chile complies with the IMF Special Data DissemimatStandard (SDDS), and fiscal information is disgated in
compliance with the IMF’'s Government Finance StagsManual 2001 (GFSM 2001). The transition peéras
not been without difficulty, and the ongoing secatalge of implementation of the GFSM 2001 has Ipsstponed
until 2007. Information on municipalities and oxtra-budgetary transactions continues to incredeen though
progress has occurred in past years, there costitude an important gap in Chile’s fiscal statstivith the
omission of some military activity from budget domentation.

The progressive consolidation of the transactioc@nponent of theState Information System of Financial
Managementuring 2006 has allowed the elimination of diffezes in methodology, coverage, and periodicity of
information among different government dependencigsePublic Sector Human Resources Statisgyiearbook has
been released for the first time, illustrating terk conducted by the DIPRES in the compilation and
systematisation of previously dispersed informatinoreasing fiscal policy efficiency in the alldizan of resources.

The consolidation of a performance-based budgetgsyem (taking into account programme evaluatiguoglic
services performance indicators, and assessmergshigvement for management goals in more thanplibdic
services) has reinforced within government depantmthe importance of compliance with existent ofijes.

The Office of the Comptroller General is perceiatan independent institution, but commentatoreeagn the
need to further strengthen its capabilities. Tlaidhal Institute of Statistics is working towartte improvement of
its practices, in line with OECD statistical stardta However, governance of public enterprisegicoas to be a
cause of concern. An initiative to improve theewent legal framework was rejected by the Senatdarch this
year, and there is little prospect that this issilebe addressed in the near future

Chile’s overall score is unchanged from last year.
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1. CLARITY OF ROLES, RESPONSIBILITIESAND OBJECTIVES

eeee Compliance in progress

The government sector should be distinguished from the rest of the public sector and from
the rest of the economy, and policy and management roles within the public sector should
be clear and publicly disclosed.

Structur e, functions and responsibilities of gover nment

The 1980 Political Constitution (as amended in 20 1986 Organic Constitutional Law of Genendhélples for
Administration of the State (LOCBGAE) 18,575, Origabecree Law 1,263 of the Financial Managementhef
State (LAFE), and the Fiscal Responsibility Law B)R20,128 -- approved in September this year --osgtthe
structure of Chile’s public sector and fiscal magvagnt: The distribution of functions among the differémtels of
government and intergovernmental fiscal relatiorss @early defined. Chile is a unitary decentedigepublic
consisting of 13 regional governments, with clegpasation of executive, legislative and judicialyeos. Chile also
has a number of autonomous and independent putstiutions, such as the Central Bank of Chile (BC@Ge
Office of the Comptroller General (CGR), the AtteynGeneral, and the Superintendence of Banks amaheéial
Institutions (SBIF).

The Budget Law covers all institutions that aremalty included in the IMF's Government Finance Btats
Manual (GFSM) 2001 definition of central governmerfiscal information is disseminated in compliaveih
GFSM 2001, and the first stage of implementing thisthodology is now complete. All the informatiabout
capital flows follows an accrual-based system,aitfh it still needs adjustment to some balancd® rext stage of
implementation is currently under way, with progr@s the elaboration of thgtatement of Government Operations
(SGO), the criteria to register and value finaneiadl non-financial assets in order to build thename and closing
balance sheet, and the consumption of fixed cajpitdle SGO. The second stage of implementatioth@iGFSM
2001 was scheduled to be completed at the beginoing006, but -- even though progress in some aigas
noticeable -- its introduction has now been posggountil 2007. The transition period continues,andile there
have been some difficulties, commentators agredhenpositive results achieved, including the cosiger of
historic information, and monthly and quarterlyamhation release. Fiscal information for econoftowvs in 2005
has been submitted following the SGO.

The relationship between regional bodies and th®ma government is also clearly defined in theagtdgution.
Each regional government is formed by a numberrof¥ipces that, in turn, comprise diverse municipedi The
Budget Law also includes the regions’ budgets, e classified as part of the decentralised gowent in the
LOCBGAE. The municipalities -- being manageriadlgd financially autonomous -- are not incorporated the
Budget Law, but their budgetary procedures adhetbd LAFE principles. Municipal governments maot issue
debt without authorisation from the Ministry of Bimce (MoF).

The Organic Law of the Regional Councils of 198néaded in 1992) and the Organic Law of the Munidipa of
1993 determine taxation powers for each level ofegoment. The government has recently redesighed t
Municipal Common Fund- which redistributes municipal tax revenues frtim wealthiest to those with lower
revenue-generating capacity — to improve the redigtve components and its efficiency overall.
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Coordination and management of budgetary activities

The LAFE contains principles and guidelines for gefdmanagement in Chile. This Law establisheptheiple of
unified budgeting, and requires all incomes tormuded in institutions’ budgets on a gross baSise MoF sets up
the budgetary and financial schedule, and the NatiBudget Office (DIPRES) is in charge of draftithg Budget
Bill and carrying out budget implementatidonAlthough formally reporting to the MoF, the budgrector is
appointed directly by the president, who may dismiism at any time. The DIPRES also presents gknera
government statistics in iBublic Finance Statisticgearbook, which are compatible with GFSM 2001 exd¢hat
they exclude universities and research instititesly transfers are recorded -- whose budgetsara@pproved by
Congress. The LRF has introduced amendments tbARE, increasing its transparency and disclostaedards.
The CGR is responsible for the supervision and aciiog of the budget execution, in addition toatsliting duties
on public funds. Grants and external loans toipubstitutions have to be approved by the MoFedits to central
government entities are subject to a debt limiirs¢he annual budget law.

Law 13,196 of 1958 (as amended in 1985) -- knownhadkeserved Law of Copper authorises the automatic
transfer of 10% of sales made by CODELCO (the 'stapper holding corporation) to military procuremt® Law
19,863 of February 2003 authorises the publicadiforevenues and expenditures related to the edaligrand these
have become publicly available through CODELCO’tabee sheets and the MoF. In addition, publiclgilable
fiscal revenues now include the gross revenueaidELCO.

There are a few ‘above the line’ government openati including the&Copper Revenue Compensation Fuiie Oil
Compensation Fundnd thdnfrastructure Compensation Fund'he 2006 edition of theublic Finance Repothas
enhanced the availability of information on allekrof these funds. The information is presented following the
GFSM 2001 guidelines, both separately and condelidavith the information for the budgetary accouotshe
central government. As a result of these charfiges| statistics show more clearly the evolutidrite flows into
and out of the copper and oil funtisBudgetary reallocations do not represent a confmrthe regular functioning
of Chilean public finances. In addition, the preggive consolidation of a performance based budgsyatem has
reinforced within government departments the imguace of compliance with existent objectives.

The OECD has praised the country’s fiscal managéimnerecent years. The main achievement in thém as the
maintenance of a counter-cyclical policy stancehisTowes much to the gradual reduction in the pubibt
overhang, resulting from continued adherence tcsthectural budget surplus rule and its well-fuooing, credible
mechanism for smoothing copper-related fluctuationgvenues through thf@opper Revenue Compensation Fénd

Relations between gover nment and public sector agencies

The Central Bank of Chile (BCC) is independent frima government, as established in the constitwdiath the
BCC'’s Organic Law. It may not perform lending ogtéons to the government, except in a state of gemay.

Moreover, the BCC cannot engage in transaction thi¢ non-financial private sector. Following tinéd-1980s
banking crisis, the central bank purchased a sotist@mount of public debt and banking assetsciviave led it
to incur losses amounting to approximately 1% offGOrhe combination of substantial prepaymentsisfliability

during 2005 and 2006 -- owing to the large fiseaptus attained -- and the recapitalisation procesdéemplated in
the LRF will help to meet the government’s committng® cancel the debt by 2014.

The regulatory framework for the financial system Ibased on internationally accepted criteria. The
Superintendence of Banks and Financial Instituti@BIF) is independent and has administrative aarton with
the constitution and the General Law of Banks ratjuj it” Chile’s president appoints the SBIF’s executive
director. The SBIF authorises the creation of bewks and has wide powers to interpret and enfegaations. A
number of corruption scandals in the financial @ebive shown the need to improve coordinationiafamation
among different regulatory bodies. A stronger dawation of the supervisors of pension funds, baarkd capital
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markets would be desirable owing to the size ofGhdean market and the intertwined relations betwthe largest
banks, pension funds, and stock market particigant®rogress towards the improvement of coordination
mechanisms among superintendences has been sthes frast year.

Government involvement in the private sector

The government’'s commercial and non-commercialviiets have separate budget processes and areecolgr
different legal procedures. A qualified majority Congress is required to create new public ertapor expand
their activity. Commercial activities are oftenbgect to oversight and control like any other ptévanstitution,
adhering to commercial law and regulations goveynimivate enterprises. The government dissemintites
activities, balance sheets and financial staterokits enterprises. A quarterBublic Enterprises Financial Report
is publicly available. Information on quasi-fiscaperations of public enterprises is publicly aablé in the
budgetary documentation.

There are two types of state-owned enterprisesrdipg on the level of government ownership. Pheduction
Development CorporatiofCORFO, established in 1939) is the vehicle thtougpich the government invests and
has equity holdings in different industries -- swishhealth institutions, service providers, theomat lottery, and
coal industry. These companies, subject to theessupervision guidelines as private firms, are mgadaby the
System of Public Enterpris¢ SEP) -- created in 2001 -and have to issue financial reports to the pubticeoa
year? The budget law requires the executive to releasei-annual financial reports to Congress for tHeses.
Quasi-fiscal operations undertaken by CORFO erigaprare funded with government transfers regidterethe
Budget Law.

Additionally, the government has majority ownershipenterprises like CODELCO and others that afiedet of
the SEP scheme. These enterprises follow their bwdgetary procedures, not necessarily following tAFE
guidelines, but are subject to the MoF’s approv&imilarly, budgets for public universities are igoverned by the
LAFE and are not included in the annual budget law.

The governance of public enterprises -- espec@DDELCO -- has been at the forefront of public sogubecause
of the reported shortcomings in management, whielmahstrated the broad powers that administratorthexe
enterprises hav®. In 2005, the government extracted the corporateance section from the Capital Markets ||
draft law, and submitted an autonomous projectdngess? However, the initiative was rejected by the Sernat
March 2006, and there is little prospect that thésie will be addressed in the near future. Alttopgblic-private
partnerships have contributed in recent yearsramaction in Chile’s infrastructure deficit, govante will need to
be enhanced in order to safeguard the budget fradnaiexposure to contingent liabilitiEs.

In August 2005, CODELCO established a procuremegistry in order to disclose a list of companies iposition
to work with the copper state enterprise. Procermntontracts will be granted only to companiesviptesly
registered. CODELCOQO'’s annual reports are pubkalgilable both in Spanish and in English, and t@52version
has increased the amount of information publiclgilable’?

There are a few public financial institutiorBanco del Estaddeing the most important. These institutions are
regulated by the BCC and supervised by the SBHBanco del Estado- increasingly operating as a regular
commercial bank -- has a market share of around 428qperforms quasi-fiscal activities. The bankas covered

by the LAFE, nor included in the budget law. Tlak has a politically driven development role, thi is carried
out within reasonable economic parameters.
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Thereshould be a clear legal and administrative framework for fiscal management

L egal framework for budgetary activities

The constitution tasks the executive, through tle-Mo present a Budget Bill to Congress, whicty dras power to
reduce or eliminate spending. If Congress hasalut a vote on the budget within 60 days after sabion by the
president, the bill automatically becomes law. @ress discusses the budget in a special joint cegiom, whose
report goes to the Chamber of Deputies and Seoatepproval. The LAFE centralises the fiscal pescan the
MoF, which gathers budgets of other ministries,naigs, and regional governments to assemble theMdreover,
the LAFE also regulates accounting, the managenfdnonds, financial control and public credit.

The approved Budget Law therefore includes all govent revenues and expenses other than the exeepti
described above. The law is introduced togetheh i financial statement that considers the previgear's
budgetary execution, and also the new financialiregqnents necessary to meet both the annual fiamgéts and the
medium-term financial plans. The MoF has broad grswo meet fiscal targets, including the authotgtyeview
and authorise any actions that would require futdisbursements. It also has capacities to redumckydied
government spending, and propose extra-budgetasgedses that require congressional approval (extmpt
economic emergency situations).

In September 2003, Congress passed Law 19,896ggpenmanent legal status to different regulatidreg tvere
previously included in each year’s budget law. sTlaw also establishes the obligation to publishuaily aPublic
Finance Repor{PFR)™ The law includes a number of legal contents thatPFR must have, unifying in one core
document previously fragmented information.

The Fiscal Responsibility Law (LRF) that was apmavin September 2006 is intended to improve thealfis
transparency regulations, increase management quoes and provide a clear framework for the usdisafal
surpluses. The new legislation incorporates cfgawisions regarding the structural balance framéwaf the
country and introduces thgnemployment Contingency Programras a permanent budget item to tackle the
potential for high unemployment problems at a matlpregional, provincial and municipal level.

The Fiscal Responsibility Law create®ansion Reserve Furid cover future expenditures arising from the entr
legal framework on minimum pensions, establishimgisimum annual contribution of 0.2% of GDP to thisd, an
amount which can be increased to 0.5%. Minimuraldisthed transfers to thgension Reserve Fundll be made,
even in a budget deficit scenario. The sustaiitglaf this fund -- whose resources cannot be ws#d 2016 -- will
be assessed by the MoF every three years. Theald®Fauthorises the central government to transfére BCC up
to 0.5% of GDP for a period of five years, starting2006. This recapitalisation scheme will operafter the
transfer to thPension Reserve Furtths occurred, and only in a budget surplus sogndtven though there is no
mandatory obligation to make this transfer, thereiidespread consensus that it will effectivelyetpkace while the
fiscal surplus continues.

The LRF also establishes a né&gonomic and Social Stabilisation Fumlésigned to compensate for drops in
revenue in periods of slower growth and/or lowgupmr prices, and to finance any future deficitamslternative to
borrowing. Resources will come from fiscal surglsigafter the deductions to tRension Reserve Furahd the
transfers the BCC have been done), and assets alatathin theCopper Revenue Compensation Fumd be
transferred into the stabilisation fund, unifyingtiy instruments. Resources from this fund candssl to make the
transfers to théension Reserve Funghen there is a budget deficit. Specific regoladi for the operation of the
Economic and Social Stabilisation Funill be enacted by presidential decree in the fhatre.
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Information on the newly created funds will be pcilyl available on a quarterly basis. It has yeb&éoannounced
whether their administration will be conducted bg BCC or by external portfolio investment managers

L egal framework for taxation

Taxes are determined by law and provide no dismmatly powers to the government. The Internal Tewige(SII)
is responsible for the general management of taxbe the National Customs Service (SNA) is respole for
tariffs and other foreign trade duties. The tremsis responsible for managing the tax revenue gssc A
permanent commission has been established to catedihese activities, chaired by the head of the Both the
Sll and the SNA have procedures to challenge taisibms, and are legally protected from politigflience. Tax
laws are relatively simple, the Sll and the SNA sids provide information about the tax code anddiapute
procedures, and analysis of tax expenditures peepay the SlI are publicly available. Commentatwmase praised
the SlI's technical capabilities, and it is consetbone of the most efficient public services. Tiee&r management
of the SlI -- which took office in March 2006 -- hieeleased daxpayer Rightsesolution aiming at simplifying the
current tax framework, improving compliance andréasing efficiency. Moreover, tax payments camiagle via
the Internet, and coverage of electronic filing fioecome taxes reached 96% during 2005. The custmmace is
developing a project to permit full Internet tranfsiof imports through to clearance.

Chile’s tax code contains clear provisions regagdaxpayers’ legal rights and arbitration proceduréfter almost
four years since first being introduced, the prapas make first-round tribunals independent of téve agencies,
and to create chambers with independent tax espentithin the Court of Appeals, has been revamp&d updated
version that would guarantee the independent seteof tax judges was submitted to Congress in&apéer 2006.
The allocation of resources to finance the fundtigrof the proposed 16 new tribunals is among #ne dbstacles
for its implementation in the near future.

Ethical standardsfor public servants

The 1989 Administrative Statute of Law 18,834 smipervisory controls and conduct conventions fompablic
sector employees. The Administrative Statute als@ablishes principles of probity and confidentyaln legally
restricted affairs, and prompts reporting of angwledge of irregularities. Complementary legislatfor the code
of conduct for government staff is set by fh@ministrative Probity Statutestablished in Law 18,575 (of 1986) and
Law 19,653 (of 1999).

Following the amendment of Law 18,575 in early 20606ntroduced by Law 20,088 -- higher public offils,
members of parliament, members of the electoralts@nd members of the Constitutional Court mubtrgt) under
oath, a detailed written statement of their assétse statements, which are made public, are pregda the CGR
or regional comptrollers, and must be updated efmnyyears or each time the official moves to hrobffice.
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2. PUBLIC AVAILABILITY OF INFORMATION

eeoe Compliance in progress

The public should be provided with full information on the past, current and projected
fiscal activity of gover nment.

Chile has efficient budgeting procedures, and thidip has access to comprehensive and timely figgadrts. The
annualPublic Finance ReporfPFR) is considered a significant instrument fablg availability of information,
including data on fiscal policy, government statist projections of the structural balance, andguerance criteria
for budgetary programmé8. Information on tax expenditures is also repoitethe publication. The PFR -- first
published in 2002 -- constitutes a relevant togbresent fiscal information, together with explamas for the legal
framework and methodological changes, and increthgesansparency of the budgetary process.

The Report on the State of the Public Finanessl the PFR are included in the Budget Bill, anavidle detailed
disclosure of the previous four years’ fiscal aityiva three-year forward financial plan, the stanal surplus targets,
and the assumptions and guidelines used to makertjections. The Budget Bill itself includes amadysis of
general macroeconomic conditions to explain themagsions and guidelines used to estimate governmesenues
and expenses. THaublic Finance Statisticgearbook includes consolidated figures for cerdqmlernment, general
government, public enterprises, public debt, ardrtbn-financial public sector for the previous years. Starting
in 2005, the amount and quality of information pd@d in this report have been substantially impdowend it is
now considered a useful tool for reviewing and ssisg financial statistics. The DIPRES website has an online
system that analyses the budgetary impact of Egisl government projects within a four-year frarneiw

The 2005 amendment to the Political Constitutios recorporated the right of access to public infation --
Article 8 states that the acts of every publicitnsibn are deemed public knowledge and their ulydey principles
should be made publicly available. However, legish regarding clear procedures for granting axd®s
information and specific restrictions for the gealqarinciple is still pending.

Central government oper ations

The DIPRES submits to Congress -- and publishessomebsite -- monthly, quarterly, biannual and @ealrreports
on budget execution, and audited annual balancdsqaarterly financial statements of public companieThe
DIPRES reports central government operations omaterly and annual basis. The results of quarteddget-
execution reports are compared with the relevardgBu Law and with previous years’ performance. uain
reporting not only includes the year’'s budget aoctsubut also the functional execution of the buddexecution of
central government agencies (at a programme legepublished quarterly, and monthly information ko
available.

Despite Chile’s progress in enhancing fiscal transpcy, there is still a need to clarify and dissete information
on some other areas. Budget documentation dogsroeide detailed information on resources underRbserved
Law of Copperand the ‘reserved spending’. The latter is arveskeexpenditure line limited to the Office of the
Presidency, the Ministry of Home Affairs, the Mitmis of Defence and the Ministry of Foreign Affairand is
reported but not itemised. Law 19,863, passed (0832and the first law in seventy years to reguldie
government’s use of discretionary funds, has irsgdahe transparency of this spending, decreakimgmount
while limiting the purposes such funds can be ufedand making them accountable to the CGR. Reskrv
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expenditure has been decreasing in the past ya@adscurrently represents 0.02% of total expenditudown from
8.1% in 1980.

Under theReserved Law of CoppeZODELCO must transfer 10% of its export returngdily to the armed forces.
The Law guarantees a minimum level for this trangég@proximately 75 million US dollars for each tbe three
branches of the military), and if copper pricesatra low level, the government has to make umliffierence out of
the fiscal budget. In 2005, due to high internadiocopper prices, the government introducetk gactolimit on
spending of these transfers, which coincides with minimum guaranteed by law. Spending above ahisunt
requires authorisation from the MoF, with part loé tadditional amount used to form a stabilisatiomdffor future
military acquisitions® This procedure will be used for as long as coppiees remain within historical trendf.

An important gap in Chile’s fiscal statistics itbmission of some military activity from budgetcdmentation.
Since 2002, however, the government reports thesfiea of 10% of CODELCO's sales to the armed farcébe

availability of records of consolidated spendinfpimation is considered an important step towatdlsdisclosure

of military accounts. Information on military sphng aggregate is released every three monthssaaida included
in the Public Finance Statisticyyearbook. Following Article 19 of LRF, informatioon military revenues,
expenditures and debt must be submitted on a glyatiasis to the DIPRES. In addition, the new $tagion

establishes that military investment projects -eleding those involving national defence -- willvieato be
evaluated by the Ministry of Defence following @#stablished mechanism.

Public sector operations

The DIPRES reports on the general government, dilefumunicipalities and decentralised public ingtitns, on a
regular basis. Municipalities are subject to thme standards of fiscal accounting as the centrsdrgment. Even
though there is room for improvement, the qualibhd geriodicity of information from municipalitiesal been
increasing during the past years. Sub-nationaléewf government report yearly to the central goreent, but
information is usually less comprehensive tharhatrtational level® Financial information for the municipalities is
available for the same year as that of the cegwakernment and included in the ann®aiblic Finance Statistics
yearbool’* Spending information at this level has also beeproved both in its quality and timeliness. The
financial activities of municipalities are oversdenthe CGR, which prepares quarterly consolidatatements on
their budgets, finances and assets on the basi®wthly reports that the municipalities produce.

The CGR releases information on public financiatittions, as does the BCC in Esancial Management Report
of the Public Sector The government discloses a consolidated balahatate-owned enterprises on a quarterly
basis and information on budget execution, quasiafi operations and contingent liabilities. Repam the non-
financial public sector are published annually. e3é reports include information on net debt. Rdlg analyst
concerns about the lack of information regardingtic@ent debt taken to countenance public worles gibvernment
includes detailed information on concessions oflipuhkorks in the annual PFR.

A commitment should be madeto the timely publication of fiscal information.

Chile subscribes to the IMF Special Data Disserionabtandard (SDDSY. Data on general government operations
are disseminated in millions of Chilean pesos. dhta cover the budgetary units of central goveninfehich
include the Social Security Funds managed by thdigeector) and the local government entities.ilé2im data are
generally perceived to be of good quality, and ymend adequate for surveillance purposes -- i hnith
international standards. Even though the DIPRE®ady fulfils the legal requirements for publishifigcal
information, it continues to improve the timely dissure of information, enhancing its frequency antunt.
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Starting in 2004, the methodology to report datagomernment operations has changed in order toredseore
closely the guidelines prescribed by GFSM 2001.pl&xations of these changes are publicly availabl¢he
DIPRES website. Monthly data -- compiled only fogntral government -- do not consider extra-budgeta
components, although these are included in quarded annual data. Official data adapted to tive methodology
are publicly available for the central and the gahgovernment operations and the consolidatedipebterprises,
and include monthly and quarterly breakdowns fartieé government data. Moreover, assessmentsoaducted
following an impact evaluation process of governmaperations. Budgetary classifications have begapted to
the new methodological framework, and a functiodalssification of expenditures (both budgetary @xdra-
budgetary) for 1987-2005 has been released in dlse year. Treatment of interest payments on inflaindexed
bonds and on debt owed to the central bank differs the GFSM 2001. The ongoing second stage gfating
fiscal statistics to the new system includes thecttgpment of estimates of consumption of fixed dpand fully
consistent opening and closing balandesThe construction of comprehensive balances infttrmation on assets
and liabilities of the central government is alsotf the migration proce$s.

Information on financial aspects of public investrndas increased with the release of a fMeeasury Financial
Assets Repart First released in May 2006, this is available soiuarterly basis and includes capital markets
participation with detailed information on the aldion of resources both in the country and abrddte move was
fostered by the fiscal surplus generated by higbpeo prices and the need to keep the market infdrab®ut the
allocations of public resources. Detailed quaytddta on revenue and expenditure are publishédnv®0 days of
the reference quarter, and annual financing da&aeaeased within three months of the end of ttae.y@he Budget
Law requires the release of quarterly informatiathim 45 days of the end of the period, but in picecthe time lag
has been reduced to 30 days.

Debt reporting

Chile releases a comprehensive amount of debtnrton. Statistics on public debt and financiadeds are
compiled and reported by the MoF on a quarterlyisha®Reporting of central government debt followS%
requirements, including for various classificatiasfsthe debt stock. The frequency of thablic Debt Report-
providing consistent debt information on the cdngavernment, the central bank and public enteggris has been
increased in the past year, and this report is red@ased on a quarterly basis. Reports on cegdradrnment debt
include information on payment schedules, mat@itied lenders. In addition, both tReblic Finance Statistics
yearbook and th€&inancial Evaluation of the Public Sectogport include a detailed section on debt andnfired
assets of the public sector, including data oranetgross debt and on public assets. Informaidicly available
includes a classification of central governmenttdédigether with a progression of debt stock sih®80. The
recently approved LRF has increased public avditgluf information on the armed forces, includipgriodic data
on capital flows and debt from tiReserved Law of Copper.

Advancerelease calendars

An advance release calendar that provides onedfeainead notice of the precise release datesderdisated on
the DIPRES websit®.
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3. OPEN BUDGET PREPARATION, EXECUTION AND REPORTING

eocee Full compliance

Fiscal policy objectives, macroeconomic framework and risks

Fiscal policy objectives

A statement of fiscal policy objectives is includedthe Public Finance Report.This publication also includes the
government’s medium-term fiscal policy objectivasdapriorities for the following three years, expdéion of
changes in fiscal rules, and budgetary reallocation the preceding three years. The budget paiparprocess
makes a distinction between existing commitmentd aew policies. Since 2001, a new methodology has
distinguished between inertial and ‘incrementaltl@mys. The gap between inertial expenditure arel tttal
expenditure permitted by the structural balancgetadetermines a pool of available funds for whidmpeting
proposals can be considered. Proposals havelt@&e clear presentation of objectives, expeasdits, coverage,
resource requirements and evaluation indicfors.

M acr oeconomic framewor k

Chile prepares medium-term financial plans thaluide the relevant fiscal year and three years ahéacbme and
expenditure forecasts are based on publicly disdiagssumptions on economic growth, inflation, egerand
exchange rates, and copper prices. This framewatlides a rolling medium-term expenditure exerdiased on
forecasts by budget item and programme. The pregjemutcomes are then compared to the structumalusurule of
1% of GDP to identify any sources of fiscal imbadan

Each year, the MoF presents the budget proposdhéofollowing period before the Special Budget @aission in

Congress. This presentation includes some genengrks regarding macroeconomic forecasts, whiehaiso

publicly available through the PER. One month before this presentation, the BCC basubmit a report of
advances and changes in inflation targets to Caesgré&he BCC's report also includes a section ocrogeonomic
forecasts. Forecasts prepared by both institugoagenerally homogeneous.

Fiscal risks

In the past, analyses of fiscal risks were includethe Budget Bill when identified, but they wamet presented
within a systematic methodology. However, the ntlgeapproved LRF establishes a legal obligatioarupIPRES
to submit annual information on contingent liaiélt and fiscal risks. The 2006 PFR presents aiapsaction on
these issues, assessing the impact of pensionsngaihg fiscal projects, including infrastructumijects®® A more

methodological and comprehensive information systeexpected to be published in the 2007 versich®PFR.

Fiscal sustainability

The budget is prepared and presented in a mediumftamework, with two main elements, namely a ¢arfgr the
structural balance and a medium-term financial guipn. Fiscal sustainability is monitored on gular basis.
Since 2001, Chile has followed a budgetary proeé®sed at achieving an annual structural fiscal Isgrpf 1% of
GDP?® The methodology follows IMF and OECD guidelines determine revenues and expenses should the
economy reach its potential output and copper priegnain within historical trendS. The 1% structural fiscal
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surplus methodology, however, lacks a debt ceitm@nsure fiscal sustainability. Moreover, theabaks of the
central bank and public enterprises are excludewh this methodology. Chile has met structuraldigargets, and
the high price of copper helped in the accumulatibrecent fiscal surpluses. The fiscal surplug@@5 was 4.7%
of GDP, and estimates put this figure at 7.6% f20&

The structural fiscal surplus methodology has iaseel transparency and accountability by definingpecific
medium-term fiscal policy path, that removes poliiscretion while not suppressing automatic ste@i. The use
of expert panels to determine cyclical adjustmémisieet the rule has enhanced transparency anibititgd There
is a widespread perception about the positive impathe rule with regard to the sustainabilitypafblic finances,
and it has also proven to be an effective coungeligal tool to the economy since its adoptidn.However,
according to the 2005 OECD Economic Survey on Chilgile the principle of the structural budget rsleould be
maintained, the actual level of the structural idgalance will need to be set for the near t&rnn doing so, it
will be important to consider the pressures onbiheéget that could arise in the coming years in ection with the
pension system, in addition to the financing nexfdke central bank.

The LRF has incorporated clear provisions regardimgg structural balance framework of the countnyprioving
transparency and predictability. According to thew provisions, every government has to define fibeal
fundamentals of the administration within 90 daysaking office, and has to publish the methodolaged to
calculate the structural balance -- although it samodified during the four year period, providihgt Congress is
informed of the changes. The current administraticas granted 60 days from LRF’s publication to ljmly
disclose its fiscal policy framework. It is wortloting that the LRF does not mandate the governieesét up a
structural surplus rule of 1% -- like the one apglisince 2001 -- but establishes clear rules athmustructural
balance framework. The provision leaves room fanaeuvre regarding the establishment of the suffjuse in
case the macroeconomic fundamentals change, asdighperceived as an important advance from previou
unwritten practices.

The government works in close collaboration withdpendent expert panels to determine the critigalts to the
estimation of medium-term forecasts: the pricesagper and molybdenum, the labour force, capitaliailation
and total factor productivity. Statements identifypanel members and documenting results are giylalvailable.
The use of expert panels in measuring the struchaance is a key component in ensuring the tramsy and
credibility of the fiscal policy rule. Informationegarding the methodology used to calculate the has been
enhanced since first applied in 2001. The govemngcludes the transfer from CODELCO to the milita-
resulting from théReserved Law of Copperto calculate the structural balance rule.

According to some commentators, the target of thectural balance rule could be gradually reducedithout
diluting prudent fiscal management -- due to thi@sftscal position of the country and the contimsaeduction of
the public debt. However, any move in this dir@ctshould include keeping the resources accumulatquhst
years® The 2007 budget proposal maintains the strucsugdlus rule at 1% of GDP, and there is littleidagion
that the target will be changed in the near future.

Even when the fiscal surplus rule has strong npenitse, there is still some room for improveme#t.present, the
structural budget target is measured against acatlaér than potential GDP, which would tend toadtice noise
into the interpretation of fiscal developments whiegre are unexpected changes in the business cycle
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Budget presentation

Data reporting

The Budget Bill is available in early October oftlpreceding fiscal year. The document includestailgd
presentation of fiscal targets and policies torbpléemented in the following fiscal year. The apw Budget Law
is published with a description of appropriatiomsl dhe cash plan. Previous years’ budgets andu@gecreports
are also publicly available. A Budgetary Reporicentral government operations is published onaatgtly basis.

The 2007 budget proposal -- the first presentethbycurrent administration -- has been submitteti @h unusual
display of communications by the government, altioinformation on the budget figures had been keptet until
its submission before Congress.

In order to provide greater consistency to budgeiaformation, the DIPRES provides clear guidelines

submitting budget initiatives for public institutis. The budget is developed according to admétise categories,
but also reported broadly on a programme basise §pecification of programme objectives and thisk to

performance indicators and evaluation procedurdsighly developed in the budget presentation. kré&nber
2003, DIPRES published detailed guidelines for cmtidg the evaluation of government programmeschvhivere
enhanced a year latter byTachnical Notes ReportOne of the main objectives in developing theselajines --

currently being applied -- was the need to uniftecia and define previously unwritten conventions.

Budget execution and monitoring

Chile continues to make progress in monitoring kidgxecution and improving its budget-performance
methodology. The DIPRES and the CGR are implemgrdiState Information System of Financial Management
(SIGFE) that includes a complete overhaul of théhaeology followed by government agencies and mipalities.
The core objective of this programme is to estaldis integrated system of checks and balancesnaghwernment
departments designed to monitor spending accortbngudgetary allocations, together with addresssogne
deficiencies in the quality and reliability of bugtgry information. The transactional componenthef system has
become almost fully operational in the past yeath ®0% of central government departments usingFR® The
system enables daily electronic recording of fisiabursements and budget execution, increasimgpeaency and
timeliness in fiscal management and reporfthd:he CGR has recently performed an overall evalnaif SIGFE in
order to facilitate the identification of its prelphs and to gather suggestions from users. Fuha#enges for the
consolidation of SIGFE include the establishmentoofal coordinating mechanisms with the CGR togdify the
centralised procedures framewdfk.

The DIPRES regulates budget execution following anthnly programme, with results regularly posted itn
website. In addition, consolidated budget executidormation is also publicly available at the RIPS website.
Government propositions to distribute public futalee place from an increasingly consolidated buggetormance
mechanism, which takes into account programme atiahs, public services performance indicators, and
assessments of achievement for management goaisri@ than 176 public services. Budget documemtadiso
includesStrategic Definitiongfor public institutions covered by the annual beidgThese are usually the result of
conversations between each specific institutiontaedDIPRES.

Evaluation of budgetary programmes includes theolirmment of expert panels, the periodic revisiontlodir

recommendations, and the strengthening of humamuress expertise within the public sector. The
recommendations from the 138 programmes evaluateithd 2000-2006 period have resulted in 24% ofehes
programmes introducing major redesign or institdio changes, while 38% underwent substantial design
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modifications, and 25% have had to improve theforimation systems and make minor changes to maragem
processes. About 8% of the programmes evaluated eleminated in the light of their results, or base their
objectives no longer responded to new requiremenis 5% have been institutionally reallocated\ssessments of
budgetary programmes are sent to Congress and paddiely available.

The DIPRES is committed to scrutiny and evaluatbrgovernment programmes in order to maximise btatge
allocations. Assessments of 14 government progesmwere completed and sent to Congress in 2005,13nd
programmes have recently finished the evaluatiatgss for 2006. In addition, the DIPRES works watiblic
institutions in charge of the programmes assessedder to address the shortcomings detected. labibity and
systematisation of these assessments at the DIRRIBSite have been improved in the past yeaHowever,
concerns have recently emerged regarding the odl@wfup and implementation of recommendations &mal
overlapping of some budget execution instruméhts.

The development of performance indicators -- mafolyused on social and economic impact -- is anomgmt
element in the country’s fiscal framework. Perfanoe indicators, goals and targets are preparegebrtthe MoF
and government agencies, and discussed with DIRBESsure their consistency with budget approgniati Their
presentation follows pre-established guidelines anchlendar, both of which are publicly availabteDdPRES
website. The number of government agencies workiity performance indicators continues to incrédséhe
2007 budget includes 1,445 performance indicators1f39 public services (an average of 10.4 indisajger
service), up from 275 performance indicators forprdlic services in 2001. Detailed information fmrformance
indicators used since 2002 within government miigistis publicly available.

An assessment of the 2005 performance indicat@dban included in the 2006 PFR. A total of 1,B&licators
(representing 98% of indicators used during 20@&)ehbeen evaluated, with 88% of indicators achggwiatween
95% and 100% of fulfilment. Only 7% of the perf@nce indicators for the 2005 fiscal year achievedta of
fulfilment below 80%. The annual PFR provides cosmgnsive information on the budget-performancéesysn

place, including an evaluation of performance iathes, budget programmes, impact evaluations, santhgement
improvement programmes. The system has been conisty improving since its introduction in 2001,daa

comprehensive performance culture is perceived grpablic institutions.

The System of Management Control and Results-based eindg(SCG) -- an ambitious programme being
developed by the DIPRES to build a logical framdwdor all public programmes -- seeks to orient publ
management towards results and to improve theiefiiy of public spending. Starting in 2005, thi#dduction of
interactive electronic resources has helped toeas® the coherence of the database. EMaduation Programme
(including Programme Evaluation, Impact Evaluateomd Comprehensive Spending Reviews) is one of ithe s
instruments used by SCt. The programme has received praise from the WB&dk, which noted that positive
external conditions -- in particular the power bé tbudget office, good financial management anthareasingly
higher degree of professionalism in the countryiblig officials -- constitute a key element of tREG’s continuing
success. Recommendations made to strengthen ttentiramework include development of indicatdrattlink
the results with superior objectives, the reinfoneat of their use by all institutional actors -pesially all
ministries -- and the consolidation of instrumestsneasure the impact of programniesThe public availability of
information from the SCG has increased appreciaifats results by independent analysts.

The past year has withnessed a progressive consofidaf the Management Improvement Programn{@MGs),
including the implementation of workshops aimeéxtanding their use within the public administratid®MGs are
used as instruments to improve public servicesardbased on common strategic areas within thegosbttor.
Fulfillment of pre-established goals grants rematiee incentives for public officials. Publicly aNable
information regarding PMGs has been exparided.
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The DIPRES -- following a protocol signed with tbengressional Special Budget Commission -- consriaevork

on the standardisation of the procedures and msesl in the PMGs in order to achieve certificatiomer the
International Standard Organization (ISO) 9001:26fulation’* Explanation of the goals and procedures that are
being used to achieve ISO certification for PMGsutrently formulated by public institutions in @oration with
independent experts -- is publicly available at DPRES websité> A list of PMGs in the process of ISO
certification is publicly available.

Accounting basis

The general principles of government accounting emtablished in the LAFE, which also gives the Cuoiler

General responsibility for assessing the publidaeaccounts. Rules of the public sector accognipstem are
consistent with international standards. Chile laplemented a financial accounting system thauireg all

government levels and agencies to report their dudgecution (including public investment) as wasl meeting
specific monitoring criteria. The system includeanagement incentives that allocate an additiofal(@f their

corresponding budget) to the best performing units.

Fiscal policy information is mostly submitted faNog the accrual-based methodology establishedR8NS 2001.
Since 2005, public-services transactions are rexbnonder an accrual-based accounting system. ditiad
progress has been made in preparing Skegement of Government Operatiof®50), and the gross operating
balance is now calculated as indicated in GFSM 2@®dllowing a government decision, tax revenudsasntinue
to be registered according to a cash-based sysfamhorities are currently working on the critet@register and
value financial and non-financial assets in ordenuild the opening and closing balance sheettlamdonsumption
of fixed capital in the SGO. This stage will regucoordinating efforts with the CGR -- legally ¢harge of the
accounting standards in the public sector -- amihduthe past year, progress has occurred at aeslpace than
expected. The lategRublic Finance Statisticyearbook includes detailed information on the pesg of the
conversion process, together with a concise summiarthe changes operated in the accounting systeros the
introduction of GFSM 2001.

Procur ement and employment

The constitution and diverse laws regulate procergnas well as appointments and wages of publitosstaff.
Law No. 18,575 on the General Principles for thenidstration of the State establishes general parescy and
competitiveness principles for the contracting psst Allegations over obscure government employraed
payment practices are not common, and corrupti@gations are usually judicially investigated. &nement Law
19,886 was passed in July 2003, providing homoggteiprocurement procedures and establishing dependent
tribunal to handle appeals by suppliers. In |d&85) the Public Procurement Tribunal started opmra} in order to
guarantee the appropriate enforcement of legisiatieinforcing transparency overall. The MoF haspacial
website where it publishes tenders and public ecidr together with all relevant legislation anderg news in the
public procurement aréd. The system of public procurement provides a bégiaool that gives access to state-
related business opportunities for both nationat$ fareigners. A proposal regarding the possibibt modifying
procurement contracts from the original tendeuisently being discussed.

Entry to the civil service is based on competitiord merit, with some exceptions made for politeapointments.
As well as creating a National Civil Service Dimmette, the Civil Service Statute approved in 2068ks to
modernise public administration and to lay the ftmtions of a professional civil servite. As part of the
redesigning of selection and pay policies, the ustaemphasises promotions on a competitive, metérchined
basis, increases performance-based incentiveqdimtes new incentives for retirement, and estaddish new
system for monitoring the performance of top-levofficials. As a result of these changes, the nundfeolitical

appointees in the public administration is expedtedrop from approximately 3,500 to around 748haigh the
reduction is taking place at a slower pace tharegul*®

Oxford AnalyticaLtd. 5Alfred Street, Oxford, OX1 4EH, UK 65
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Fiscal Transparency October 2006
Chile

According to some commentators, the immobility lné tivil service tends to reduce productivity.Law 19,882
introducing new measures on work and salaries fgh lpublic officials -- intended to improve the aetion of
higher public officials on a merit basis and toestfthen human resources management -- was notnumasly
regarded as a useful tool to address Chilean ttefitthis area.

Drafting of a Public Administration Personnel Infaation System (SIAPER), intended to improve hunesources
allocation within government departments, bega@df04. Some delays have emerged in its designttengilot
stage has been rescheduled for early 2007. Thegndekase of the system should be completed bemideof 2006
and could be fully operational by the end of 2007arly 2008° In December 2005, theublic Sector Human
Resources Statisticgearbook was released for the first time, withadetl disaggregated information on central
government personnel between 1995 and 2004. Tertre- publicly available online -- illustratesethwork
conducted by the DIPRES in the compilation andesystisation of previously dispersed informatiorgréasing
fiscal policy efficiency in the allocation of resues.

Fiscal reporting

The DIPRES reports fiscal activity on an annual guodrterly basis, and publishes its public finahsiatistics
during the first quarter. THeublic Finance Reportontains information on DIPRES reports to Congrassuding
type and periodicity of data submitted. Informatmn budgetary execution is publicly available an@nthly basis.
Information on revenues and expenditures is updetedy three months. In line with GFSM 2001, theldetary
classification includes a functional classificatiminexpenditures. The DIPRES website is updated megular basis
with all the latest reports released by the govemm The DIPRES website is considered highly bédidoy users,
and benefits from a specific government commitmémbugh its Digital Agenda programme to expand the
information that is publicly available through timternet®® The launching in the past year of the DIPRE Susirt
library has further enhanced fiscal reporting.

Law 19,875 of May 2003 gives permanent statused3pecial Budget Commission, made up of membens frath
chambers of Congress. In the past, this commissidyn met on an ad hoc basis to discuss the buslganitted
each year. A Budgetary Advisory Unit that repatisctly to the Commission was also establishe@d@3. The
core objective of the changes introduced is to @lwagress more powers to oversee and control baggexecution
during the fiscal yeat” Even though the expertise of the Special Budgehiission and its permanent staff has
increased the role of Congress in budgetary maniopits capabilities are still underdevelopad.

The government provides Congress with mid-year mtspavaluating the financial conduct of central gavment. In
June each year, the DIPRES submits to the Speaiddg@& Commission Rinancial Evaluation of the Public Sector
This report -- widely acknowledged as a relevamtigital tool -- includes not only a comprehensiaralysis of the
previous year’s financial management of the pubdictor, but also a detailed update for projectiminthe year in
progress. If necessary, the government might delin these reports amendments to the originaleptions
included in the budget documentation. In addititwe, report incorporates operations conducted utigeprevious
year's budgetary framework, and extra-budgetaryratms conducted by central government bodies.ntr@e
government data are provided in accordance with N6R2B01 -- which has helped to improve the qualify o
information, and consequently distinguishes betwansactions affecting the availability of economésources
and those of a financial nature. Information obljmuenterprises is also submitted to Congress wegalarly basis
in the quarterly financial statements and annyaoms.

Results of major budget programmes and impact atials are submitted to Congress annually, ancetiean
increasing perception that it has started to maleead the evaluations conducted. The Special Budgenmission
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also hires private consultants to assess the peafwce of budget programmes, with the results plybéicailable
and widely recorded in the press.

Public institutions have to submit annually to Casg anintegrated Management Balance Rep(Gl). The

purpose of the BGI is to provide information on Igoand achievements of public management. Additlpnthe

BGls constitute a tool that helps institutional lgee and evaluation, allowing end-users to hawtear picture of
the functioning of public services. In particulire DIPRES uses these reports to prepare its metditm and long-
term assessments. In the past year, the DIPRESitediias increased the availability and timelineE8Gls.

Additionally, the work conducted by the MoF hasyded a high degree of homogeneity in the presiemaif

information, and this enables the comparison afrimfation among different public services.
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4, ACCOUNTABILITY AND ASSURANCESOF INTEGRITY

g Compliance in progress

Chile continues upgrading its fiscal reporting systfor government agencies. The progressive cifagimn of
SIGFE during 2006 has allowed the elimination offelences in methodology, coverage, and periodioty
information among different government dependencieAdditionally, SIGFE has introduced aggregate and
consolidated functions, providing more accuratarizial information when adopting efficiency decisidor public
resources.

Data quality standards

In general, overall budget results do not diffgn#icantly from the original estimates. Supplen@ep budgets have
not been used since the adoption of the LAFE in519Ih addition to budgetary data provided by tHeRES, the
CGR prepares &inancial Management Report of the Public Sec@ond an audit report of the Treasury Account.
Reports include methodological commentaries thatresb accounting standards. The DIPRES recontliles
official fiscal statistics it publishes with dat@rzontally consolidated, published, and auditedtiy CGR* A
comprehensive series of fiscal statistics -- follmyy GFSM 2001 -- is publicly available. In additjothe
government regularly submits a progress reportdagess on the change of fiscal statistics towardsccrual-
based system.

Independent scrutiny of fiscal information

I ndependent Audit

The Office of the Comptroller General carries autredependent audit on the public sector’s fiscahagement and
budget execution, including sub-national levelsgofrernment. The CGR has institutional and adnratise
autonomy, but it is financially dependent on thed§et Law and subject to the budgeting procedunethicentral
government. Once appointed by the President wiiraval of the Senate, the Comptroller may onlyrdrmoved
through congressional action on an accusationimglab a constitutional infringemerit. The CGR also verifies the
legality of the administration’s transactions, iesfs the income and investment of treasury and cipality
resources, and develops auditing and internal cbnBefore 30 April each year, the Comptroller kasubmit both
to Congress and to the President Eieancial Management Report of the Public Sedtmr the previous year.
Annual reports prepared by the CGR are publiclylalsi on its websité®

The CGR is perceived as an independent institutiith full institutional and operative capacity, f@dugh impact
evaluation of fiscal expenditure is limitdt.Commentators agree on the need to further stiengts capabilities®
The CGR has the power to pursue the recovery asfufnfiscal mismanagements are found followingaadit. In a
2004 OECD report, the case for modernising thigcefind re-launching it as a modern auditor-geneodly has
been madé® Moreover, according to a joint report from the NdoBank and the Inter-American Development
Bank, the CGR should improve its annual financitatesnents, moving to closer adherence with inteynally
accounting standards in its reporting and complyimigh the International Organization of Supreme Aud
Institutionsprinciples®®
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In July 2005, the government sent to Congress latdilmprove the internal audit process within gaowraent
departments and strengthen management procedufidse bill also addresses officials’ responsibilityeo
government contracts and establishes conflict tef@st regulations for procurement deals. If appdothe network
of public offices in charge of the auditin§istema de Auditoria Interna de Gobiermeould have permanent staff
and autonomy. The auditing task would differ frtimt conducted by the CGRX-pos}, and would be aimed at
undertaking preventive measures based on risk ¢eatand on the mitigation of risk. The proposabahcludes
granting more financial flexibility to the CGR. &gntly, the government has announced that it ik degislative
priority to this project, and parliamentary debatethis proposal is expected in the near future.

Some variables used to prepare macroeconomic pimjecare discussed with representatives of theafmisector
and civil society. Independent critiquing of fisa#ata constitutes a regular exercise, mainly inhsareas as
macroeconomic forecasting and evaluation of pyiagrammes. The involvement of independent expeanels in

the estimation of trend-output growth and the rfiee price for copper has enhanced transparencyariitience

in the policy framework, preventing political interence® Following the enactment of the LRF, there is raw
legal obligation for the government to collect dpims from independent analysts on public revenued a
expenditures. In addition, the LRF has incorpatatecommendations made by external evaluations from
international organisations on fiscal transpargm@gtices in the country.

National Statistics Agency

The National Institute of Statistics (INE) -- anstitution now incorporated in the system High Public
Managementwith a director and other staff members selectgdaih open and public process -- is the central
government authority in charge of statistics angbysn prestige and political independence. Qualigghnical
independence and transparency are among INE’sategittars in the conduct of its wofk. Fiscal information
reporting is performed by the DIPRES and controbgdhe CGR. The dependence of the DIPRES onxbeutive
does not undermine the reliability of its fiscaldrmation.

The INE is currently engaged in 2005-2008 Programmevhich includes the revision and improvement ofesel
statistical tools and survey%.Social and economic indicators are publicly al# on its website. In the past year,
the INE has invited public and private organisagitmset up £&ommittee of Researchers-Usefsstatistics, in order
to review current practices and propose improvemgnthe access of information at a microdata [&/alhe INE is
preparing for the alignment of its practices witBCD statistical standards. At present, the ingtiparticipates as
statistical observer in the OECD, attending worlshand staff training courses, and the current gotd achieve
OECD standards by 2010.
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INTERVIEWS

Representatives @xford Analyticainterviewed the following individuals during a \i$o Chile between 16 and 18
October 2006:

Central Bank of Chile

16 October 2006

Rodrigo Valdes Pulido General Manager DepartroéBconomic Research
Ministry of Finance

18 October 2006

Jorge Rodriguez Cabello Head, Research Division tiohl Budget Office
Matias Bernier Borquez Head, Financial Planning tioval Budget Office
Leticia Celador Izquierdo Legal Advisor CapitahMets & International Finance Department
William Mullins Advisor Capital Markets & Inteational Finance Department

ADDITIONAL INTERVIEWS

17 October 2006

Christian Howard Studies Division SuperintendeotSecurities and Insurance
Felipe Morandé Dean University of Chile — Fagwlf Economics
Mariana Schkolnik Director National InstitudéStatistics (INE)

José Inostroza Lara Advisor National Institut&tatistics (INE)

Gustavo Arriagada Superintendent SuperintendehBanks & Financial Institutions
Fernando Valdes Ossa Correspondent SuperintemaéBanks & Financial Institutions

Axel Buchheister Rosas Legislative Programme Dinect Freedom and Development Institute
Rosanna Costa Economic Programme Director FreeshohDevelopment Institute

18 October 2006

Leonardo Suarez Chief Economist Larrain Vial €ldting
Diego Figueroa Martinez Economist Larrain VialnSalting
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NOTES

Y In August 2005, Congress reformed the constitutiefh in place by the late General Augusto Pinoché
particular, the reform abolished the reservatiorSehate seats for the military and now enablespthseident to
dismiss military commanders. The reform is widpérceived as a final stage in the transition fraatagiorship to
democracy. Constitution of Chile atvww.bcn.cl/pags/legislacion/leyes/constitucion_todi.htm  Organic
Constitutional Law 18,575 of the General Principfes the Administration of the State (LOCBGAE) 0986,
Organic Decree Law 1,263 of the Financial Managdréthe State (LAFE), and Fiscal Responsibilityd @ RF)
20,128 of 2006 are all available atww.bcn.cl/portada.html

2 The National Budget Office (DIPRES), legally edistied within the Ministry of Finance, has its owrbsite at:
www.dipres.cl

% Corporacién Nacional del Cobr(CODELCO) was established by Law Decree 1,3500361available at:
www.bcn.cl/portada.html See CODELCO atwww.codelco.cl

* Additional information on central government'sraxbudgetary incomes and expenditures is avaikible
www.dipres.cl/estadisticas/anuales.asp

® ‘Chile: Reports on the Observance of StandardsGuues — Fiscal Transparency Module — Update’, IRy
2005, available atvww.imf.org

® ‘Economic Survey — Chile 2005’, OECD, November 20évailable atwww.oecd.org

" General Law of Banks available at Superintendefi&anks and Financial Institutions (SBNWvw.sbif.cl

8 ‘Economic Survey — Chile 2003’, OECD, December204hd interviews in Chile, 16-18 October 2006.

° Chile Enterprise System (SEP) aiww.comitesep.cl

2 TheCopper Chilean CommisiofCOCHILCO) is legally empowered to control all rinig enterprises, including
CODELCO. However, its auditing and research reparé not publicly available.

» The Capital Markets Il (MK2) Project was originalprepared to improve the bankruptcy proceeding$ an
corporate governance environment, together withuritges and capital markets regulations. The uhiiction of
public enterprises governance in the MK2 draft laas directly influenced by the allegations of mismgement at
CODELCO during a politically sensitive time, withigsidential elections scheduled for December 20Dbie to
pressures to address this issue specifically, th#igpenterprises governance section was takerobiK2 and
discussed separately.

12:Economic Survey — Chile 2005’, OECD, November 200

13 CODELCO 2005 Annual Reposvailable at:
www.codelco.cl/english/la_corporacion/memorias/aireport2005. pdf

1412006 Public Finance Reportinforme de Finanzas PublicgOctober 2006, available atww.dipres.cl

'3 Interviews in Chile, 16-18 October 2006.

1642006 Public Finance Reportnforme de Finanzas PublicagOctober 2006, available atww.dipres.cl

" public Finance Statisticgearbooks are availablewtvw.dipres.cl/fr_estadisticas.html

'8 1n 2005, a fourth account was created for joint palNavy-Air Force initiatives. Under an agreemeritvthe
armed forces, the funds in this account are topeatsonly up to the amount corresponding to theytar average
copper price used in formulating the budget (wh&lkletermined by a committee of independent exparid the
rest is to be saved. This account is administégedhe armed forces, but spending has to be as#wry the
Ministry of Finance, which aims keep total defespending at its present level of 1.4% of GDP.

1 The armed forces will be able to use resourcas tts stabilisation fund for future acquisitionkew low copper
prices reduce the transfer. Additionally, the gomeent and the armed forces have agreed that pértscamount
will be used to repay debt on past acquisitiontherathan for new purchases. According to the guwent, this
would reduce annual interest payments by 50 milliokars.

2 As part of a broader initiative, the governmentrkgoclosely with municipalities in order to strehgn their
technological resources and capabilities.

L However, information on some local corporatioosrporacione¥ -- through which some municipalities channel
education and health spending -- is not disclosed iimely fashion. Where they exist, these cafions are an
important part of a municipality’s spending, but ah municipalities have them.

22 |MF Special Dissemination Standard (SDDS) - Chile http://dsbb.imf.org/Applications/web/sddsnsdppage/
2 |n the latest edition of theublic Finance Statisticgearbook (seaww.dipres.cl/estadisticas/anuales Jaspme
progress has been made regarding this issue, agstiaration of the consumption of fixed capital éentral
government, municipalities and general governmastleen incorporated.

Oxford AnalyticaLtd. 5Alfred Street, Oxford, OX1 4EH, UK 71
Tel: +44 (0) 1865 261600 Fax: +44 (0) 1865 242018 Email: oa@oxford-analytica.comWeb: www.oxan.com




Fiscal Transparency October 2006
Chile

24 «Chile: Reports on the Observance of StandardsGudes — Fiscal Transparency Module — Update’, IMHy
2005, available atvww.imf.org

*Available at:www.dipres.cl/fr_estadisticas.html

% ‘Chile: Reports on the Observance of StandardsGoues — Fiscal Transparency Module’, IMF, Augu322

2 In addition, the annuaFinancial Evaluation of the Public Sectdncludes mid-year adjustments to the
macroeconomic assumptions which help to correanagts provided in the annual budget.

28 At present, there are concerns about the futudgdtary impact of the guarantee of a minimum pensicthose
workers who paid contributions but at a level fisahsufficient to ensure a retirement income aaloove the lowest
pension. Dealing with these contingent liabilitirepresents an important challenge to maintainctireent fiscal
policy framework.

9 The decision to target a 1% of GDP surplus waertak order to offset the perennial 1% of GDP defit the
Central Bank. When the two are consolidated, th#ip sector has an approximately zero balance.

%0 Under the structural surplus rule, the governnsgends its ‘structural’ income minus 1% of GDP, wehe
‘structural income’ is defined as the income it \ebreceive if the economy were growing at its mediterm
potential rate (as defined annually by a committe@dependent experts) and copper prices wereimgrat their
estimated average for the next ten years (alsoelfannually by a committee of independent experts)

31 {MF Executive Board Concludes 2005 Article IV Gaitation with Chile’, IMF Public Information Notc
05/104, August 2005, available atww.imf.org

%2:Economic Survey — Chile 2005’, OECD, November 20évailable atwww.oecd.org

% Interviews in Chile, 16-18 October 2006.

% The remaining 10% includes institutions with moeenplex financial operations, whose alignment \@itGFE

will be done at a different speed. The procesmpfementing SIGFE has been slower than expecteduse
training public officials took more time and mortian initially anticipated.

% During the January-August 2006 period, an avermfy@50,000 transactions, distributed among 1313FEG
operational units, have been completed. Chapteof\the ‘2006 Public Finance Reporinforme de Finanzas
Puablicag, October 2006, available atww.dipres.c) provides a detailed progress report on SIGFHudlieg the
operational management of the system.

% Interviews in Chile, 16-18 October 2006.

3742006 Public Finance Report’ available aivw.dipres.cl

% Evaluation of government programmes since 199iJahle at:
www.dipres.cl/control_gestion/listado_programas.asp

% Interviews in Chile, 16-18 October 2006.

“0 For a comprehensive list of institutions that sitted performance indicators for the elaboratiohef 2007
budget seewww.dipres.cl/control_gestion/indicadores/Listadwstituciones_formulan_Indicadores.html

“! The remaining five instruments are: Strategic Bigfins; Management Improvement Programmes; Pegno®
Indicators; Comprehensive Management Reports; amdp@titive Fund.

42 Chile. Estudio de Evaluacién de Impacto del Progaade Evaluaciéon de ProgramaReport No. 34589-CL,
World Bank, December 2005, availablewtvw.worldbank.org

43 A detailed 200Management Improvement Programmes Technical Répaxtailable at:
www.dipres.cl/control_gestion/PMG/documento_tecnfmmg_2007.html

4 The 1SO 9001:2000 is an internationally accepegglilation that includes minimum legal provisionsgablic and
private management systems to be certified.

“5 For a comprehensive explanation of the ongoinggutares, seMecanismo de Certificacion Externa de Sistemas
de Gestion de los PMGDIPRES, August 2005. This report, together wstipplementary information on PMGs
and reference guidelines to achieve ISO certificatire available atwvww.dipres.cl/fr_control.html

“¢ public Procurement Law and System of Public Premamt (ChileCompras), available atww.chilecompras.cl
Since the new law on public procurement came iateef in 2003, ChileCompras has expanded rapiditg |
transactions of just 1 billion US dollars in 200&ast doubled in 2004 and reached 2.9 billion kg ¢hd of 2005,
when 164,000 suppliers, including 64,000 small arid-sized enterprises, had registered with theesystp from
48,000 in 2003.

4" An advisory four-member board has been appointighimthe Directorate, charged with seeking ancatitig
personnel and suggesting remuneration. It isyimcjple, a guarantee of transparency in hiring apgointing on
merit (rather than political loyalty), and it io8lly setting new standards for selecting publid¢oifs.

“8 The new government which took office in March 2@@ild have used the opportunity to ask for thégresion
of political appointees whose posts are includeth@High Public ManagemeniHPM) system and replaced them
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with merit-based selected officials, but only ig¢ethresignations have been requested and the eepdsats have
occurred slower than expected. However, afterguiaities found by the CGR in programmes finandgd
Chiledeportes (the government agency for the primmatf sports) in November, the government has anoed that
it will bring forward from 2010 to 2007 the schedub include more than 40 services in the HPM systdt has
already been announced that Chiledeportes willnbtuded, and several other government agenciesatlwtate
funds directly are also expected to be on the list.

“9 Interviews in Chile, 16-18 October 2006.

*012005 Financial Evaluation of the Public Sectod 2006 Projections UpdateEyaluacion de la Gestién
Financiera del Sector Publico en 2005 y Actualibaaile Proyecciones para 2008une 2006.

*1 The Digital Agenda (AD) is the outcome of an endea that began in April 2003 when the Digital ActiGroup
was established. It is presided over by the Gowemtal Coordinator of Information and Communicasion
Technologies and comprises government institutidnssiness organisations, academia, and other goesin
agencies. This effort generated a wide-rangindi@bivate agreement regarding a countrywide stygtthat will
be implemented in the run-up to the Bicentenni&lmmtion in 2010. The AD objective is to conttibto Chile’s
development by using information and communicati@efinologies to increase competitiveness and inepegjual
opportunities, individual liberties, and public t@cefficiency and transparency. Information oa &%D initiative is
publicly available at:www.agendadigital.cl

*2 The Special Budget Commission also has the powezduire budgetary documentation from the govenirae
any given moment during the fiscal year.

%3 Interviews in Chile, 16-18 October 2006.

* |Interviews in Chile, 16-18 October 2006.

*% Further to the 2005 amendment to the Politicaldfiation, a three-fifths Senate majority is reguito approve
the proposal to appoint the Comptroller Generdlis fualified proportion implies that consensusiesn ruling
and opposition parties is required, reducing dismnary appointments by the government.

% Office of the Comptroller General (CGR), availabte www.contraloria.cl

" The Comptroller’s Organic Law authorises the CGR\aluate the internal auditing systems of stgéneies and
their monitoring capacities over budget execution.

%8 Interviews in Chile, 16-18 October 2006.

%9 ‘Budgeting in Chile’, OECD, May 14, 2004.

%0 ‘Republic of Chile. Country Financial AccountabjliAssessment’, World Bank & Inter-American Devaiugnt
Bank, 2004, p. xiv.

®% Interviews in Chile, 16-18 October 2006.

%2 The INE releases an extensive list of publicatioAs annual catalogue summarises both the coatahthe
periodicity of its publications. National Institubf Statistics, available atvww.ine.cl

%3 A progress report on this programme was releasddrie 2006'Avances en Proyectos Estratégicos. Plan de
Desarrollo de las Estadisticas Publicas 2005-2008’)

® Microdata are collections of unit records (i.aiiidual respondent data) vital to the productidéstatistics. The
final document of this committee -- currently undealysis by the National Statistical Board -- welsased in April
2006 and is publicly available onlingnforme Final. Politica para el Acceso a Microdatpara Fines de
Investigacion’ INE, 2006).
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